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1. GLOBAL ECONOMIC ENVIRONMENT – IN BRIEF 

After the 2011/2012 winter half-year saw economic growth take a breather, the 
global economy is likely to start picking up speed again as 2012 progresses. Global 
output will show moderate growth of 2.7% this year and 3.3% next year (2011: 2.9%). On 
both sides of the Atlantic, public and private sector consolidation efforts alike will 
continue to weigh on economic activity. Monetary policy in the US, the euro area and 
Japan, however, remains extremely loose and broadly still very favorable financing 
conditions create investment incentives for the private sector. We do not believe that any 
key rate hikes are on the cards for the eurozone any time before 2013, and in the US key 
rates could remain where they are for even longer. The emerging markets will remain a 
key economic growth driver and their significance for global economic development will 
increase further. Emerging market economies are expected to grow by 5.2% this year, 
followed by stronger growth of 5.8% next year. 

The US economy is likely to stabilize in 2012, outperforming last year's growth rate. 
Following real GDP growth of 1.7% in 2011, we see an increase in GDP to the tune of 2.3% 
both this year and next. In the eurozone, the economy is likely to be flat this year. While 
the government consolidation measures constitute a considerable economic headwind, 
moderate global growth, a weaker euro and loose monetary policy will help to spur 
economic activity. We expect that those economies with major consolidation work to do 
will contract. After zero growth this year, we predict real GDP growth of 1.3% for the euro 
area next year. Thanks to robust domestic demand, a stable labor market and 
comparatively little need for public budgetary consolidation, Germany, the currency 
area's largest economy, is expected to significantly outperform the euro zone average in 
terms of economic growth. Following forecast GDP growth of 1% this year, we expect 2013 
to bring growth of 2%. 

Growth rates in main economic regions
GDP, real % change over previous year

Sources: EcoWin, own forecasts.

2007 2008 2009 2010 2011 20121) 20131)

  Industrialized countries 2.5       -0.2       -3.9       2.8       1.3        1.4        1.9        

     European Union 3.2       0.3       -4.3       2.0       1.6        0.3        1.5        

     Euro area 3.0       0.3       -4.3       1.9       1.5        0.0        1.3        

     Germany 3.3       1.1       -5.1       3.7       3.0        1.0        2.0        

     USA 1.9       -0.3       -3.5       3.0       1.7        2.3        2.3        

     Japan 2.2       -1.0       -5.5       4.4       -0.7        2.1        1.8        

  Emerging markets 8.3       5.5       1.4       7.4       6.0        5.2        5.8        

     Asia 10.7       6.9       5.8       9.6       7.4        7.2        7.3        

     Latin America 5.9       4.2       -1.9       6.2       4.1        3.4        4.5        

     Central and Eastern Europe 7.5       4.4       -6.1       3.2       3.9        2.6        3.6        

  World 4.2       1.5       -2.3       4.3       2.9        2.7        3.3        
   1) forecast.

 

Economic growth in Europe will only start to pick up speed in the course of this year if we 
are spared any marked escalation in the sovereign debt crisis. In our base scenario, we 
are still assuming that the debt crisis will ease off as the year progresses. This is subject 
to the following provisos: the swift implementation of the EU/EMU summit decisions, 
progress made on the structural reform front in the highly-indebted member states, 
ongoing consolidation of state finances and clear signs that the ECB's aid measures are 
helping to prevent a credit crunch.  
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We believe that the following additional risks are also overshadowing the global 
economic outlook: 

• A severe oil price spike, triggered, for example, by the interruption of global oil 
supplies as a result of geopolitical tension 

• A resurgence of the bank crisis 

• A hard landing in the emerging markets 

 

2. ASIA: MORE MODERATE AND MORE BALANCED GROWTH 

The Asian emerging markets grew by 7.4% in real terms last year. In 2010, a year that was 
characterized by a strong global rebound from the previous severe recession, economic 
growth had come in at as much as 9.6%. The more subdued performance seen in 2011 is 
attributable to weaker global trade growth, which came in at only 5.6% compared with 
growth bordering on 15% in 2010. There are several reasons behind this development: 
first of all, the slowdown in world trade momentum has to be seen, at least in part, as a 
“return to normal”. Second, however, it also reflects the very subdued economic 
development in the industrialized countries. And last but not least, world trade took a 
significant knock, at least temporarily, as a result of the natural and reactor catastrophe 
in Japan in the spring, and the flooding disaster in Thailand in the fall of last year. In both 
cases, interruptions of international supply chains resulted in severe production losses. 
Large parts of the Thai economy, for example, came to a standstill in the fourth quarter 
of 2011, with real gross domestic product plummeting by almost 11% quarter-on-quarter 
in seasonally adjusted terms. 

Given weaker export momentum coupled with mostly solid import demand, countries 
such as China, India and Thailand actually recorded negative net exports last year. 
According to calculations performed by the Asian Development Bank (ADB), the growth 
contribution from external trade in China’s case was -0.2 percentage points in 2011. In 
India, the negative contribution was as much as 1.8 percentage points. In many 
countries, however, private consumption started to deliver increasing growth impetus. In 
2011, Chinese private consumption contributed more than 3 percentage points to 
economic growth of 9.2%, compared with a contribution of only 2.1 percentage points 
one year earlier, although real GDP growth was higher at 10.4%. 

Budgetary consolidation, particularly in the eurozone, the US and Japan, will continue to 
squeeze growth in these economic areas over the next few years, naturally putting a 
damper on their import demand, too. Since these countries account for around 40% of 
Asian emerging market exports, the subdued growth in the industrialized countries has 
direct implications for Asia's economic prospects. As a result, it comes as little surprise 
that countries like China have been trying to diversify their exports for some time now, 
for example by boosting trade with Latin America and Africa. Nor is it surprising that 
China has now chosen to start adapting its hitherto very export-driven growth model – at 
a time marred by the EMU sovereign debt crisis. The tabled measures are aimed at 
bolstering domestic demand, thus rendering the economy less reliant on global 
economic trends. It is certainly no exaggeration to say that the protracted soft patch in 
the advanced economies over the coming years will act as a catalyst for a long overdue 
economic reform process in Asia.  
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This reform process will obviously take years rather than months. After all, measures 
designed to strengthen the domestic economy – in China, these could include, in 
particular, the expansion of welfare systems, more liberal interest rate policies and 
enhanced private participation in companies and their profits – are generally not the 
sort of measures that can be put in place overnight. There is no doubt that a stronger 
focus on the domestic economy should create a more balanced, sustainable foundation 
for growth in emerging Asia in the long run. Although growth rates would be more 
moderate than they were before the crisis, the region would nonetheless still remain the 
fastest-growing in the world. This new-found "growth quality" would also come hand-in-
hand with permanently lower current account surpluses, and maybe even current 
account deficits, which is, incidentally, a picture that is to be expected in economic 
development terms for countries in the catch-up process.  

Even without structural reforms, Asia's current account surplus has been on a gradual 
downward trajectory over the past few years. By way of comparison: in 2007, the current 
account surplus of all Asian emerging markets amounted to as much as 6.6% of regional 
economic output, according to IMF figures. Last year, the surplus had dropped to only 
1.8% and the IMF's spring forecast points to an even smaller surplus of only 1.2% this year. 
Export momentum was dulled by weak economic growth overall in the industrialized 
countries in the period between 2008 and 2011 (with average real GDP growth of a mere 
0.02% a year). At the same time, imports recorded robust growth, driven primarily by 
more expensive energy imports and brisk consumer demand, especially last year. 

Asian current account surplus shrinking
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As far as the specific growth prospects for Asia this year and next are concerned, we 
expect the average annual growth rate in real GDP to be slightly lower than in 2011, 
coming in at 7.2% and 7.3% respectively. We also expect the Asian emerging markets to 
keep delivering growth on this scale even beyond 2013. This means that, in the future, 
economic momentum would lag well behind the sort of momentum seen before the 
crisis: in the period between 2003 and 2007, the region expanded by an average of just 
under 9% a year. Our forecast is based to a large extent on the assumption that China will 
remain on a lower growth path in the long run (see below). In the course of this year, we 
expect to see a moderate economic upswing in Asia. First of all, we assume that global 
trade will start to pick up at least some speed over the next few months. Second, a return 
to more expansionary economic policy in many of Asia's emerging economies should 
help to stimulate the economy. Waning price pressure has allowed a number of central 
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banks to loosen the monetary policy reins in recent months. In China, signs of a recovery 
in the lending segment are already starting to emerge. 

Growth rates in Emerging Asia
GDP real, % change over previous year

Sources: EcoWin, own forecasts.

2007 2008 2009 2010 2011 20121) 20131)

  China 14.2        9.6        9.2        10.4        9.2        8.5        8.3        

  India 10.1        6.2        5.7        10.3        7.3        7.5        8.0        

  Indonesia 6.3        6.0        4.6        6.2        6.5        6.3        6.5        

  Malaysia 6.5        4.8        -1.6        7.2        5.1        4.5        5.0        

  Singapore 8.9        1.7        -1.0        14.8        4.9        2.7        4.5        

  South Korea 5.1        2.3        0.3        6.3        3.6        3.0        3.5        

  Thailand 5.0        2.5        -2.3        7.8        0.1        6.0        5.0        

  Emerging Asia 10.7        6.9        5.8        9.6        7.4        7.2        7.3        
   1) Forecast.

 

All in all, the global economic environment will remain difficult for the foreseeable 
future. The biggest risk to growth – and not only for Asia – is without a doubt a renewed 
escalation of the sovereign debt crisis in the euro area. Another jump in oil prices would 
also clearly blight the growth outlook. Below, we will take a closer look at the economic 
outlook for a few selected emerging markets in Asia for both this year and next. 

China: Soft landing 

The Chinese economy continued to slow down in the first quarter of 2012. Real GDP was 
8.1% up on the previous year, whereas in the closing quarter of 2011, the year-on-year 
increase had still been 8.9%. In particular, investment activity and external trade 
provided less economic impetus. Residential construction investment was up by "only" 
19% on a year earlier, compared with an average increase in excess of 30% last year. The 
poor global economic development, coupled with the EMU sovereign debt crisis, hit 
China's external trade in the first three months of this year. Exports to the EU were down 
by almost 2% year-on-year on a USD basis. 

Growth in the Chinese economy has been on the wane since the fourth quarter of 2010. 
There is no doubt that this slowdown can also be explained by the difficult overall 
global economic environment, although this is only a contributory, and certainly not the 
sole, factor at play. After all, economic policy has also played a far from insignificant role 
in this development. Two years ago, for example, the Chinese government started to 
make targeted interventions on the real estate market to combat signs of overheating in 
this sector. In this respect, the growth slowdown in the residential construction sector 
described earlier is part of a necessary adjustment process initiated by the country's 
economic policymakers. What is more, the latest official announcements on the further 
need for real estate price corrections suggest that these measures will not be withdrawn 
any time soon.  

The sustained growth slowdown also has to be viewed within the context of the initiated 
changes to China's growth model, which has been very export-focused to date. This was 
also the background to the official announcement made in early 2012 that the country's 
growth target is being taken down a notch from 8% to 7.5%. Although this correction may 
appear insignificant to the outside world, it is yet another signal to China itself, and to 
the provincial governments in particular, that the central government will be aiming for 
more sustainable, balanced growth in the future as opposed to "growth at all costs". And 
it was precisely this "growth at all costs" that was considered the mantra of Chinese 
economic policy up until only recently. This strategy is now to make way for a more 
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development-oriented approach that puts the economic, social and ecological 
sustainability of economic activity in the spotlight. China is looking to achieve stable, but 
nevertheless relatively rapid economic growth, which will also involve strengthening 
private consumption. The share of private consumption in GDP is to increase swiftly. 
Furthermore, household incomes are to grow in tandem with the economy, and wages 
and salaries in sync with productivity. All of these plans are aimed at achieving an 
overriding objective, namely to spur domestic demand and, in doing so, reduce the 
Chinese economy’s reliance on foreign trade. 

China: “Unhealthy” GDP composition
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There is no doubt that Chinese economic policy is facing something of a balancing act, 
namely taking targeted moves to combat signs of overheating in individual sectors of the 
economy in a difficult global economic environment, while at the same time trying to 
push ahead with pressing structural changes without choking the economy in the 
process. We are confident, however, that China will rise to the challenge. In the past, the 
country has repeatedly shown that it is able to achieve this and that it has the necessary 
economic policy tools at its disposal to avert a possible hard landing in good time. 

We expect the Chinese economy to start picking up speed again in the course of the 
current quarter. The easing of monetary policy initiated in December 2011 is now 
starting to bear fruit, with lending picking up since the beginning of the year. The next 
few months are likely to see a further lowering of minimum reserve ratios – whose 
management is the most effective tool of Chinese monetary policymakers. The marked 
decline in inflationary pressure since the middle of 2011 has created the necessary 
leeway. The expected slight revival in global trade should also help to fuel somewhat 
more dynamic development on the Chinese economy over the next few quarters. All in 
all, we expect to see real economic growth of 8.5 % this year and 8.3 % next year. 
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China: Lending picking up again
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Given the aforementioned challenges facing both the Chinese economy and the 
country's policymakers, any appreciation of the renminbi against the US dollar this year 
should remain fairly limited. Having risen more than 5% against the US dollar in the 
course of last year, the Chinese currency is expected to see a rise of no more than 1-2% 
this year. 

South Korea: High debt servicing costs could hold back growth 

The South Korean economy gradually lost momentum in the course of last year. Average 
real GDP growth for 2011 stood at 3.6%, compared with an increase of as much as 6.3% a 
year earlier. The growth slowdown was triggered decisively by the sharp downturn in 
fixed capital investment in the second half of the year – doubtless also helped along by a 
cloudier global economic environment. In the fourth quarter of 2011, all the main GDP 
expenditure components were down on the previous quarter. 

South Korea: Modest pickup at start of year
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Although the South Korean economy got off to a livelier start this year, with real GDP 
climbing by 0.9% quarter-on-quarter in seasonally adjusted terms, we expect to see only 
subdued economic development for 2012 as a whole. This year's growth prospects are 
marred by the South Korean economy's heavy reliance on the export sector – in 2011, 
goods and services exports accounted for more than 56% of GDP. Exports, particularly 
those headed for the industrialized countries, are likely to show only a moderate 
increase. At the same time, we do not predict any real recovery in investment activity 
until later on in the year, when the global economic prospects start to perk up. By 
contrast, private consumption is expected to provide stronger growth impetus in 2012, 
benefiting from greater purchasing power of private households thanks to the 
considerable reduction in inflationary pressure. On the other hand, more vibrant 
consumer demand will increase the demand for imports. Indeed, we expect net exports 
in 2012 to be well below last year’s level. All in all, we expect the South Korean economy 
to grow by around 3% in real terms this year and 3.5% next year.  

South Korea: Inflationary pressure easing
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South Korea is another country grappling with a debt problem. Unlike in many 
industrialized nations, however, the problem lies not in the country's government debt, 
but rather in the hefty debt clocked up by private households. In the period between 2002 
and 2011, this debt doubled to 913 trillion won, which corresponds to around 87.5% of 
South Korea's GDP last year. More than 90% of the overall debt is attributable to bank 
loans, which primarily relate to real estate loans. An ever-growing chunk of private 
household disposable income is tied up in servicing this growing debt. In 2010, 
households were spending 11.4% of their disposable income on loan repayments, a figure 
that had already risen to 12.9% only one year later. The growing debt burden threatens to 
hit private consumption, and, as a result, the future growth potential of the South Korean 
economy, in the medium to long term. 

Unlike the risks hanging over the growth outlook, we believe that the risks facing the 
financial sector due to the high private household debt levels are fairly limited. This is 
due in particular to the regulatory measures taken by the government a year or so ago. 
These include, among others, the reintroduction of upper debt thresholds for real estate 
loans, increased capital requirements for banks, more stringent credit assessment 
regulations and measures to contain the lending capabilities of banks. The country's 
banks, for example, only have until the end of June 2012 to raise their credit-deposit ratio  
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to 100%. Originally, the plan was that financial institutions would have until the end of 
2013 to meet this requirement.  

Indonesia: Robust economy 

The largest economy in South-East Asia reported GDP growth of 6.5% last year, the 
highest growth seen since the Asian crisis of 1997/1998. The stability of the country's 
economic development is particularly striking within this context. Unlike most other 
countries in the region, Indonesia did not witness any growth slowdown last year. Private 
consumption increased by almost 5% in 2011, driven by rising incomes and employment 
levels. The trend in investment, which rose by just shy of 9%, was also encouraging. The 
marked upward shift in momentum as against previous years was due primarily to 
private construction and equipment investment. The country's investment ratio, i.e. 
investment as a proportion of nominal GDP, rose to 32% in 2011, compared to only 26% 
five years earlier. This development is testimony, not least, to the political stability that 
has been achieved over the past decade, making the country far more attractive for 
foreign direct investment. 

Indonesia: High FDI inflows
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In general, the overall conditions for sustained dynamic development in 2012 are looking 
good. The strong growth in private consumption is expected to continue, with consumer 
sentiment still looking very positive despite the recent drop. Investment activity in the 
private sector is also expected to remain brisk, with various corporate surveys suggesting 
a sustained willingness to invest. After several years characterized by strong economic 
growth, it is evident that there is a need not only for replacement investments, but 
increasingly also for expansion investments. The Indonesian economy has, after all, been 
growing at an average rate of 5.9% a year over the past five years. The only Asian emerging 
markets to have topped this growth rate during the same period are China and India. 
Altogether, we expect to see GDP growth of 6.3% this year, with a slightly higher growth 
rate of 6.5% on the cards for 2013 – not least thanks to a return to somewhat brisker 
exports. 

Inflationary pressure in Indonesia has eased markedly since the start of last year. 
Whereas consumer prices in January 2011 were still up by 7% on a year earlier, the 
inflation rate at the end of the year was only 3.8%. In the first few months of 2012, 
inflation started to accelerate again slightly. Driven by higher price increases for 
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foodstuffs, consumer prices were up by 4.5% year-on-year in April. The inflationary 
pressure could continue to mount in the months ahead. After plans for a 33% increase in 
state-administered fuel prices in April failed in parliament, Indonesian policymakers 
passed a follow-up law allowing the government to raise fuel prices if the global crude oil 
price, based on the "Indonesia Crude Price", rises to more than USD 120.75 a barrel based 
on a 6-month moving average. This criterion could be met as early as June 2012, with fuel 
prices then expected to rise by up to 33%. Given the above, together with the positive 
economic development, further key rate cuts to below the current level of 5.75% would 
appear fairly unlikely. 

Thailand: Reconstruction driving growth 

In the second half of 2011, Thailand was hit by the most severe floods in more than 50 
years. The natural catastrophe hit the center and north of the country in particular, and 
large parts of Thailand's industrial and agricultural sectors were seriously affected for 
several months. In October and November, industrial production plummeted by a 
seasonally-adjusted 46% in total compared with the September level. The drop in 
economic output in the fourth quarter of 2011 also took on unparalleled dimensions, 
falling by 10.8% in a quarter-on-quarter comparison. Looking at the year on average, this 
meant that Thailand only achieved minimal growth of 0.1%, compared with economic 
growth of almost 8% a year earlier. 

Thailand: Unparalleled slump in wake of natural catastrophe
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The reconstruction work under way in the flooded areas, together with government 
stimulus measures, will allow the country to achieve very strong economic growth this 
year. The sharp rebound seen in the first quarter of 2012 is a clear pointer in this 
direction. Private consumption should benefit, in particular, from higher public-sector 
salaries and the 40% increase in the minimum wage, which came into force at the 
beginning of April. Government tax incentives, e.g. for first-time home buyers and for 
Thais looking to buy a car, should also help stimulate private consumption. These 
measures are evidently already starting to make themselves felt. Consumer sentiment 
has improved considerably again in recent months after reaching an 11-year low in 
November 2011. The extensive reconstruction measures will certainly also fuel very 
dynamic development in investment activity in the course of this year. Government 
investment incentives will also help to invigorate corporate investment. The Thai central 
bank has launched a loans program that allows small and medium-sized companies 
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that were hit by the flooding, in particular, to benefit from low-interest loans. This 
program is worth USD 10bn. Companies that choose to invest in new production 
facilities will also benefit from tax breaks. Instead of paying the regular corporation tax 
rate of 30%, they will only have to pay 23% this year and 20% in 2013. Public investment in 
2012 will, of course, be directed mainly at restoring damaged infrastructure. But 
investment activity in the public sector is expected to remain brisk over the next few 
years as well. The Thai government is authorized to spend the equivalent of USD 11.5bn  
– no less than 3.3% of its GDP – on financing projects, which will run for several years, to 
strengthen flood protection facilities and to improve water management. All in all, we 
expect to see real GDP growth of 6% this year and 5% next year.  

Thailand: Public sector debt still manageable
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The increased pressure put on the Thai budget due to the floods, coupled with the 
measures to boost the economy that were passed before the natural catastrophe, such as 
the increase in minimum wages referred to earlier, will push the central government's 
budget deficit up considerably. We expect to see a deficit of 5.5% of GDP this year, 
compared with 2.3% last year. In subsequent years, we then expect the Thai deficit to 
come in at around 4% a year. Although new government borrowing will remain 
substantial for the foreseeable future, we believe that this public-sector debt burden is 
manageable. In 2012, the debt burden is expected to climb by almost three percentage 
points, touching 44.5% of GDP. This would still leave it far removed from its all-time high 
of 2000, when it brushed the 58% mark. One key difference to the situation back then is 
the financing structure of government debt: in 2000, almost 31% of debt was attributable 
to liabilities denominated in foreign currencies. Last year, the corresponding figure came 
in at below 8%. This means that Thailand is far less dependent on the international 
capital markets than it was back in 2000. 

 

3. INSURANCE MARKETS 

If we cast our eyes over the Asian insurance markets in 2011, the view is dominated by 
the natural catastrophes in Japan and Thailand. The earthquake and resulting tsunami 
in Japan, coupled with the catastrophic floods in Thailand, inflicted total economic 
damage to the tune of some EUR 195bn, meaning that two thirds of all economic losses 
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triggered by natural catastrophes last year originated in Asia. But only around 20% of the 
economic losses reported in Japan, totaling more than EUR 160bn, was insured, with 
Thailand faring only slightly better with 25% of the damage covered by insurance. 
Nevertheless, 2011 went down in history as the most expensive claims year of all time to 
date: insured damage reached a record total of EUR 81bn, almost EUR 30bn of which was 
attributable to Japan and around EUR 8bn to Thailand1. 

Whereas the Thai insurance market was relatively unfazed by the flood disaster and 
gained a good 13%, as in the previous year, premium growth in Japan tailed off 
somewhat: in a year-on-year comparison, gross written premiums in the life and non-life 
insurance business increased by only 1.1%2. All in all, the economic slowdown sparked by 
more sluggish global trade also left its mark on insurance demand in Asia: following the 
marked recovery seen in 2010 with growth of 20.5%, preliminary figures suggest that 
premium income in Asia's emerging markets grew by only 3.2% last year, due in 
particular to developments in China.  

In the medium to long term, however, the insurance markets in Asia's up-and-coming 
economies, like their Latin American counterparts, are likely to remain growth markets, 
not least given the considerable pent-up demand in terms of insurance cover. We expect 
the region to chalk up average nominal growth of around 10% a year over the next few 
years. 
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Emerging markets remain premium growth hubs

Market size and premium growth
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Sources: Axco, Datastream, national statistical offices, insurance associations and financial supervisory authorities, Allianz SE Group 
Econcomic Research and Corporate Development.  

 

3.1 LIFE INSURANCE MARKETS 

The life insurance markets in the countries covered in our analysis are likely to benefit 
primarily from the emergence of a middle class and, last but not least, from the ageing of 
societies.  

 
                                            
1 Cf. Munich Re (2012): Natural catastrophe balance for 2011. 
2 Figures relate to the calendar year and do not include gross written health insurance premiums. 
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Further life expectancy is set to climb further  

One key measure of a society's prosperity is the average life expectancy. In a global 
comparison, it is in Asia that average life expectancy has increased the most over the 
past few decades, from only 45.2 in 1960 to the current life expectancy of 70. This trend is 
due not only to lower infant mortality rates, but also to an increase in the further life 
expectancy.  

At present, the average further life expectancy of a 60 year-old man in Asia is 17.9 years. 
In South Korea, which ranks among Asia's wealthiest nations in terms of per capita GDP – 
after Singapore, Japan and Hong Kong –  the figure is much higher at 21.0 years and is 
tipped to increase further to 22.7 over the next 20 years. The most substantial increase 
out of the group of countries analyzed here is likely to be seen in Indonesia, where the UN 
expects further life expectancy to climb from 17.0 to 19.7 years. During the same period, 
the figure is expected to increase from 18.0 to 19.9 in China and from 19.4 to 20.3 in 
Thailand.  

The further life expectancy of women is a few years higher than of men, with the Asian 
average coming in at 20.7 years. Today's average 60 year-old South Korean woman can 
expect to celebrate her 86th birthday; over the next 20 years, the remaining life 
expectancy is forecast to increase to 27.8. A similar trend is said to be on the cards for 
Indonesia, the country with the lowest further life expectancy in our analysis group, as 
well as for China and Thailand. In Indonesia, it is expected to rise from 19.2 to 22.4 years 
during this period, in China from 20.8 to 22.9 years and in Thailand from 22.4 to 24.2 
years3.  

Source: UN Population Division, World Population Prospects, 2010 Revision, 
Allianz SE Group Econcomic Research and Corporate Development

Increasing life expectancy triggers need for private 
provision
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Assuming a retirement age of 60, this means that the number of pensioners will increase 
considerably in the coming 20 years: at the moment, just under 430 million people are 
aged 60 or over; according to UN calculations this figure will have almost doubled by 
2031, bringing it up to 853 million. This makes the issue of retirement financing for this 
growing number of older citizens an increasingly pressing one. 

                                            
3 Cf. UN Population Division (2011). 
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Doubling of the old age dependency ratio 

Since Asia has not escaped the fate of falling birth rates over the past few decades either, 
the old age dependency ratios will also rise considerably; in China, South Korea and 
Thailand, they are set to more than double. In today's China, there are 18.8 people aged 
60 or over for every 100 people of working age (between 15 and 59). In 20 years' time, the 
same ratio will be 41.2 to 100. Thailand will also see its old age dependency ratio rise 
from 20.0% to 41.3%. The society that will be hit hardest by the ageing trend is South 
Korea: the country already has one of the highest old age dependency ratios in Asia at 
23.9%; current forecasts suggest that it will have climbed to 58.3% by 2031.  
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Demographic change is putting increasing pressure on governments to beef up their 
social security systems and also do more to promote funded elements at the same time. 
The objective must, after all, be to prevent a situation in which a large part of the older 
population is hit by old age poverty in the not too distant future, a situation that could 
ultimately pose a threat to social stability.  

Need to catch up as far as private provision is concerned 

If we look at the level of gross written premiums compared with GDP as an indicator of 
the prevalence of life insurance and private provision, we can see that the situation in 
Asia varies markedly from country to country: while the insurance penetration rate in 
Taiwan has already reached almost 14% of GDP, the same figure in China is a lowly 2%, 
give or take.  
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Assuming that life insurance products will be used increasingly in the future as a way of 
accumulating assets (for retirement provision), we expect to see average premium 
growth of 9.4% for Asia's emerging markets.  

Life insurance markets remain growth markets
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China 

With total premium income of around EUR 106bn, China is Asia's second-largest life 
insurance market after Japan. A glance at per capita premium spending, however, puts 
things into perspective: the insurance density in 2011 came in at no more than the 
equivalent of EUR 79.  

Last year, life insurance companies watched their premium income slip considerably, 
namely by 10.2%, for the first time in years. They got off to a rocky start in 2012 as well. 
According to data supplied by the supervisory authority, life insurance premiums in the 
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first three months of this year were down by 0.2% in a year-on-year comparison. The 
sector is still battling with the decline in sales via banks and with the marked increase in 
commission in this distribution channel. In the short term, this situation is likely to be 
exacerbated by the fact that the supervisory authority has announced plans to introduce 
more stringent product design and pricing requirements in an attempt to enhance 
consumer protection. Ultimately, however, this move should help to instill more 
consumer confidence in life insurance products.  

In the medium to long term, the Chinese life insurance market should benefit from an 
ageing population, the deficits in the social security system and the rising need for 
provision fuelled by a burgeoning middle class. Surveys show that there is a growing 
awareness of the need for private old age provision, particularly among younger 
members of the population. Frequent reports about deficits of the public pension funds 
should add to this sentiment. Further positive impetus for the life insurance segment is 
also likely to come from plans for tax incentives for private retirement provision. The 
introduction of deferred taxation pension products has been a topic of debate for some 
time now. This year will see an initial pilot phase launched in Shanghai. Given the factors 
described above, we expect the Chinese life insurance market to grow by an average of 
around 10% annually over the next ten years.  

Indonesia 

With total premium income of EUR 7.4bn, the Indonesian life insurance market ranks 
among the 10 largest insurance markets in Asia. Nevertheless, last year saw a mere EUR 
30 per capita spent on life insurance products. In terms of GDP, total premium income 
amounted to 1.2%. 

2011 saw gross written premiums climb by 24%. Indonesia's growing middle class, 
coupled with the fact that the country's social security system is still in its infancy means, 
in our view, that the demand for private provision will remain strong. According to a 
recent OECD study, for example, only 16% of all employees are covered by the national 
pension system4. Consequently, Indonesia can expect to have one of the fastest-growing 
life insurance markets in the region over the next few years. Over a 10-year period, we 
predict average nominal growth of a good 17% per year. 

South Korea 

South Korea is the third-largest life insurance market in Asia, behind Japan and China. 
Premium income last year totaled the equivalent of EUR 58bn, meaning that Koreans 
spent an average of EUR 1,200 per capita on life insurance.5 With a market penetration 
rate of 6.9%, South Korea is a mature insurance market. 

Nevertheless, the demand for life insurance is expected to remain stable due to the 
country's rapidly ageing society and social security reforms. Barely 50% of the working 
population are covered by the state pension system, compared with just under 88% in 
Germany6. What is more, the net pension level for average earners has been slashed to 
47.5% of their income7, with further reductions already in the pipeline. This has 
prompted the government to try to boost private retirement provision by increasing tax 
incentives. As a result, we believe that the Korean life insurance market is well placed to 
continue to grow by an average of around 6% a year.  
                                            
4 Cf. OECD (2012): Pensions at a Glance. Asia/Pacific 2011, p. 43. 
5 Cf. Axco, preliminary data for Q3, own forecast. 
6 Cf. OECD (2012): Pensions at a Glance. Asia/Pacific 2011, p. 43. 
7 Cf. OECD (2012): Pensions at a Glance. Asia/Pacific 2011, p. 33. 
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Thailand 

Provisional figures put growth on the Thai life insurance market at 12.7% last year8. This 
brought total premium income up to the equivalent of EUR 8bn, i.e. the average Thai 
citizen spent EUR 115 on life insurance.  

Given that Thailand's insurance penetration rate is relatively low in an Asian 
comparison, at 3.1%, we believe that the country offers considerable growth potential. 
The growing middle class, state pension system deficits and an ageing population will 
also help to drive this trend. At present, only one quarter of the working population is 
covered by the obligatory pension system9, meaning that a large section of the 
population is forced to take out private cover. Additional demand could come from the 
last pension reform, in the course of which it was decided to lift the retirement age to 60 
to reflect rising life expectancy. With the number of people of working age (15 to 59) 
expected to start to decline from around 2020, however, a further increase of the 
retirement age is already being discussed. This means that anyone wanting to retire 
earlier will need to ensure that they have the retirement provision to enable them to do 
so. The government has also announced that it wants to promote insurance awareness 
among larger parts of the population by launching information campaigns. 
Consequently, we expect the Thai life insurance market to continue reporting growth in 
the low double digits over the next few years.  

3.2 NON-LIFE INSURANCE MARKETS 

Main drivers of the future development of the non-life insurance markets10 are GDP 
growth as well as the emergence and broadening of a middle class, demanding 
insurance coverage. A comparison of today’s insurance penetration in Asia finds huge 
differences between the single countries: Whereas premium income amounts to 4.6% of 
GDP in South Korea, the respective figure in Thailand is only 1.3%, in China 1.0% and in 
Indonesia it reaches a mere 0.4% of GDP11.  
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8 Cf. Axco, preliminary data for Q3, own forecast. 
9 Cf. OECD (2012): Pensions at a Glance. Asia/Pacific 2011, p. 43. 
10 Without health isurance. 
11 Preliminary figures for 2011.  
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Therefore, emerging markets in Asia still offer a high growth potential for non-life 
insurance. We expect the region to grow by an average 12.3% annually over the next ten 
years12.  
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China 

While the life insurers had to cope with the first decline in premium income for years, 
non-life insurance premiums soared by just under 20% in 2011. With premium income 
amounting to converted EUR 58bn, China is the second largest non-life insurance market 
in Asia after Japan. However, the average Chinese spent only around EUR 42 on non-life 
insurance coverage, making China rank somewhere in the midfield regarding insurance 
density. 

By far the biggest business line was motor insurance, accounting for more than 70% of 
total premium income. Therefore, granting foreign insurance companies access to this 
market is a very important step, not least as motor insurance has a kind of door-opening 
function for cross selling further insurance products. Furthermore, the Chinese regulator 
has started to cautiously liberalize the motor insurance market by allowing some 
selected insurance companies to set tariffs and conditions autonomously. This will spur 
innovation and competition in the motor insurance market, probably resulting in lower 
premium growth rates in this segment. However, the developing middle class and the 
ongoing diversification and growth of the economy should spur the demand for a 
broader range of insurance products, like for example liability insurance. Against this 
background, we expect the Chinese non-life insurance market to grow by around 15% 
annually over the next ten years, implying a slight slowdown of growth compared to the 
last decade. 

                                            
12 Excluding Japan.  
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Indonesia 

Total non-life premiums are estimated to have grown to converted EUR 2bn in 2011. 
Insurance spending per capita reached around EUR 913.  

In recent years motor insurance has been the driver of growth. In Indonesia it is now also 
the largest insurance business line; however, its share in premium income is only 35%14; 
the second most important line was fire insurance with just under 31%. In view of the 
growing middle class and increasing demand for industrial insurance we expect to see 
average annual growth in the lower double-digit range over the coming decade. 

South Korea 

According to preliminary figures the South Korean non-life insurance market grew by 
around 15% in 2011.15 Hence, premium income should have reached just under 
converted EUR 40bn, implying an insurance spending of around EUR 800 per capita.  

The market is characterized by an even in the international context already quite high 
insurance penetration and high competition influencing prices and resulting in low 
profitability. Therefore, we expect the Korean non-life market to lose part of its dynamic 
compared to the first decade. Nevertheless, the expected growth rate of an average 9% 
annually over the next ten years should still be markedly higher than that of many 
mature European non-life markets.  

Thailand 

According to preliminary figures, Thailand’s non-life insurance market grew by 15% in 
2011, with premium income amounting to a converted EUR 3.4bn. This implies that every 
Thai spent on average EUR 49 on insurance coverage.   

Last year’s flooding should have increased insurance awareness, at least, as many private 
households and SMEs hit by the floods did not have sufficient insurance coverage. In 
order to ensure that after the natural catastrophes last year payable insurance coverage 
against natural disasters is offered, the government decided to set up a EUR 1.2bn 
Catastrophe Insurance Fund together with private insurance and re-insurance 
companies. Experts expect a boost for insurance protection against natural disasters 
from this move – at least in the short run. In the long run, the non-life insurance market 
will be driven by demand of an increasing middle class and a growing industry. We 
therefore expect to see average growth in the lower double-digit range over the coming 
ten years.   

 

 

 

 
 
 

                                            
13 Estimated. Confirmed 2011 data was not available at the time of writing this working paper. 
14 See. Axco. Figures are for 2010. 
15 Cf. Axco, preliminary data for Q3, own forecast. Includig long-term business. 
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These assessments are, as always, subject to the disclaimer provided below. 

ABOUT ALLIANZ 
Together with its customers and sales partners, Allianz is one of the strongest financial communities. Around 78 
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sustainable corporate governance at Allianz SE. 
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