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Impact of Competition Ordinance (Cap. 619) for Hong
Kong Insurance Industry

Background

The Competition Commission is an independent statutory body
established under the Competition Ordinance (Cap. 619) (the Ordinance)
which was enacted in June 2012. The objective of the Ordinance is to
prohibit conduct that prevents restricts or distorts competition, and to
prohibit mergers that substantially lessen competition in Hong Kong. The
scope of the application of the merger rule is limited to carrier licences
issued under the Telecommunications Ordinance (Cap. 106).

Implementation

The Competition Ordinance is designed to promote competition and prohibit anti-competitive
practices. The introduction of a cross-sector competition regime to Hong Kong is an important step
in safeguarding our shared value of fair competition. The Competition Ordinance (Ordinance) ensures
this by making certain business practices which undermine competition illegal.

The Ordinance prohibits three types of anti-competitive conduct described under the First Conduct
Rule, the Second Conduct Rule and the Merger Rule which are collectively known as the “competition
rules”. The Competition Commission (Commission) has produced a number of videos which describe
simply different types of anti-competitive conduct.

Examples of conduct which may contravene the First Conduct Rule include:

e Cartels (i.e. agreeing with your competitors to fix prices, share markets, rig bids or restrict
output)

e Exchange of information

e Activities of trade associations and industry bodies

e Joint Ventures

e \ertical price restrictions

e Exclusive distribution and exclusive customer allocation
Examples of conduct which may contravene the Second Conduct Rule include:

e Predatory pricing

e Anti-competitive tying and bundling

e Margin squeeze

e Refusals to deal

e Exclusive dealing
Source: www.compcomm.hk

Insurance Practice

Insurance is @ means of protection from financial loss. It is a form of risk management and spread
of risk primarily used to hedge against the risk of a contingent and uncertain loss. An entity which
provides insurance is known as an insurer, insurance company, or insurance carrier. A person or entity
who buys insurance is known as an insured or policyholder. The insurance transaction usually involves
insured, insurance intermediary and insurer.
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Catastrophe risk and serious loss that could impact the solvency of the insurance company if no
appropriate “Spread of risk” arrangement is being applied such as “Reinsurance” or “Co-Insurance”.
Ideally, an insurer desires to diversify risks and spread of risks. However, some spread of risk related
insurance arrangement may contravene the First Conduct Rule.

e “Reinsurance”

Reinsurance is insurance that purchased by an insurance company (the “ceding company” or
“cedent” or “cedant” under the arrangement) from one or more other insurance companies
(the “reinsurer”) directly or through a broker as a means of risk management. However, some
insurance products may involve few competitors, homogeneous in nature and limited market.
Making it easy for the public to consider it is a conduct of collude.

e "Co-Insurance”

Coinsurance is the splitting or spreading of risk among multiple parties. Similar to reinsurance,
some insurance products may involve few competitors, homogeneous in nature and limited
market. Making it easy for the public to consider it is a conduct of cartel.

e “Exclusive”

Exclusive quotation or product is a very common product development strategy in insurance
industry but it may fall into the conduct of exclusive distribution that may contravene the
First Conduct Rule. In fact, exclusive quotation arrangement proposed by the insurance
intermediary is to protect both seller and buyer interest. Exclusive product arrangement is to
offer tailor-made benefits for a selective distribution channel or target segment that fulfill the
specific insurance product pricing model calculated by actuary based on different risk nature.

Conclusion

The Competition Commission (Commission) can make a block exemption order where it is satisfied
that a particular category of agreement falls within the scope of the exclusion for agreements
enhancing overall economic efficiency. Therefore, the captioned spread of risk arrangement that we
mentioned in insurance industry may consider to apply Block Exemption Order or to seek clarification
with The Competition Commission.

The concept of spread of risk is very important and necessary for establishing a healthy and stable
insurance industry. Different insurance funding arrangement between insurers, reinsurers or
intermediaries which related to insurance risk management is necessary for protecting both insurance
industry and customers in the long run. Therefore, a continue education to the public for the concept
of risk management and spread of risk are highly recommended.

Dr. Tony Lee
Director of ANZIIF Board
Australian and New Zealand Institute of Insurance and Finance (ANZIIF)
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The Competition Ordinance began to be fully implemented on 14
December 2015, with the objective of prohibiting conduct that
prevents, restricts or distorts competition, and to prohibit mergers
that substantially lessen competition in Hong Kong. On the economic
and social values of this Ordinance, | cannot agree more with the
saying of the Chairperson of the Competition Commission, Ms Anna
WU Hung-yuk: ‘Competition is a much cherished value in Hong
Kong. Competition drives economic vibrancy, stimulates innovation,
creates work opportunities and brings consumer benefits. It is one
of the cornerstones of our open economy. Competition has deep roots in Hong Kong, but we
should not assume that it always comes naturally. In some circumstances competition needs to be
safeguarded. The introduction of the Competition Ordinance to Hong Kong is an important step
in this regard to protect our shared value of competition and to nourish it.’

As we all know, the Commission has issued a few publications including a toolkit entitled ‘How to
comply with the Competition Ordinance - Practical Compliance Tools for Small and Medium-sized
Enterprises’, to help businesses review their business practices and develop a compliance strategy
that best suits their needs. It has also issued six Guidelines jointly with the Communications
Authority, including Guideline on the First Conduct Rule and Guideline on the Second Conduct
Rule, in plain language with hypothetical examples involving various trades including insurance.

Apart from literature, the Commission also provides other forms of information (say, video) and
conducts activities like seminars and workshops, to help businesses comply with the Ordinance as
best as it can.

| believe that undertakings conducting insurance business in Hong Kong, including insurance
intermediaries, are beginning, if not earlier, to examine their business practices with a view to
ensuring that they are in compliance with the Ordinance and the Guidelines issued under the
Ordinance.
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Dr Lillian Wong

Member of VIC Group Principal, Institute of Professional Education and Knowledge
VELL b Vocational Training Council
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We do the
eavy lifting

214

At Allied World, our underwriters are empowered to quickly develop solutions to suit your www.awac.com
needs. It's this entrepreneurial approach that has been with us right from the start — allowing
us to take on larger competitors, enter new markets, and achieve phenomenal growth.

Allied World tEFsf gAY SR ORI 2T o P bE DIRER A 5 26
PEIERT - E—REMVEEERE - (ERMAEBEAMAR REAE
FRDTHE B T N BB & -

#alliedworld

Insurance & Reinsurance. Straight up.

Insurance coverage is underwritten by member companies of Allied World. Coverage is subject to underwriting. Member companies may not be licensed
in your state or jurisdiction. To find out if coverage is available, please contact your insurance broker.
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Turning an old runway into a cruise terminal =
was full of challenges. Our expert teammade  « ™«
certain the insurance wasn’t one of them. Moot

QBE customers benefit from a reassuring mix of industry-specific expertise and refreshingly
straightforward service. It’s a proven combination that enabled the stunning HK$7 billion

Kai Tak Cruise Terminal to be built with the peace of mind of QBE Construction Employees’
Compensation Cover. It’s just one of the many successful partnerships we’re involved in across 0\-3
the region including mass transit, hospitality, logistics and tourism. Talk to QBE today about ;
how we can help solve and simplify the insurance challenges in your business.

Made possible Q BE
qbe.com.hk
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