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Disclaimer
• The views expressed in this presentation are those of the presenter
• This presentation is of a general nature and is not intended to address the circumstances of any particular individual or entity
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Japan Life Insurance Overview – Market Share
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World’s 2nd largest insurance market but declining population  

Source : Swiss Re, sigma

(*) As of 2014
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Projected

Source : Statistics Bureau of Japan  

Japan Life Insurance Overview – Demographics
Potential market shrinking due to declining birth rates and aging population 

Baby 
boom

4.54 (*)

1.43 (*)

1.35 (*)

(*) Birth rate per female

Japan Life Insurance Overview – Operating Environment
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Regulatory 
Requirements

 “Locked-in” Statutory Reserve 

 Risk Based Solvency approach

Product Mix

Asset Mix

 Guaranteed interest rate

 Complement Public Pension  and 
Health Insurance  

 Switching to Investing in more 
bonds than equities

 Duration lengthening 

Japan UK

 “Twin peaks” Statutory Reserve

 Solvency II implementation in 2016

 Mostly Savings & Annuity products 

 With profits-product traditionally 
been popular

Japan and UK market comparison – products, assets and regulatory requirements

 Switching to investing in more 
bonds than equities

 Duration lengthening 
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 JGB yield decreased 
by 4% in 1990’s after 
economic bubble 
burst.

 Investment  income  
was not able to sustain  
high guaranteed rates. 

Historical Market Trend 
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Japan has been experiencing extremely low interest rates and sudden drops in share price

Source : Bloomberg

Japan  Economic 
Bubble Burst

• low interest rate and declining 
share price 

• number of life insurers going 
insolvent

Highlights10 year sovereign yield & share price

“Insolvent” Life Insurers
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High guaranteed interest rates before the burst of economic bubble forcing life insurers to 
invest in riskier assets, causing consecutive bankruptcies in late 90’s and early 00’s 

(unit : JPY billions)

Insolvent life insurers

Year Company Asset at 
insolvency

Net Asset at 
insolvency

1997 Nissan 2,100 (303)

1999 Toho 2,800 (650)

2000 Daihyaku 2,100 (318)

2000 Taisho 200 (37)

2000 Chiyoda 3,500 (595)

2000 Kyoei 4,600 (690)

2001 Tokyo 690 (73)

 The low interest rates and 
decreasing share prices 
caused significant  problems 
for asset liability matching.

 Life insures struggling with 
huge negative spread, where 
“Risk exceeds Capital”, led to 
bankruptcies. 

Highlights
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Drivers and Challenges
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Key Drivers 

Persistent low interest rates and 
saturated mature market 

Worsening investment environment

Asset Liability Management

Pension System

Attractive and profitable products within constraints 
Japanese traditional guaranteed rates preferences

Strengthen ALM under uncertain interest rate 
environment

Achievement of excess return to sustain inforce 
business with risk reduction

Continue guaranteed products according to risk 
allowance. Ensuring soundness of pension plan 
finances under severe operating environment

Challenges

Insurers seeking optimization under constraints such as customer needs, volatile market 
environment, regulatory requirements etc.
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 After the economic bubble burst, new business 
GIR started coming down in line with lower 
interest rate.

 In spite of GIR reduction, insurers still struggled 
as inforce block has historical guaranteed rates 
that are “IN THE MONEY“.

 Demand for  savings insurance products started 
to fall due to lower guarantees and returns.
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New business

Inforce business

Guaranteed Interest Rates

21 October 2015 11

Guaranteed Interest Rate (GIR) offered by Insurers  reduced over the years following the 
economic bubble burst, driven by low interest rates

HighlightsHistorical GIR
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Comprehensive Life Insurers’ Solutions 

Accidental & 
Health

Life

Annuity

Life Insurers came up with more attractive and profitable products 

Increased competition and medical technology advances 
• “Low Cash Value”, contributing to bring premium down, introduced as a 

complementary solution for low guaranteed interest rates
• Low surrender benefit to reduce product cost and discourage surrender

Whole Life products with higher guaranteed rate 
• Interest Sensitive Product 
• Non Yen Denominated Product with guaranteed interest rate
• Single Premium Whole Life with Market Value Adjustment 

Strong growth as an alternative of “investment”
• Fixed Annuity with non yen denominated currencies 
• Variable Annuity with Guaranteed Minimum Benefit (e.g. ; Death, 

Surrender, Maturity, Withdraw, etc.)
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Changes in Product Mix
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Well diversified and balanced product portfolio to meet customer lifetime needs over years 
where A&H and saving products have been growing so strongly

# of New Business Premium of New Business
(unit : JPY millions)
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Products Innovation
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Life insurance industry products over the last 15 years

1997 1998 1999 2001 2003 2007

Low Cash Value WL 
Variable  Annuity

$ Interest Rate 
Sensitive 

Whole Life

Yen Interest Rate 
Sensitive 

Whole Life

Low Cash Value A&H 

Dual Currency Fixed 
Annuity with MVA

Single Premium 
Whole Life A&H

Innovative life insurance industry products over the last 15 years
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The Dilemma of Japanese Insurers
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Japanese insurers need to reduce risk and keep substantial return at the same time

Risk Return
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Change in Asset Allocation
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Equity and loan has been replaced by bonds

33,091 

21,576 

58,195 

14,129 

28,240 

9,524 11,319 

1998’s Allocation (bn Yen) Current Allocation (bn Yen)

102,128 

60,211 

27,079 

18,454 

18,029 

6,162 24,105 

Increase of the Duration of Bonds
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Japanese insurers hugely Invested in long term bonds to seek higher return
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Further Yield Enhancement
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Foreign Bonds show attractive return

Return and Risk (*) of Foreign Bonds by Strategy

Bond Derivatives Return Risk

UST UST
Currency 

Risk

UST
3 Month
Currency 
Forward

UST 
– Hedging 
Cost (HC)

Volatility of 
HC

Corporate 
Bond

Currency 
Swap

JGB 
+ Credit 
Spread

Credit 
Risk

* Ignoring swap spread and counterparty risk of derivatives
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Changes in Risk Management
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Japanese insurers reduced the market risks through various approaches

Key Changes

 Reduction of risky assets

 Asset Liability Management

 Market Value Adjustment

 Control the volume of saving products

Economic Risk Portfolio
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The changes lead to the significant exposure to underwriting risk 

Traditional Insurer New Insurer

Risk Split for two typical insurance companies(*)

*Our estimation

Underwritng Market

Operational

Underwrting Market

Operational
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Current Asset Liability Management in Japan
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Asset duration is gradually aligning with Liability duration, but its gap remains due to 
current environment

The duration gap is reducing

 The asset duration is extending every year.

But, the gap remains because

 Liability Duration of New Business
New business which has a long policy term such as whole 
life accidental and health product is acquired.

 Regulation
Shorter asset duration is preferable to the stability of 
current local solvency margin ratio.

 Low Interest Rate
The down side risk would be limited under low interest rate 
environment and interest rate increase is expected.

Possibility of Interest Rate Hike 

21 October 2015 24

The increase of interest rate could make more impacts
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Possibility of Interest Rate Hike 
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The optimal solution would be different by company

The pros and cons of solutions for interest rate hike

Solutions Pros Cons

Keep Duration Gap open ・Simple and feasible ・Potential Downside Risk
・Basis Risk

Payer Swaption ・Limited downside risk ・High premium
・Reinvestment cost
・Illiquid market
・Basis Risk
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Pension age

Replacement rate

Topics

Pension System Comparison – Japan vs UK 

NP: National Pension, EPI: Employees’ Pension Insurances, DB: Defined Benefit Corporate Plan 
DC: Defined Contribution Pension Plan, SP: State Pension, S2P: State 2nd Pension

As in the U.K. Corporate pension plans are established in Japan in order to supplement 
the National Pension

60-65  65

35.6%(NP)

Adjust through indexation

N P

EPI

DB DC

62-65  68

32.6%(SP)

New State Pension

SP

SP2

DB DC

Business Characteristics – DB type
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Interest rate risk is very important for insurance companies entrusted with DB* plans.
In Japan, involvements in pension plans can be particularly long

Retire  Payment   Save up 

Japan

U.K.

Asset management , Support plan operate

Japan : Fixed term annuity
U.K. : Life time annuity with spouse 

Guaranteed interest on a part of products

Mainly trust companies play roles

* Now most of products is unguaranteed.

Asset management after buy-in

Guaranteed interest
* In Japan, no market 
for buy-in(out)

*Under DC plans, only employee take interest risk.
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Transfer Interest Rate Risk to Sponsor Companies
Action to maintain Insurance companies’ financial health. However, guaranteed products 
hold a prominent position because of price certainty
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Change of three kinds of rate of interest

discount rate guaranteed rate 10year sovereign yield（av.a year）

reduce
rate*

increase
contribution

*Insurance  companies. movement towards 
unguaranteed product at same time.
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Action to Protect Corporate Pension Plans
To protect plans, Insurance companies, Trust Bank and Consulting firms in Japan have 
taken measures with Sponsor companies

Guaranteed
products

Other products

Designing plans

Continue guaranteed products according to risk allowance
• Duration matching, ERM, and so on 

Develop new attractive products
• Line-up to suit needs of Sponsor companies
• Line-up based on market trends

Risk allocation between employer and employee
• Balance of increase of contribution vs. reduction of benefit
• Support to introduce DC(Defined Contribution) or CB*(Cash Balance) plan

Financial advice
Ensure soundness of pension plan finances
• Advice based on future predictions
• Advice based on result of annual pension plan finance check 

*CB is an intermediate plan between DB and DC. The benefit is affected by yield or performance.



21/10/2015

16

21 October 2015 31

Changes in Corporate Pension Plans
We think the measures to tackle the low interest rate can be seen as risk sharing and are 
still developing

Environment Insurance companies

Sponsor companies

Low interest rate
Reduction in 

guaranteed rate

Sponsor companies 
and their employees

Reduction in
Benefit

DC or CB
plan

Reduction in
Discount rate

Emerging issue

Risk allocation
DB

5.5%  1.25%

5.5%  about 2.5%

high below 1.0% 

DC 0%  about 35% among companies with 
corporate pension plans.

Some minor enterprises cannot help but give up plans.
Adoption rate is 45% (2008)34% (2013).

Combination of 
Additional contribution  
and Benefit reduction

21 October 2015 32

Key Takeaways

Product 
Management

Have sought more attractive and profitable products within potential  
population decrease and saturated mature market 

Asset 
Management

Understand changing market environment and take risk efficiently to 
achieve excess return

Risk 
Management

Form an ALM strategy with consideration of the potential impact of 
interest rate hike

Corporate 
pension plans

More developed risk management of the guaranteed products
Enhanced support to the sponsor companies
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Thank you for your attention

See You Next in TOKYO, 2020!!!
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Questions Comments

The views expressed in this [publication/presentation] are those of invited contributors and not necessarily those of the IFoA. The IFoA do not 
endorse any of the views stated, nor any claims or representations made in this [publication/presentation] and accept no responsibility or liability to 
any person for loss or damage suffered as a consequence of their placing reliance upon any view, claim or representation made in this 
[publication/presentation]. 

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial 
advice or advice of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any 
part of this [publication/presentation] be reproduced without the written permission of the IFoA [or authors, in the case of non-IFoA research].


