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Challenges and Opportunities for New Growth (II):
Assessment of the Southeast Asian Insurance Markets and
its Implications

The Korea Insurance Research Institute presents the CEO Brief and CEO Report series,
“Challenges and Opportunities for New Growth”, to explore new growth engines for the
Korean insurance industry.

ABSTRACT

The ASEAN-5(Malaysia, Thailand, Indonesia, the Philippines, and Vietnam)
insurance markets showing robust growth among global markets, were
evaluated from both demand and supply-side perspectives. And the results
showed that Vietnam has a relative advantage on the demand side and
Thailand and Vietnam on the supply side. The emerging middle class is
increasingly demanding death and health coverage, along with automobile
and liability insurance products. Competent human capital, high IT penetration,
and vigorous market competition of the ASEAN-5 have a number of impli
cations on how they should utilize their workforce, approach consumers,
and regulated financial markets for insurers seeking to expand overseas.
While the population of ASEAN-5 are young in general, aging is already
in progress in Thailand and Vietnam and therefore insurers would need to
provide pension and health insurance products, as well as nursing and in
—home care services in the future.

1. ASEAN and ASEAN-5 countries

As of 2021, 14 of Korea's insurance companies are active in the Southeast Asian
insurance market, which is showing the most significant growth in the global
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market. Five Korean life insurers and six non-life insurers are in business in
ASEAN-5 (1 in Malaysia, 1 in Thailand, 4 in Indonesia, and 5 in Vietnam), as well
as three non-life insurers in Singapore.

Led by the Association of Southeast Asian Nations (ASEAN), pursuing to become an
economic community similar to the EU, Southeast Asian countries are improving
their infrastructure, including regulatory reforms to create a single market. As of
2023, ASEAN is promoting political-security, socio—cultural, and economic
communities of 10 countries - Vietnam, Laos, Cambodia, Myanmar, Thailand,
Malaysia, Singapore, Indonesia, Brunei, and the Philippines. In particular, Malaysia,
Thailand, Indonesia, the Philippines, and Vietnam (referred to as ASEAN-5) account
for 87.3% of ASEAN's total population and 83.4% of its GDP. As the insurance
penetration rate in these countries has entered the accelerated growth phase of the
S-curve in Figure 2, ASEAN-5 are expected to see continued growth in the
insurance market due to rapidly emerging middle class and improving market
infrastructure.

Accordingly, this report compares and evaluates the ASEAN-5 insurance markets
from both supply and demand-side perspectives, keeping in mind the growth
potential over a longer time horizon and the ASEAN single market.

{Figure 1) 10 ASEAN member countries {Figure 2) Insurance penetration and GDP per capita(2021)
(Unit: %. thousands)
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2. ASEAN-5 Insurance Market Assessment and Implications

While all of the insurance markets in ASEAN-5 are growing, Vietnam is rated
relatively better on the demand side and Thailand and Vietnam are better on the
supply side.

On the demand side, despite the positive correlations between economic growth
and insurance demand, the insurance market growth in each country varies
depending on whether the middle class is growing. Therefore, in addition to
economic and population growth, factors such as reducing income inequality and
urbanization that drive the growth of the middle class were also considered. On the
supply side, administrative and regulatory transparency, market competition, human
capital, and IT penetration in financial transactions were considered for the
assessment in relation to market entry and transaction costs.

In addition, demographic changes, which are related to both supply and demand and
can be assessed In both directions, as well as social security expenditures, which
may substitute for private insurance, are also key considerations that are not
reflected in this assessment but can shed lights on the content of future insurance

demand.
(Table 1) ASEAN-5 Insurance Market Assessment
[nsurance o o o o PY
Demand
[nsurance o ° o o °
Supply

Notes: 1) Countries with the highest GDP per capita are arranged from left to right.
2) Rated as ‘High @, ‘Medium @', ‘Low O'. For more information, see CEO Report, “Southeast Asian Insurance
Market Evaluations and Implications.”

In ASEAN-5, due to the reduction of inequality and rapid urbanization, the emerging
middle class is increasingly demanding death and health coverage, and as urban
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infrastructure improves, demand for non-life insurance such as automobile and
liability insurance is expected to increase. In Indonesia, the Philippines, and
Vietnam, all of which are in the early stages of economic development, investment
products, such as unit-linked funds, dominate the market due to large demand for
savings and investment products. The middle class’ need for income protection
against the death or injury of breadwinners and health protection for family
members would increase in order to ensure their continuous household income and
to prepare for rising medical costs. In addition, their consumption of housing and
durable goods increases would lead to an increase in demand for P&C insurance
and credit and surety insurance.

Competent human capital, high IT penetration, and vigorous market competition in
the ASEAN-5 have a number of implications on how they should utilize their
workforce, approach consumers, and regulated financial markets for insurers
seeking to expand overseas. Global insurance companies are actively entering the
ASEAN-5 markets, and their intense competition proves that it is not difficult for
Korean insurance companies to enter this market as well. Yet, it is necessary to
examine the issues regarding insurance products and distribution channels to secure
competitive edges, and the M&A environment to expand market share. Agencies
and bancassurance accounted for the majority of distribution channels in ASEAN-5,
but the growing demand for health coverage during the COVID-19 pandemic has
led to the expansion of product sales through online channels.

More than 50% of foreign direct investment (FDI) that flow into ASEAN, are
reinvested in ASEAN-5 via Singapore. This should be considered when entering the
ASEAN-5 insurance market. And since ASEAN countries are vulnerable to
catastrophic events caused by climate change, such as typhoons and floods,
insurers entering these countries need to identify the risks and opportunities of
climate change on insurers and reflect them in their business models.

While the demographics of ASEAN-5 are young in general, in Thailand and Vietnam,
the median ages are now over 30 years and aging is in progress. Hence, insurers
would need to provide pension and health insurance products, as well as nursing
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and in—home care services in the future. Social security expenditures in ASEAN-5
are less than the Asian average of 7% of the GDP, excluding Vietnam. With
industrialization and export—oriented economic development strategies, nursing and
in—home care services are not a priority for resource allocation in the short term for
ASEAN-5, and therefore there is an opportunity for insures to expand their roles in
private insurance sector. However, insurers should take a long-term view, as
entering the market can be costly in terms of financing. In this regard, recent
moves by financial authorities to relax regulations on overseas non—financial
subsidiaries can be a positive signal for insurers. In addition, while insurers’ global
business expansion has been considered as a strategic option for large companies,
it is time for small and medium-sized insurance companies to actively consider
entering the global market.

Seungjoon Lee, Research Fellow
sjlee@kiri.or.kr

Haesik Kim, Research Fellow
haeskim@kiri.or.kr
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