in risks and sharing damages

and losses with customers. Its
services have abstract and concrete
characteristics and practical inter-
ests when provisions of the insur-
ance policy are implemented on time
and effectively. The success of insur-

Insurance is a business trading

POTENTIALS AND CH

booming with diverse forms. There
are so far over 40 local and foreign
companies and rep offices trading in
insurance in Vietnam market (espe-
cially since 1995 — a year after the

Covernment issued Decree 100 CP

dated December 18, 1993 on insur-

ance business).

Table 1: Market share of non-life insurance in 2002

Company Sales (VND bil.) Market share (%) |Form of business
A GROUP1 | :
T3 Bio Viel 1.240.00 4039  SOE
2 | Bdo Minh 862.05 28.08 SOE
' B GROUP2
T Timadl T T T T s6s| Jointstock
T2 PVins| 445.15 12.50]  Joint venture
NE Biao Long 3346 1.09 Joint venture
-“4—_- T VIA T e 1.41| Foreign company
:‘{“‘"”‘WM' g0l T 200[  Joint venture]
7 l& PTI 113.60 370, Jointstock
1 1.7 1 Allianz 80.43 2.62| Foreign company
g BIDV-QBE| 1717 056 Joint venture
5 | 11*(m1 3,070.00 100.00

Figure 1: Market share of non-life insurance in 2002 (%)

4329 6140

ance firms is also-the security of cus-
tomers’ and the society. :
Moreover, this business has cre-
ated 170,000 jobs for Vietnamese
workers. For customers, to pay pre-
mium is to buy assurance and share
risks with the community. Insurance
also helps balance income distribu-
tion. social interests and stability..
Over the past years, the insur-
ance market in Vietnam has been

I. THE INSURANCE MARKET IN

002
In 2002, the Vietnam’s GDP con-
tinued to grow 7.04%, development
investment capital up 12.4%, export
value up 10%, import value up 19.4%,

and foreign investment up over 34%.

in the number of projects but down in
registered capital. The insurance
market also saw a robust growth

ALLENGES

by MEcon. NGUYEN TAN VANG

with total sales reaching VND7.685
billion, up 55% over 2001 and ac-
counting for 1.4% of GDE, including
VND3,070 billion in non-life insur-
ance, up 42% and VND4,615 billion
in life insurance, up 66% over 2001.

1. Non-life insurance

Figure 1 shows that the compa-
nies in Group 1 (SOEs - SOEs) take a
large share of 68.47% with sales of

"VND2,102.05 billion, the rest be-

longs to firms in Group 2 (joint stock,
joint venture, foreign investment)
with VND967.95 billion accounting
for 31.53%. .

Nevertheless, if we make a sys-
tematical analysis of Vietnam’s non-
life insurance from 1995 until now,
the 31.53% share of Group 2 is really
an alarm to insurance firms in Group
1 about its increasing competitive-
ness (a growth of 30% within only 7
years!). This is just a challenge to
state-owned insurance firms, espe-
cially in the globalization trend as at
present.

The above figure indicates the
non-life insurance market share of
Group 1 steadily dropped from
98.47% in 1995 to 68.47% in 2002
(down 30%). In the meantime, the
market share of Group 2 rose con-
tinuously from 1.53% in 1995 to a
surprising rate of 31.53% (up 30%). If
the market continues to follow this
trend, the market share of Group 1
will lose additional 30% and Group 2
gains 30% more, a failure even on the
home ground!

2. Life insurance

We see there is only one state-
owned insurance firm (Bdo Viét) in-
volved in this business, with a sig-
nificant share of 46.47%. However,
in comparative relation, Group 2 still
dominates the market with the pres-
ence of the world’s leading life insur-
ance corporations with a better
share of 53.53%.

According to experience from de-
veloping countries, sales of life insur-
ance are usually much higher than
that of non-life insurance (even three
times), especially for populous coun-
tries like China, India, Russia, Indo-
nesia..As such, it is really a waste of
market potentials that only one -
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Table 2: The non-life insurasce
market share trom 1995 to 2002_

Group 1 market Group2 |

! Year |

share markel share
! " Bdo Viét | BaoMinh | Other firms
§1995 83,07 : 1540 1.53
E1996 l 66.30-'| 22.50 | 11_20{
11997 6350 2115 - 1540 |
L|1993 4880 2400 i. 27.30 |
1999 4908 24.50 2642
2000 5150 2460 23.90
2001 | 4g80 2590 27.30
&?2002 | 40,39'5' 23.03,} 31.53 :

Source: Bao Minh Insurance Company

state-owned firm engaged in this
business.

- Before such a fat market, compa-
nies in Group 2 (joint stock, foreign
investment, and joint venture) in-
creased their working capital in
2002, Prudential, for example, raised
its prescribed capital to US$61 mil-
lion, AIA to US$25 million, Bao
Minh CMG and Manulife to US$10
million.

Table 3: Market share of life
insurance in 2002

Sales Market |

| Company
: (VND bil.)  share (%) i
'Béo Viet 2,144 59 46.47
; iPrudentiai 1,612.48 3494 |
Wonaiie™ " ssoin”  dise ]
AA T 0a0 4.40
Bao Minh-CMG 104,75 227 |
otal ' :

4,615.00 100.00 |

Source: VINARE

zerland 12.71%, Japan 11.07% and
Bahamas Islands 10.17%. :
This is really a potential market
with fully feasible sales for a devel-
oping economy like Vietnam, espe-
cially in the current economic
globalization that Vietnam com-
pletes its commitments to AFTA by
2005 and joins WTO by 2010. In this
trend, Vietnam will open its markets
to foreign goods and services and
play a fair game with its partners.
Therefore, insurance business is not
an exception. Foreign giants will in-
vest more in Vietnam and SOEs will
be not given more incentives and
monopoly as at present.

Figure 2: The non-life insurance market share from 1995 to 2002

1995 1996 1997

$
@.
e e
N ¢{_,
I8

Ha...

1998 1989 2000 2001

2002

* Bao Viet & Bao Minh B Group2 -

Il. POTENTIALS OF VIETNAM’S IN-

SURANCE MARKET

~ According to Table 3, GDP rose
7.04% in 2001 over 2001 and expect-
edly rises 8% in 2005 or attains
VND687,018 billion. Suppose the in-
surance sales represent 2% of GDP in
2005 (1.04% of GDP in 2002), they
will amount to VND13,740 billion —
1.8 times as compared to that in
2002. South Africa tops the world list
with its insurance sales representing
14,18% of GDP, following are Swit-
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Given the trend of growth, it is
‘easily to visualize market shares of
‘Group 1 and Group 2 by 2010 as fol-
lows: . =

- Group 2: its market share in
non-life insurance will
68.47%, up 30% but sees no change
in life insurance or stays at 53.53%.
Its general share is thus 61% on av-
erage. ¥

- Group 1: its market share in
non-life insurance will lose 30% and
remain 31.53%. Its share in life in-

become |

. Surance stays at 46.47% and its gen-

eral share is 39% on average.

As such, total insurance sales will
be divided as follows by 2010:

- Group 1: 39% or VND5,358.60
billion.

- Group 2: 61% or VNDS8,381.40
billion.

- The difference between the sales
of two groups is VND3,022.8 hillion
(equivalent to total investment capi-
tal of Péng,Nai Province in 2002). As
a result, alpart of Vietnamese GDP
(0.44%) belongs to joint venture com-
panies and foreign investors while
the enterprises in Group 1 enjoyed
the market advantages "in the first
stage. It is just a regrettable loss if
this forecast comes Lrue in the next 7
years.

lll. MEASURES TO OVERCOME

AND DEVELOP

These above facts and figures
prove that our insurance market is
truly potential, abundant and bus-
tling. However, the problem is how
the market will be shared between
SOEs and the rest (joint stock, joint
venture and foreign enterprises). To
avoid the market contraction or loss
even in the home ground, state insur-

.ance firms have to operate actively

and effectively, implement detailed
measures and surpass current stag-
nation before too late. The following
are some proposed measures:

1. Products

- The enterprises should concen-
trate their efforts on designing and
launching new products to meet the
market demand. Foreign firms do
this very well. They devise policies to
award and encourage employees to
study and apply foreign insurance
products to Vietnam conditions.
These workers will be given valuable
rewards based on the success of new
products.

- New products marketed by these
enterprises must depend on real or
potential needs in each locality. This
will avoid Dead Sea apple and waste
of time and budget.

- The enterprise has to establish a
network w develop new products,
plan the schedule of implementation,
supervise and analyze problems aris
ing in the process of implementation,
at the same time take measures to
overcome troubles on time.

2. Marketing i

The SOEs have not yet paid full
attention to this extremely impor-
tant task for a long time. This is just
a period that foreign insurance firms
rushed into Vietnam market with di-



.

verse marketing methods, especially
in life insurance. To develop their
trade name and expand market
share in the time to come, SOEs are
required to focus their efforts on mar-
keting. It is really a challenge to
state businesses due to their clumsy

Table 4:Forecast on Vietnam’s insurance market based

Therefore, they have to make out-
right reforms from research, design
of marketing strategies to human re-
gource training in accordance with
requirements of the market economy.

' 3. Trade name

This is the largest advantage of
state enterprises although their mar-
ket share is going down. Their trade
names are well-known as Bao Viét,
Bdo Minh because these two enter-
prises have been granted monopoly
for a long time. Nevertheless, their
sales in those years were nol high,
partly because their products were
not abundant and the people’s aware-
ness of insurance remained re-
stricted (their products were mainly
insurance against damages. of im-
ports and exports, river ships, fire..).!
At -present, besides some big cities
like HCMC, Ha N¢i, Cdn Tho, Hai
Phéng, most of the remaining prov-
inges are still greatly affected by
these two trade names.

"As a resull, these enterprises
must strengthen their trade names
and uphold their existing markel

- Bao Viet
* i Prudential
 Marudife
wAA
 @BaoMrh-QVIG |

shares and step by step recover what
was lost. YN

4. Service quality

The success of a service always
depends on accurate measurement of
possible risks in ‘the future. There-
fore, it is ex-

: tremely
on GDP growth _ important
i- Year . Estimated . GDP fSales.’GDF‘Z Total Sales i Note .| that ofﬁmal?:
: | growth rate | (VND bil) (%) (VND bil.) - a}l;l;}lmanagtegs
! . - | | skills must be
2001 512826 0.967 495800  realized | promoted, es-
12002 704% 548929,  140| 7.68500 . realized | Pecially .in
' I LI PS8 Il i sl state enter-
:2003 7‘50%1590.100 - 1.60| 9,441.60 est. | prises: Offi-
r i -t ' -_— -_ - --.- > - - l - o e " - : iy 3 FIlEE 3= i ) cia]s Shou]d
I2004 | 780% 1636,128 | 180 1145030 . est | have wide
12005 | 8.00% (687,018  2.00 13,740.00 | est. | knowledge
| s : i : N -1 and really un-
organization and - bureaucracy. derstand

Iproblems'ralated to insurance prod-

‘ucts they are undertaking because
these products have direct effects on
business performance of insurance
policies. If provisions in the policy
are not transparent and service qual-
ity is poor, the risks will be very
high.

At present, many businesses are
pursuing profits and find every way
to gain shares. This leads to un-
healthy competition by lowering pre:
mium ratio and expanding conditions
of risks in policies (lower cost, more
liabilities). In fact, the state insur-
ance firms' compensation ratio has
been rather high (some 30%) over
the past years.

Life insurance companies should
stop using teachers as agents or em-
ploy untrained agents carelessly.

5. Customer service

Insurance firms should help cus-
tomers reduce risks when they have
bought insurance, for example, guide
them how to preserve and operate
equipment and give them assistance
tools to prevent fire and natural ca-
lamity. This is just sale promotion or

after-sale service. They should rec-
ommend customers to respect and
implement regulations on safety im
production and business, especially
for terms agreed in the policy. If
these things are well done, the enter-
prise will reduce more risks to be

‘compensated, moreover, it also gains

confidence, assurance and faithful-
ness from customers. .
In addition, insurance firms
should advertise its activities and
policies widely on papers, radio, tele-
vision as well as organize programs
of updating knowledge about insur-
ance in schools and large state agen-
cies with a view to improving
customers’ awareness about the im-
portance and benefits of insurance.

6. Compensation
The enterprises must create fa-

‘vorable conditions for customers to

receive compensation as soon as pos-
sible in accordance with terms
agreed in their policy. In fact, many
customers have not yet understood
fully terminology in the policy when
they buy insurance. Regrettably,
some bad officials take advantage of
this shortcoming in order to ask for
bribery. :

7. Utilization of capital

State insurance firms’ financial
investment is quite simple. Their
capital earned  from premium: is
mainly used to give loans to banks or
invest in long-term government
bonds. They do not boldly invest in
other sectors including the securities
market, shares of joint venture com-
panies, construction of infrastruc-
tures and real estate trading. These
forms of investment require them to
have special knowledge and trans-
parent and trustworthy information
about-investment project evaluation,
time of refundment, redemption ra-
tio, profit ratio, cash flow..

In short, the global economy
poses many advantages and chal-

.lenges to Vietnamese enterprises in

general and insurance firms in par-
ticular. In a new business environ-
ment where there is only fair
competition and no discrimination

between economic sectors, all forms -
.of protectionism and monopoly find

no reason to exist.

Just because of this, state insur-
ance firms are required to make
great efforts to overcome their inade-
quacies, expand market shares, and
strengthen trade name to survive in
the harsh competition in the time to
come.®
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