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INSURANCE

Introduction

The Japanese insurance market is the second largest in the world, and is of key importance to global insurance groups.
European insurers bring their expertise to the market and provide proven insurance products to Japanese consumers to
meet their insurance needs. The market share of foreign affiliates in Japan is increasing, but they continue to encounter
regulatory obstacles that can limit efficient development of their businesses. Examples of this are the rigid reserving and
solvency regulations and the lengthy product approval process. Future growth in Japan will come from the ageing of the
population, driving a need for products dealing with extended retirement, changes to family structures and rising
demand for medical products. With a principles-based regulatory regime, under which the regulator focuses on risk
management and allows innovation and flexibility, striking a careful balance between innovativeness and regulation,
the insurance market can adapt appropriately to deal with changes in policyholder needs and changing financial
conditions. The EBC welcomes the Financial Services Agency’s (FSA) initiatives towards better regulation and hopes
that they will move Japanese regulation forward on this basis.

The Summit on Financial Markets and the World Economy (G20 Summit) upheld that once the economy recovers,
more stringent regulations should be introduced. We caution that governments should be prudent in determining
whether the economy is truly on a recovery track, and make sure the regulations themselves, as well as the timing of
their implementation, are considered with flexibility. The stability of financial markets and their proper regulation are
important for market users, including companies that raise capital. While we currently see government intervention in
markets in order to stabilise the financial system and support institutions, such intervention must not distort the market
and so must be removed as soon as practicable. We also believe that the level playing field between financial
institutions with public money infusion and those without such arrangements should be secured.

As regards the Japan Post privatisation, we welcome the clear statements from the regulator confirming the consistent
implementation of regulations across the private sector and new companies. The EBC welcomes the FSA’s regulation
of Japan Post Insurance (Kampo) to ensure that Kampo achieves the standards required for adequate consumer
protection as well as a level playing field. The EBC welcomes the use of third company products by Japan Post as a
way to expand the product range, as this will provide both good distribution opportunities to current players and know-
how in terms of risk management and product structure to Japan Post. There is still work to be done, however, on
bringing risk management and compliance practices up to the standards set in the private sector. More generally, in the
bancassurance field, the EBC welcomes the last stage of bancassurance deregulation and the fact that an ever-broader
range of products is available through bank channel distribution, but regrets the continuation of unduly restrictive sales
controls. The EBC hopes that these will be removed by the end of 2010 after the FSA’s three-year monitoring period.

Japanese regulations need to converge with global methodologies in terms of market-based solvency (Solvency II) and
International Financial Accounting Standards (IFRS) to improve risk management and understanding among insurers,
provide confidence to the market, and reduce the costs of operating across different territories. Such convergence would
have a direct positive impact on the ability of European companies to do business in Japan, and the EBC hopes and
expects that the FSA will continue to move towards harmonisation as it develops its new solvency regulations. A
permanent and post-funded scheme needs to be put in place for the Policyholder Protection Corporation (PPC).
Enhancing the regulatory environment for the insurance industry is critical to future development, particularly for
ensuring a level playing field for all sellers of insurance. Appropriate handling of issues such as the way Japan Post is
privatised, bringing Kyosai into the insurance framework, streamlining the product approval process, and clear and
consistent application of rules and regulations, will contribute to recovery from the financial crisis and prove beneficial
to the domestic financial services industry, consumers and Japan’s ability to retain foreign investment. An EU-Japan
Economic Integration Agreement (EIA) should contain common rules on competition and regulation to ensure
transparent, fair and equal rules for all issuers of insurance. Furthermore, it should have common rules for solvency
calculations using market-based techniques based on Solvency II, and common rules for improving the transparency
and predictability of regulations using a risk-focused approach.
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Key Issues and Recommendations

Harmonisation with global standards for Accounting and Solvency Margins

Yearly status report: some progress. The EBC welcomes the update of the Solvency Margin factor and positive

statements made by the FSA on establishment over the medium-term of a market-based methodology, consistent

with the principles of Solvency II. Further alignment of the FSA’s proposed Solvency Margin requirements with

the approach of Solvency II is crucial for European insurers in Japan as it would enable them to use the same

methodologies in all territories and better develop group-wide risk management strategies. Such a move will both

encourage and reward improved risk management within insurance companies — a goal shared between the

regulator and insurers.

Recommendations:

e  The Government of Japan should accelerate reforms aiming at attaining convergence between Japanese and
global standards by establishing a roadmap for convergence with IFRS and Solvency II.

e  The market based Solvency Margin calculation methodology should be further aligned with Solvency II.

Policyholder Protection Corporation (PPC)

Yearly status report: little progress. The current framework for the PPC expired in March 2009, but open

discussions with industry on how to move forward have not yet started. There is a need for a permanent scheme

with Government backing, to provide the required level of reassurance to the public and maintain confidence. A

move to a post-funded scheme would be optimal as it would remove the unnecessary burden of providing early

funding to the PPC. An already available PPC fund is a potential moral hazard as it reduces the onus to find a

market-based solution, and raises costs for well-managed healthy insurers.

Recommendation:

e  The Government of Japan should introduce a permanent PPC with the backing of a Government guarantee
and post-funded contributions. Wider industry discussion is needed before decisions are made on the new
set-up, building on the expertise and requirements of all PPC members.

Product Approval

Yearly status report: no progress. The FSA product approval process is overly lengthy, and FSA availability is

limited. This results in product development delays and makes effective planning difficult. Further, approvals,

when granted, are not flexible enough for the development of new products and features that are sensitive to
volatile capital markets, in particular in response to the financial crisis.

Recommendation:

e The FSA should increase the efficiency and flexibility of the approval process, enabling faster, more
frequent and innovative development sensitive to changing markets. The FSA should allow sufficient
flexibility to enable adaptation to changing markets. In the long-term, a “file and use” system should be
introduced.

Encourage long term savings

Yearly status report: no progress. In Japan there are insufficient incentives to encourage long-term savings.

Recommendation:

e Tax advantageous schemes to encourage saving for retirement or medical needs, such as long-term care,
should be introduced, drawing on successes in other countries.
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