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The Research on Effects of Capital Structure and
Underwriting Risk on Profitability for Non-life
Insurance Industry in China
—Based on Structural Equation Model

ZHAO Gui-qin's WANG Shang-wen”

(1. School of Finance s Shanghai University of Finance and Economics ,
Shanghai 200433, China; 2. Department of Finance and Investment ,
China Pacific Insurance(group) Co. Ltd., Shanghai 200120, China)
Abstract: Using the financial data of non-life insurance companies from
2001 to 2004, this paper is to provide evidence that the impact of capital
structure and risk on profitability for property-liability industry by structural
equation model, based on capital structure theory. The results show that the
change of capital structure has positive or negative effects on the profitability
of non-life insurance company, because of the interactive relationship of cap-
ital structure and risk. The profitability increases when debt ratio increases,
when we ignore the impact of risk. While actually, as the debt ratio increa-
ses, the underwriting risk increases and it has a significant negative effect on
profitability. Therefore, non-life insurance company should not always at-
tempt to obtain short-term profit by increasing the asset-liability ratio, and
must control risk at the same time in order to increase the long-term profit-
ability.
Key words: structural equation model; capital structure; profitability
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