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Chairperson’s Corner
by Bruce D. Moore

he International Section has been
I very active over the past year in

a number of areas. The regular
ongoing activities common to all
Sections continued at an impressive
pace. In addition, a number of special
activities unique to this Section were
continued or initiated. As members of
the Section, you can all make valuable
contributions to these services to your
fellow members, and | urge you to do
so. The ongoing recurrent activities of
the International Section include the
following:

1. The Section newsletter, under
Kevin Law's prolific leadership,
was published three times in 1998,
full of interesting articles in each.
This is one of the most valuable

(continued on page 9, column 2)

Jamaica’s Life Insurance and
Financial Sector Crisis

by Janet Sharp

The Jamaican financial and business sectors are reeling from a combination of

I t is the last quarter of 1998 at the time of writing, and the story is far from over.

high inflation, tight monetary policy, and poor risk management practices. The
economy is in poor shape. Even though inflation has been tamed over the last three
years, and the currency has been somewhat stable, growth has been minimal and
businesses are closing every day, unable to meet their debt obligations.

In January 1997, in response to a call from the leaders of the life insurance
industry, the government established the Financial Sector Adjustment Company
(Finsac) to assist in the rehabilitation of the ailing financial sector. To date, Finsac
has provided bailout packages to life insurance companies and commercial banks to
the tune of JA$73 billion (US$2 billion) with estimates that the final figure may be
closer to JA$100 billion (US$3 hillion). The long-term impact of this is alarming
when the cost is looked at in relation to Jamaica’s Gross Domestic Product (GDP).
At an estimated 66% of GDP, this compares unfavorably with the cost of bailouts in
other parts of the world, the closest being that for Indonesia at 20% of Gross

National Product (GNP).

(continued on page 8, column 1)
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1998 New Zealand Ambassador’

by Richard J. Geisler

s Report

Ambassadors are generally to assist in: Here in New Zealand, the role for dence category of membership and

the Ambassador is most likely to

be one expressed my willingness to assist in

e carrying out the Society's of keeping in touch with the New any way practical in locating informa-
international policy Zealand Society of Actuaries and to be tion or providing service to members.
a point person for non-SOA members Apart from a few inquiries relating
« identify subjects of international seeking information about the Society. to the profession, there has been no
interest for publication or This is not an underdeveloped country official Ambassador activity to report
presentation and | do not see that there are any spe- during the year. There are only two
cial needs of New Zealand and SOA industry-related developments worthy of
« identify special needs of members members. mention in this report.
In the past year | have written to
* help the profession to grow in all 22 SOA members in New Zealand, Privatization of Workers
underdeveloped countries most being Associates having joined Compensation

through membership in another organ-

There is new legislation opening a sig-

. Eunctlon aﬁ asr(e)sAourcg anhd link Katg)n. 'I('jhe Istter mtrcr)]duce_d tEe nificant market to private insurers. The
et\_/veer|1t € ol an O.t ef Zmlassa or hrogrgm ere |r; efw workers’ compensation scheme has
national actuarial organizations _ea_an , emphasizing my role o been a government monopoly but will
and clubs. finding speakers and topics for SOA

meetings. | outlined the Correspo

allow private insurers to offer accident

n- cover to employers and self-employed

(continued on page 6, column 1)
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Editor’s Notes

by Kevin M. Law

his issue of International Section
I News is arriving later than was

planned, as the original pub-
lication schedule would have resulted in
the newsletter being mailed a couple of
months earlier. However, on the intend-
ed date for finalizing the material and
beginning the printing and newsletter
production process, the quantity of
available articles was much less than
for prior editions. Therefore, it was
decided to postpone the issue for a few
weeks in order to acquire additional
articles. Fortunately, we were success-
ful in obtaining a sufficient quantity of
material to permit proceeding with this
edition. Thanks are due to the Section
Council members for their assistance
with this endeavor.

The purpose of pointing out this
delay to the membership is not to offer
excuses for the time elapsed since our
last publication, but rather to attempt to
encourage Section members to submit
articles for publication. Our member-
ship is involved in many diverse aspects
of international insurance, investments,
healthcare financing, employee benefits
and social insurance programs. | am
certain that the international experiences
and knowledge of many Section mem-
bers could potentially form the basis for
interesting and informative articles.

It isn*t more difficult, | believe, to
write a newsletter article than a typical
business memo or report of about four
to five typewritten pages. Since in the
great majority of situations the author is
already quite familiar with the topic as
a result of his/her work responsibilities,
there is little or no additional research
required.

So, I'm asking Section members to
share their experiences and thereby
assist in producing future newsletter
editions at more frequent intervals.
Please identify an international topic
within your areas of expertise, organize
your thoughts on paper (actually in an
electronic word processor format—
Microsoft Word preferred), and e-mail

(continued on page 7, column 1)

Hong Kong Ambassador’s Report

by Dominic Lee

The period of this report covers the 12
calendar months of 1998.

Designated Roles

Dual roles that | assumed during the

reporting period were

« the Hong Kong Ambassador of
Society of Actuaries (SOA); and

e the Chairperson of the Education
Subcommittee, Greater China
Committee (GCC) of SOA.

Objectives of the 1998

Activities

The primary objectives of the 1998

activities launched in China were:

e to promote the presence/image of
SOA and to enhance the relation-
ship already established in the past
with related organizations

e to promote actuarial education in
China

Projects Achieved
China remained the main focus of
attention in 1998. This decision was
made as continuous efforts are neces-
sary to sustain the momentum and
deepen the impact that has been
effected in China by different SOA
personnel in the past period.

An account of the various projects
achieved in the year is summarized in
the following paragraphs.

The First Fellow of the
Society of Actuaries

(FSA) in China

The most exciting event in the actuarial
development in China is the attainment
by Wei Ming Bo as the first FSA who
obtained his designation through exami-
nation conducted in China. Bo got
qualified after sitting for the spring
1998 examination in the Shanghai
Examination Centre.

Bo started his SOA examinations in
1994 when he was a student of the
Fudan University and the AlA-Fudan
Actuarial Centre in Shanghai. After he
graduated from the Fudan University,

he joined the American International
Assurance Company (AIA) wherein he
continued with and completed his
examinations.

Subsidy on examination

fees

Up to the present moment, students
from the University of Science and
Technology in Keji, Anhui Province,
China had participated in four rounds of
SOA examinations. For the first three
rounds of examination, five $200
awards and three $100 awards were
won in the Examination 100 Contest for
university students. This is indeed very
impressive performance. Sponsorship is
provided by AIA for students taking the
latter three rounds of examination,
while the first round of examination
was sponsored by Yuan Chang out of
funds from the SOA.

Setting Up the Shanghai
Actuarial Profession

Committee

The Shanghai Actuarial Profession
Committee, a subcommittee of the
Life Insurance Institution of Shanghai,
was set up in July 1998. The Committee
was chaired by Professor Hanji Shang
of the Fudan University. Members of
the Committee came from a number of
universities and also some insurance
companies. Its goal is to provide a
forum for exchange of views among
professionals and personnel of related
disciplines. Yuan Chang and the
Ambassador are among the honorary
advisors.

Howard Bolnick's Visit to

China in September 1998
Support was provided to SOA President
Howard Bolnick to materialize his
goodwill and promotional visits to
China in September 1998. The SOA
delegation, headed by Bolnick, officiat-
ed at a book donation to the Prep-
aratory Committee of the Actuaries

(continued on page 4, column 1)
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1998 Hong Kong Ambassador’s Report

continued from page 3

Association of China (AAC) in Beijing.
A fruitful exchange of views on the
indispensable role played by actuaries in
the insurance business was also con-
ducted with members of the Preparatory
Committee.

Subsequently, visits were paid to
the Remin University of China, Beijing,
and the Nankai University, Tianjin. The
main purposes of these visits were to
strengthen the rapport that had already
been developed and to introduce the
visions of the SOA in the coming year.
Positive response was received from the
universities.

September 1998 Seminar
After the trips to China, Howard
Bolnick came to Hong Kong to partici-
pate in the impact of Asian financial
crisis on the insurance industry Seminar
organized by the Asia Committee.
Speakers included several actuaries
practising in Southeast Asia and other
professionals working in this field.
Participation was most enthusiastic.

Establishment of Committes
While in Hong Kong, Howard Bolnick
held a meeting with the Asia Commit-
tee. Strategies were mapped out in this
forum to meet the various needs identi-
fied during the meetings with Chinese
university staff. The ultimate aim was to
expedite the development of actuarial
education in China.

Since the setting up of the Asia
Committee in 1996, there has been much
deliberation on the scope of business
that should and could be taken up for
focused attention. Finally it was decided
to split this committee into two: one
being the Greater China Committee
(GCC), which is to be based in Hong
Kong, and the other, the Southeast Asia
Committee in Kuala Lumpur, Malaysia.
K.C. Chan acts as the Chair for the
GCC. lIts sphere of interest
would include China, Hong Kong and
Taiwan. (Editor’s Note: The GCC is
now known as the China Region
Committee).

The establishment of the GCC
opens up an even closer relationship
with China at large and in particular
with the Nankai University in Tianjin.
The GCC has been asked to oversee the
Nankai actuarial education program—a
project initiated and involving the SOA
for more than 10 years.

The following issues were also con-
sidered in the meeting with Howard
Bolnick:

e Subsidy for examination materials
and fees for students in developing
countries

e Subsidy for teachers delivering
actuarial courses in universities of
these countries

the book contents. Comments were sub-
sequently conveyed to the Preparatory
Committee of the AAC in an actuarial
conference held in Kunming, Yunnan,
in December 1998. On that same
occasion, views on the draft of the
logistics of the Chinese actuarial exam-
ination system and other issues were
also put forward for consideration.
Overall reaction was encouraging.

November 1998 Visits

to Beijing

In November 1998, visits were paid to
the Central University of Finance and
Economics and the Peking University.
The purposes of these visits were to

Participation in Setting Up
of the Chinese Actuarial

Examination System

China has decided to set up as early as
possible its own actuarial examination
system to churn out actuaries locally.
As a first step, a syllabus modeled on
the SOA ASA examination requirements
was drawn up, and six books were
written in Chinese for examination
purposes. A number of members of the
GCC were invited on a personal capaci-
ty in September 1998 to work as con-
sultants. They were requested to give
comments on the drafts of the code of
ethics of actuaries, the bylaws of the
AAC and the contents of the exam-
ination catalogue; and to review the
authenticity and the appropriateness of

introduce the SOA and to identify areas
where the SOA could assist in the
development of actuarial education in
the universities concerned. The univer-
sities” staffs were responsive and the
common need for internship program
was identified. Details would be
followed up by the GCC.

Teaching at Nankai and

Remin Universities

At the requests of the Nankai University
and the Remin University of China, a
two-day lecture was delivered at each of
the universities in October and Dec-
ember 1998 respectively. The subject
taught at the Nankai University was
related to the operational aspects of the
actuarial profession in South East Asian
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countries. The one delivered at the
Remin University of China was about
the practical aspects of establishing
actuarial reserves in life insurance
business.

In late November, 1998, Danny
Chung, another committee member of
the GCC, also delivered lectures to stu-
dents of Nankai University on topics of
pricing and asset/liability matching.

Internship for University

Lecturers

While university personnel that intern-
ship in an insurance company will help
greatly towards the teaching of the 200
series SOA examinations, it is difficult,
if not impossible, to muster adequate
support from the insurance companies
in Hong Kong for this type of program.
However, AlA, where the Ambassador
is working, is supportive of such a
need. Internship has been in place for
Yuenian Yu, a lecturer from the Fudan
University who has set a record in the
SOA by passing 200 credits in the 100
series examinations in one sitting. A
similar arrangement is already in place
for Xiufang Li, an ASA and a teacher
of the Nankai University. Through
GCC's efforts, more internships might
be offered to other universities in the
future.

Concluding Remarks

On looking back, 1998 could be
described as a busy and rewarding
year. It is obvious that the availability
of resources, both manpower and finan-
cial, is the key to achievements. The
GCC will need resources to spearhead
its ventures in China. SOA is hence
requested to give staunch support in this
area. The Ambassador of Hong Kong
will strive to further promote the causes
of the SOA.

Dominic Lee, FSA, AIA, is Senior Vice
President & Chief Actuary at American
International Assurance Company, Ltd,
in Hong Kong.

Poland Ambassador Report

by Henryk S. Walerys

established through the introduction

of changes to the Insurance Act of
1990. Candidates write four exams
entirely based on SOA's exams: 110,
120, 140, 150, 151. The examination
system is administered by the Ministry
of Finance. Actuarial licenses are
issued by the State Insurance Super-
visory Office (PUNU).

Only a Polish licensed actuary may
calculate mathematical reserves. In
reality, he/she signs off on quarterly
financial statements that are submitted
to PUNU, as well as annual financial
statements. Currently there are approxi-
mately 55 licensed actuaries.

The Polish Society of Actuaries
was established in 1990. There are
approximately 100 members, including
both licensed and non-licensed
actuaries. Meetings of the Society are
very infrequent, mainly due to the very
busy schedules of the actuaries working
in the fast growing Polish insurance
market.

I n 1995 a licensing system was

Actuarial Education
The Summer Actuarial School has
existed since 1990. The educational
program consists of intensive actuarial
courses for five weeks each summer
during a period of three years. Most
basic actuarial material is covered. The
faculty is partially Polish and partially
foreign actuaries from life companies
and universities. Most of the guest
faculty is European.

Some universities have started to
offer basic actuarial courses. The
most advanced is the University of
Warsaw, where the actuarial faculty
teaches at the Summer Actuarial
School. The other actuarial centers are
Warsaw Politechnical Institute, Warsaw
University of Commerce, and the
University of Gdansk. There has been
some interest in the CD-ROM on the
product development process sponsored
by the Product Development Section.
As a result, 1 would like to request
three copies of this CD-ROM.

Changes in Legislation

On April 1999, new social security leg-
islation takes effect. Three

tiers of the system will be introduced:

1. Reformed pay-as-you-go system

2. Defined contribution universal
pension funds as in Chile and
Argentina. Premiums are de-
ductible from both income and
social security taxes. Benefits
are taxable.

3. Additional group arrangements
including life insurance based on
the variable life concept. Premiums
are not income tax-deductible but
social security tax-deductible up to
7% of gross income. Benefits are
tax-free and disbursed after the age
of 60.

On January 1999, the amendments
to the Insurance Act were effective,
which allow foreign (OECD) insurance
companies to sell insurance
products in Poland through branches.
The requirements to set up a branch in
Poland are similar to those for estab-
lishing a fully licenced insurance
company. However, the capital require-
ments to cover the solvency margin are
lower (50%) due to a more thorough
screening of the parent company in the
country of domicile. The licensing pro-
cess is said to take much longer, as it is
currently expected to require from six
to twelve months.

Henryk S. Walerys, ASA, is with Alte
Leipziger Histia in Sopot, Poland.
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1998 New Zealand
Ambassador’s Report
continued from page 2

persons starting July 1, 1999. This is a
huge market for New Zealand amount-
ing to over $1 billion in annual premi-
ums. Several companies both here and
in Australia are making the commitment
to provide the statutory benefits.

There are several differences to
workers’ comp in other countries. New
Zealand's workers’ comp is provided
by statute with limited recourse to com-
mon law. The right to sue for benefits
is very limited. Also, all persons in
New Zealand are covered by the 24-
hour no-fault accident benefit. Workers’
comp is the only piece of the scheme
being privatized at present but more
will follow.

Consolidation of Insurers
Mergers and takeovers are running at a
feverish pitch as companies try to attain
critical mass. There are some 30 com-
panies operating in what is a small mar-
ket by world standards and consolida-
tion of companies is inevitable. In the
past year or so, NZI Life was pur-
chased by Prudential which, in turn,
was recently purchased by Colonial
Life. Tower Life is demutualizing while
fending off a takeover bid by Guinness
Peat Group (Tyndall Life). Guardian
Life was purchased by Royal and Sun
Alliance while Sovereign Assurance has
had a friendly purchase of 90% of its
outstanding stock by ASB Bank.
Rumors are rampant and some may
even be true.

Richard J. Geisler, FSA, is Manager
and Marketing Actuarial at National
Mutual Life Association in Wellington,
New Zealand, and a member of the
International Section Council.

Management Changes to Improve
SOA International Structure

by Chelle Brody

ast fall the SOA Board approved
La new management structure for

the SOA international area in
order to assure accountability for global
initiatives and to assure that volunteer
resources are being used productively
and efficiently.

The changes include the creation of

three new committees. These committees
and their charges are outlined below.

International Policy

Committee

This committee’s purpose is to encourage
the development of actuarial science
throughout the world, to facilitate the
global communication of actuarial ideas
by formulating and recommending global
policy for the SOA, to discuss policy
issues of new and existing global initia-
tives, and to oversee all SOA internation-
al activity under the direction of the
Board. The committee facilitates good
relations between the SOA and actuarial
organizations located outside the United
States and Canada.

International Actuarial

Association (IAA) Committee
This committee consists of the SOA
delegate to the IAA Council, a vice
chair who will be in line to become the
next delegate, the alternate delegate who
is a presidential officer and each SOA
IAA committee representative. Under
the direction of the Board, the committee
coordinates and manages SOA activities
within the 1AA, seeking input on IAA
issues and representing SOA interests
accordingly.

SE Asia Committee

This committee represents SOA interests
in Malaysia, Singapore, Indonesia,
Thailand and the Philippines.

These three new committees join
the Committee on International Issues,
the China Region Committee (formerly
the Greater China Committee or the
Asia Committee), and the International
Section in meeting the needs of SOA
members who practice internationally
and in promoting actuarial practice
worldwide.

The full charges and membership
of all international committees can be
found in the 1999 SOA Yearbook.

Mo Chambers is the Operations
Committee member who is charged
with management of the SOA inter-
national area, as Director of Inter-
national Activities and Chair of the
International Policy Committee.

Chelle Brody is Manager of SOA
International Issues.
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Editor’s Notes
continued from page 3

the resulting article to me at:
kmlaw@palic.com.

Changing the subject to the content
of these pages, this issue not only con-
tains an article by Jim Toole on page 20
about the continually developing and
expanding Ambassador Program, which
is managed by the International Section,
but also a significant amount of material
contributed by SOA Ambassadors in
various countries. Our lead article by
Janet Sharp, the SOA Ambassador in
Jamaica, is one such example. Janet
describes the series of conditions that
developed during the early-to-middle
1990s that caused a serious crisis in the
life insurance and financial services sec-
tors of Jamaica's economy, and the
rehabilitation steps that are being taken
to restore soundness and solvency to the
industry.

Ronald L. Poon-Affat, our Ambas-
sador in Brazil, has contributed material
on his host country for the third con-
secutive issue of this publication. In this
edition, Ronald reports on the anticipat-
ed opening of the reinsurance market in
Brazil. This market has been closed for
almost 60 years due to legislation that
has permitted the transaction of reinsur-

ance business only with a monopolistic
state company.

A trio of authors, Yves Guerard,
Shu Yen Liu, and Bruce Moore, collab-
orated to contribute an interesting and
timely description of major changes that
are in the process of being implemented
in the provision of pension benefits in
China.

The increasing importance of inter-
national actuarial issues to the Society
of Actuaries is highlighted by two
articles that cover recent SOA Board
decisions. Chelle Brody of the SOA
staff describes the Board action in the
fall of 1998 that created three new com-
mittees charged with specific interna-
tional responsibilities. Mo Chambers,
the Chair of one of these new commit-
tees (International Policy Committee),
documents the January Board decisions
that resulted in the establishment of two
development funds to support and pro-
mote the actuarial profession in China
and Southeast Asia.

The International Section has histor-
ically attempted to provide a series of
sessions at each SOA meeting dealing
with global issues. This year"s spring
meetings are no exception, as there are

Spring SOA Meeting Sessions with
Significant International Content

by Michael Gabon

ollowing are summaries of
Fsessions planned for the Atlanta

and Seattle spring SOA meetings,
respectively, which will be of interest to
actuaries practicing in the international

field. Plan to join us for these interest-
ing and informative sessions.

Atlanta Meeting
May 24-25, 1999

FOREIGN INSURER
REORGANIZATIONS

Session 9 Interactive Forum, Monday,
May 24, 10:30 am - 12:00 noon

Several U.S. and Canadian insurers
have announced their intention to
reorganize, within permitted regula-
tions, primarily to access capital and
further company growth.

Avre foreign-based insurers under-
going reorganizations? What forms of
reorganization are permitted? What
perspectives do regulators have? These
questions are answered as the issues
faced by foreign insurers considering a
reorganization are discussed.

six Atlanta and four Seattle meeting
sessions of this nature. Michael Gabon
provides an overview of these sessions
in the article below.

On the subject once again of contri-
butions from SOA Ambassadors,
Dominic Lee (Hong Kong) has written
two pieces: a description of his recent
teaching experiences at China‘s Nankai
University, plus a report covering
events of interest during 1998 in Hong
Kong. Two additional Ambassadors
have also submitted reports that have
been included in this edition: Richard
Geisler (New Zealand) and Henryk
Slawomir Walerys (Poland).

One final item: feedback and
comments in the form of a "letter to the
editor” are welcome. We would like to
hear from you!

Kevin M. Law, FSA, is Vice President
Group Actuary at Pan-American Life
Insurance Company in New Orleans,
LA, a former chairperson of the
International Section Council, and edi-
tor of International Section News.

OPPORTUNITIES FOR THE
INTERNATIONAL ACTUARY
Session 23 Panel Discussion, Monday,
May 24, 1:30 pm - 3 pm

Have you thought what it would be like
to live and work in a foreign country?
As domestic employers seek growth,
crises occur in some foreign financial
services sectors, retirement programs of
some foreign countries are privatized,
more of our members are working and
living outside their home countries. We
may see ourselves as citizens of the
world rather than citizens of our own
countries.

(continued on page 10, column 1)
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Jamaica’s Life Insurance and Financial Sector Crisis

continued from page 1

The Problem

For the most part, it was the age-old
problem of asset/liability mismatch.
Administrative and marketing expense
overruns, inadequate capitalization,
ineffective regulatory supervision and
imprudent boardroom decisions
contributed the rest.

How Did We Get There?

The stage began to be set in the early
1990s when the foreign exchange
market was deregulated. The currency
depreciated 156% in one year and
inflation jumped to 80%. To stem the
currency speculation, a tight monetary
policy was employed and interest rates
rose dramatically. As the central bank
increased the cash reserve ratio on
banks, loan rates mushroomed to over
50%. With penalty rates as high as
100%, the seeds of nonperforming
loans were sown. In a traditionally high
inflation environment (averaging 20.6%
per annum over the past 26 years,
29.2% over the last 9 years), with little
variety of investment vehicles and a
small stock market, real estate was the
preferred hedge. Whether the real estate
was linked to life company marketing
profile or to interests in tourism, the
timing of these investments in the early
1990s was unfortunate. With currency
depreciation, the levels of capital in-
vested were too high, and the resulting
cash flows too low. With the consumer
market in a frenzy over high interest
rates, competition for the investment
dollar intensified between life compa-
nies and banks. Consumers wanted
investment policies with liberal with-
drawal options and competitive returns.
At the same time, inflationary pressures
to grant large wage increases pushed
administrative expenses out of line;
competitive pressures for product sup-
port pushed the installation of state-of-
the-art computer systems at a high cost
of capital; competitive pressure for
market share allowed 12 month project-
ed commissions, high first-year com-
missions, and high bonuses as standard
agent compensation. Additionally, com-

panies aggressively pursued strategies
to capitalize existing banks or other life
operations and acquire new entities.
The end result is companies had to bor-
row substantial amounts at a high cost
to finance their operations.

The economy worsened, and loan
rates remained high over many years.
In 1993 the stock market plummeted
and unit-linked policyholders withdrew
massive amounts of funds. Disposable
income declined, policyholders exer-
cised withdrawal options or surrendered
their policies, lapse rates rose, interest
costs rose, wage demands increased,
interest credits to interest sensitive
policies remained high to prevent disin-
termediation, and investment losses
increased.

Yet, due to the transfer into earn-
ings of unrealized capital appreciation
on real estate, companies continued to
report profits and pay dividends, and
so in 1993 the government increased
the taxes on the industry. By the middle
1990s, the real estate market began to
decline. No longer could companies

adjust book values upwards; in fact,
property values began to fall. Finally,
they recognized the threat to dynamic
solvency and most started to restruc-
ture.

Although efforts to reduce adminis-
trative expenses and, to a lesser extent,
marketing acquisition expenses were
successful, the disposition of unsuitable
assets, in particular real estate, was
close to impossible. The decline in the
economy had left a soft real estate
market and a great deal of vacant office
space. The decline in rental returns and
investment income reduced portfolio
returns below interest credited to
policy-holders funds. Policyholders
continued to withdraw funds with
increasing regularity and companies had
to keep borrowing. As the banking
crises began to emerge, subsidiary loss-
es due to non-performing loans further
weakened company surplus levels. New
banking regulations placed additional
capital strain on parent life companies
that were obliged to recapitalize their
ailing subsidiaries. By 1996 many life
com-panies were barely solvent if at all,
hence the industry leaders® appeal to the
government and the resulting formation
of Finsac in 1997.

Finsac

A total of JA$12.4 billion was
channeled to four companies in the life
insurance sector for the main purpose
of repaying high-cost, short-term debt.
Stock life companies gave 26.5% equity
ownership to Finsac with the rest of the
funding in five-to-seven year cumula-
tive redeemable preference shares at a
rate of 12.5%. A total of seven compa-
nies (out of 13) are either fully or par-
tially owned by Finsac.

Finsac's mandate is to operate in
three phases—intervention, rehabilita-
tion and divestment. It is expected that
through Finsac the financial sector will
see a number of mergers/acquisitions.
In addition, Finsac has adopted a tem-
porary regulatory role as it helps to
reorganize and retool the Office of the
Superintendent of Insurance, which
lacks the human and technical resources
to effectively monitor the industry.
Tech-nocrats at Finsac are also review-
ing and making recommendations to
update the Insurance Act, the law under

(continued on page 9, column 1)
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which the general and life insurance
companies are governed.

The Life Insurance

Sector Now

None of the Finsac-supported compa-
nies continues to have an interest in
commercial banking, although many are
still dogged by real estate. Options of
demutualization and merger have been
discussed with four of the companies,
but no definite decisions have been
made. One of the Finsac-supported
companies has reported profits.

In the meantime, at least one new
life insurance company, owned by one
of the larger banks, has opened its
doors. With its captive client base and
well-capitalized parent, the new com-
pany may pose a considerable competi-
tive challenge.

The new face of the life insurance
industry is still emerging. One thing is
sure, it will never look the same again.

Janet Sharp, FSA, is Assistant Vice
President for Island Life Insurance
Company, Ltd. in Kingston, Jamaica,
and the SOA Ambassador in Jamaica.

Chairperson’s Corner
continued from page 1

contributions of the Section to its
members. | urge all of you to
contribute articles, or to recruit
authors, when you become aware
of something that you believe
would be of interest to the Section
membership.

2. The Section has sponsored or co-
sponsored over a dozen programs
at Society meetings. Under Mike
Gabon's and Bob Lyle’s leadership,
the Section sponsored and recruited
for several concurrent sessions,
with active participation by section
members as speakers.In addition, at
the Annual Meeting in New York
we hosted a reception and an
International Section breakfast.

3. The Section web page is main-
tained, providing easy access to
International Section newsletters.
We are investigating the possibility
of adding hotlinks to websites that
would be of interest to other inter-
nationally active actuaries.

4. The SOA Ambassador Program
continues to operate under the
direction of the International
Section Council. Josh Bank has
provided great leadership there,
with strong support from the
Society staff. The Section Council
continues to recruit new and
replacement Ambassadors, and to
provide direction and support for
their activities. The Society staff
plays a strong role in this as well.

In addition to these recurring
activities, a number of special activities
have been undertaken by the council
in the past year or are planned for the
following year. A summary of these
follows:

1. The Product Development CD-
ROM was distributed to SOA
Ambassadors, a project jointly
sponsored with the Product

Development Section. The intended
use is to help spread knowledge
about U.S approaches to product
development and the actuary’s

role in the process.

We have co-sponsored with the
Financial Reporting Section
seminars outside the United States
on financial reporting topics. The
first of these was in Asia, and
subsequent sessions have taken
place in Latin America and the
Caribbean. Future sessions are
planned for Eastern Europe.
Section members have played an
active role in these, in addition to
the financial support provided.

This year the Section will invest-
igate whether to sponsor a special
seminar to serve its members in the
United States. One potential topic
would be financial management
of multi-national life insurance
operations. We would appreciate
your feedback on what type of
topics you believe should be cov-
ered in such a seminar. Angelica
Michail is coordinating this, and
you can send your suggestions to
her.

In October, the Society of
Actuaries reorganized and strength-
ened its committee structure
dealing with international issues.
The International Section will work
to accommodate that new organ-
ization and to make sure we work
together smoothly.

We are investigating ways to more
widely distribute the Section
newsletter. Section Council
member Ronald Poon-Affat is
looking into the financial viability
of having it translated into
Portuguese and distributed to the
Brazilian actuarial community.
Once that is done, we will explore
other markets.

(continued on page 15, column 3)
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Spring SOA Meeting with Significant International Content

continued from page 7

Our panel of international life
actuaries describes their experiences
living and working outside their home
country and discusses opportunities that
lie ahead for global actuarial services.

EUROPEAN INSURANCE
MARKET UPDATE

Session 40 Open Forum, Monday,

May 24, 3:30 pm - 5 pm

Attend this session and learn about
recent developments in the life market
of this region covering items such as
products and distribution, and including
the effects of the European Union
Directives, the introduction of the Euro,
and financial crises occurring in foreign
markets.

FORTHCOMING INTERNATIONAL
ACCOUNTING STANDARDS
Session 43 Teaching Session, Monday,
May 24, 3:30 pm - 5 pm

This teaching session describes the
progress of “uniformization” of
accounting standards worldwide with
respect to the life insurance industry.
The newness of the subject matter
suggests a lecture format, and the par-
ticipants are advised to take notes
accordingly. Attending this session will
give insight of potential application to
one's own company environment and
provide some advance warning on the
rapidity with which these standards will
be upon us.

UNDERWRITING ISSUES/
PROCESSES IN FOREIGN
JURISDICTIONS

Session 64 Interactive Forum, Tuesday
May 25, 8:30 am - 10 am

As life insurance companies expand
globally, assessment of the mortality
risk is an issue that will be faced. How
different is underwriting in other coun-
tries compared to the US/Canada? What
are the salient issues in foreign lands?
Come prepared to share your experi-

ences with the group.Advance registra-
tion is required for this session.

LIFE IN THE AMERICAS

Session 72 Panel Discussion, Tuesday,
May 25, 10:30 am - 12 noon

Individual life insurance penetration in
Latin America has historically been so
low as to be considered virtually nonex-
istent. In this session, panelists discuss
recent regulatory and other develop-
ments throughout Latin America, which
many experts believe will lead to one of

the highest growth individual and group
life insurance markets in the world.

Seattle Meeting,

June 16-18, 1999
OPPORTUNITIES FOR THE
INTERNATIONAL ACTUARY
Session 8 Panel Discussion, Wednesday,
June 16,10:30 am- 12 noon

This session is identical to the one at the
Atlanta meeting, but with health and
pension actuaries on the panel.

PENSION REFORM IN EURASIA*
(* Eastern Europe and Asia)

Session 19 Panel Discussion,
Wednesday, June 16, 1:30 pm-3 pm
With the exception of Latin America,
most state-run social security systems in
existence today are of the pay-as-you-
go, or "unfunded", variety. Projections
show these systems are unlikely to be
able to provide satisfactory economic
security to the elderly. As a result,

many nations are reforming their social
security schemes. Attend this session to
gain an understanding of how the major
wave of global pension reform is play-

ing out in Eastern Europe and Asia.

HEALTH CARE REFORM

IN BRAZIL

Session 35 Case Study, Wednesday,
June 16, 3:30 pm - 5 pm

Brazil has the sixth largest population
in the world. It also has a highly devel-
oped and complex system of private
insured, private self-insured, and state
health care programs that for years have
suffered from a lack of effective regula-
tion and coordination. This session
focuses on recent major reforms in
Brazil's health care system and reaction
by the marketplace to those reforms.

GLOBAL HEALTH

CARE POOLING

Session 63 Teaching Session, Thursday,
June 17, 8:30 am - 10 am

Many large multinational corporations
and industry groups are addressing the
challenges of providing health care ben-
efits for their employees across multiple
countries. One of the mechanisms
through which employers/industry
groups choose to finance and manage
health care benefits in multiple locations
around the world is known as Global
Health Care Pooling, which combines
elements of self-insurance, managed
care and traditional and alternative risk
financing vehicles. Come to this session
to learn more about the pooling concept
and how it can help your organization.

Michael E. Gabon, FSA, FCIA, is
Manager at KPMG Peat Marwick
LLP, in New York, NY, and a member
of the International Section Council.
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Pension Reform in China

by Yves Guerard, Shu Yen Liu and Bruce Moore

Background

China is a large, diverse, developing
country with a very high rate of eco-
nomic growth. Its record of reform and
development over the last two decades
has been one of the best—if not the best
—in the world. Since the beginning of
the market-based reforms in 1978,
China has enjoyed strong economic
growth, averaging 12% for the five-year
period ending in 1995, slowing recently
to about 8%.

China, however, faces a number of
serious issues in its development. The
rapid growth has widened the rift be-
tween rich and poor. Issues related to
the effect of the rapid aging of the Chi-
nese society on pensions and health care
are a high priority of the government.
Almost unique among the low-income
countries, China has an extensive social
security system for its urban workers,

a system which is facing problems simi-
lar to those faced by the high-income
countries.

With two decades of pronatalist
policies in the Mao era followed by two
decades of "one child" policy, China’s
demographic profile is particularly
distorted. The baby boomers of the
1950s and 1960s will join the pool of
pensioners in 2010-2020 precisely when
the labor force growth, and thus the
growth in pension contributions, will be
slowing down dramatically as a result of
the one child policy. The percentage of
population 65 and older will double by
2025, reaching about 12%, only mar-
ginally lower than the same percentage
for the United States, Canada and other
developed countries. Thus China will
have an old age problem similar to the
developed countries, while it will still
be a middle-income country without the
resources of a developed country.

On top of this demographic burden,
China has a challenge to reform-state
owned enterprises, which is linked with
its pension system. State enterprise
reform is a national priority, but
implementing it requires a social safety
net for employees whose pensions had

been provided by the state-owned
enterprises.

The Chinese government recog-
nized this need, and in July 1997
mandated the introduction of a new
unified pension system. In 1998, the
government combined the Ministry of
Labor with other parts of the govern-
ment concerned with pensions to form a
new Ministry of Labor and Social
Security (MOLSS), with the clear
mandate to implement the new social
insurance system.

Pension reform will contribute in
an important way to overall economic
reform. First, by de-linking enterprise
management from pension provisions,
these reforms will help accelerate the
reform of state-owned enterprises
(SOEs). Second, pension reform will
contribute to development of capital
markets and provide a pool of long-term
savings that can help finance infrastruc-
tural development. Third, these reforms
would contribute to social and political
stability by providing financial security
to current pensioners and those close to
retirement, many of whom are facing
hardships and uncertainties about the
future.

China Pension System
Benefits, Contributions and

Pooling - Current State

By late 1998, substantial progress had
been made in implementing the new
pension system. Some adjustments or
clarifications to State Council Document
26 had been made in this process of
implementation. Basic decisions on cov-
ered workers, contribution and benefit
levels, transition rules and pooling of
funds have been reached. Progress in
these areas is described in more detail
below.

Covered Workforce

Prior to the new reforms, only urban
workers of state-owned enterprises were
covered. The reforms brought workers
of private and collective enterprises,

other than agricultural workers, into the
system. Thus, the expansion in coverage
applied to 1995 data would increase the
number of covered employed persons
from about 110 million to over 300
million.

Benefits Overview

Employees of state-owned enterprises
were already covered under existing
fairly generous benefit programs.
Before 1998 pension benefits were
about 75% of final salary. After retire-
ment, the pension is generally indexed
in accordance with increases in average
wages although some plans will use
inflation. Benefits are not subject to
income tax, and are not subject to in-
come or means testing.

New benefits rules will apply under
the new pension program for retirees
after the transition date. The new pen-
sion system features:

* A new three component pension
approach

« An extension of the coverage to
other than urban SOE employees

e The transfer of the pension assets
and liabilities from the Enterprises
to the new provincial social pools

The main components of the new sys-
tem are described below.

Pillar | Defined Benefits

Pillar 1 provides a defined benefit com-
ponent generally set at 20% of the aver-
age wage for the last calendar year for
each province. This benefit is indexed
to average wage increases, by virtue of
the benefit formula. These benefits are
only paid if the worker has contributed
for at least 15 years.

Benefits are payable at age 60 for
men, at age 55 for women who held
management positions and at age 50 for
other women. Benefits will not vary
based on marital status or dependents.
After death of the retired employee,
there are no death benefits to spouses or

(continued on page 12, column 1)
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Pension Reform in China
continued from page 11

dependents. Early retirement is only
permitted in special instances authorized
by the government policy.

Employer contributions to fund
these benefits plus the transition benefits
(see Table 2 on page 13) generally start
at a rate of 13% of wages in 1998,
increasing by 1% every two years to
reach 17% in 2006. Contributions are
paid into, and benefits are paid from,
the provincial social pools.

employee contributions. In the future,
the employer rate of contribution will
decrease by 1% and the employee rate
will increase by 1% every two years
until the ultimate level of 3% from
employer and 8% from employee is
reached in 2006.

Interest is credited on the accounts
at the bank rate of interest, which in
recent years has represented a real rate
of return close to zero.

Table 1

Total Population
Urban Areas
Rural Areas
Total

Total Number of Employed
Urban Areas

Rural Areas

Total

Number of Employed

Urban Areas
State Owned Units
Urban Collective Owned Units
Other Types of Ownership
Private Enterprises
Individuals
Not Categorized

Rural Areas
Township and Village Enterprises
Private Enterprises
Individuals
Not Categorized

(Source: China Statistical Yearbook, 1997, in millions)

1995 1996
351.7 359.5
859.5 864.4
1211.2 1223.9
1995 1996
190.9 198.1
488.5 490.3
679.4 688.4
1995 1996
112.6 112.4
315 30.0
8.9 9.7
4.9 6.2
15.6 171
17.4 22.7
128.6 135.1
4.7 55
30.5 33.1
324.7 316.6

Individual Account Benefits
Individual account benefits are based on
mandatory individual account accumula-
tions representing a portion of the con-
tributions from the enterprise attributed
to the employee’s individual notional
account plus a percentage of wages
contributed by the employees. Com-
bined contribution rates are currently
equal to 11% of wages, 7% from
employer contributions and 4% from

Account balances are annuitized at
retirement by simply dividing the accu-
mulated value of the individual account,
including accrued interest, by 120.

This factor does not vary by age at
retirement or marital or dependency sta-
tus. Benefits are guaranteed for life,
with a 10-year certain period (but there
is no other spousal or dependent bene-
fits beyond that 10 years). The benefits
are indexed for wage inflation. After the

accounts are exhausted, benefits are
paid from the provincial social pool.
Account balances are not available
prior to retirement in the case of dis-
ability, unemployment, other hardship,
or any other reasons except death. Nor
are the accounts available to be
borrowed, or pledged as collateral for
loans. In the event of death, individual
benefits and accumulated interest are
paid to the beneficiaries. Accumulated
employer contributions are transferred
at death to the provincial social pool.

Supplementary Pensions
Benefits under the prior programs will
only partially be replaced by Pillar |
defined benefits and the individual
account benefits, even after time has
allowed the account balances to
accumulate. Consequently, supplemen-
tary pensions will be made available on
a commercial basis for those who wish
to supplement the pension income
arising from mandatory contributions.
These supplementary pensions will be
voluntary; they may be provided
through employer-based or individually
purchased programs.

Transition Benefits

For employees earning pension rights
under the old system and current re-
tirees, a transition plan is necessary to
ensure adequate benefits and fairness.
Those currently retired will receive the
same benefits that are currently being
paid to them, with future indexation for
wage increases, drawn from the provin-
cial social pool. Employees who were
working under the old system and who
reach retirement under the new pension
system will receive the full benefits of
the new system plus an additional tran-
sition benefit, the formula for which
varies by province.

As an example, one province
provides 2% of salary per year of
service up to 20 years, plus 1% of
salary for each additional year up to a
maximum of 35%, for each year of
service prior to 1998. These percentages
are applied to the weighted indexed
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earnings for 1992-1997, and the benefit
is indexed for future wage increases.

In some cases, employees covered
under the prior special industry plans
for 11 industries had somewhat more
generous benefits. In those cases, the
benefit levels (and sometimes also
contribution rates) will be graded from
those higher levels into these new
provincial plan levels over a few years.

Pooling

All provinces are expected to move to
provincial pooling of contributions and
benefits by 1999. The previously sepa-
rate special industry plans have had

including the difficult problem of the
current unfunded liabilities. For several
provinces or municipalities, the mandat-
ed employer contribution rates are not
enough to meet the needs of pensioners.
For the newly covered sectors such as
township and village enterprises. Em-
ployer contribution rates are relatively
high compared to their benefits (due to
the need to fund the liabilities to those
previously covered), which may create
some problems in compliance. The indi-
vidual accounts are largely notional
accounts and the pension system may
face problems when the payments be-
come due on these accounts.

Table 2
Employer
Employer Contribution
Contribution to Individual Individual
to Social Pool Accounts Contributions TOTAL
1998 13% 7% 4% 24%
2000 14% 6% 5% 25%
2002 15% 5% 6% 26%
2004 16% 4% 7% 27%
2006 17% 3% 8% 28%

(Source: China Statistical Yearbook, 1997, in millions)

their separate provincial asset pools
added to the SOE pension funds.
Contributions are paid into these pools,
and benefits paid from them at the local
level. The enterprises have no legal lia-
bility for benefits, beyond paying their
contributions. There are some provi-
sions for transfers to provinces where
current contributions cannot cover bene-
fit obligations.

Issues Still to be Addressed
While the broad framework for pension
reforms has been determined, there are
still a number of issues to address,

The contribution and benefit levels
in general do not reflect rigorous actu-
arial analysis, and much further testing
must be done. The impact of the benefit
scheme and of the transition plans on
various sectors of the society must be
further evaluated.

The system also requires a lot of
details for implemention—new legisla-
tion, regulations and reg