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Downsizing the largest financial institution and distribution of
industry peers’ market shares

—A case study of Kampo after the corporatization —

Satoshi Koibuchi (Associate Professor, Faculty of Commerce, Chuo University)

[Summary]

In this paper, we discuss the impacts of downsizing the largest financial institution
on the distribution of market shares of other financial institutions in the same
industry by using the case of Kampo’s corporatization as a natural experiment. The
Kampo, government-support life insurance company, the largest life insurance
companies, was corporatized in 2003, and then privatized until 2008, experienced
massive downsizing in terms of its total asset size during the corporatization. The
Kampo’s assets shrunk by 20 trillion yen (- 15%) for five years during the
corporatization. Using the panel data analysis, we examine the impacts of downsizing
the Kampo on size of other private life insurance companies. The estimated results
show the change of Kampo’s asset size has statistically significant negative impacts
on its industry peers, especially larger life insurance companies tend to have larger
negative impacts. These results imply that the shrinkage of the largest financial
institution disproportionately impacts the sizes of second and other industry peers.
We discuss the implication from our case study in terms of aspects of financial

supervision and regulation.
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The Genetic Revolution and Its Future Impact on Japanese
Insurers

Tomoka Miyachi
(Associate Professor)
(Faculty of Commerce, Takushoku University)

[Summary]

This paper will discuss the sense of fairness regarding insurance by examining
specific cases such as the use of genetic testing in underwriting of insurance. At present,
life insurance companies across the world are not demanding that their insurance
applicants undergo genetic testing. They are likely to maintain this approach for the
time being, and when considering the limited effects that the results of genetic testing

have on their management, this can be considered an appropriate choice.

However, genetics is advancing at a startling pace, and if genetic testing becomes a
commonplace medical technology, there are concerns that genetic information will
inevitably be used when people purchase insurance. As a result, the problem of adverse
selection will be actualized. If adverse selection has an impact on the management of
life insurance companies, it is likely that insurance companies will be allowed to
demand that insurance applicants inform the results of genetic testing for underwriting,

as is currently the case with HIV antibody testing in the United States.

The writer’s initial awareness of this issue began with the question of whether
Japanese insurance companies should be permitted to use the results of genetic testing
in their risk selection. However, during the process of advancing this research, the
following issues became apparent: (1) Japan, the United States, and Europe have
different backgrounds and preconditions regarding the issue of cultural and qualitative

differences between medical insurance systems and medical treatment itself and in



terms of national characteristics; (2) compared with other countries, the incidence of
genetic disorders in Japan is low, and therefore, people’s interest in and awareness of
this issue is also low; and (3) at the very least, the current use of genetic testing is
restricted by level of precision, and the tests have not reached the level where they
would be in widespread use. Hence, it became apparent that this issue did not have as
big an effect on Japan’s insurance companies and consumers as was initially envisaged

by the writer.

Therefore, rather than examining the problems that confront us now, this paper
focuses mainly on the issues that are predicted for the near future. First, it is necessary
to give a fair warning that this paper does not go beyond the scope of the writer’s
personal opinion. However, when we consider the remarkable developments in genetics
in recent years and the impact that genetic information will have, I think that it is
significant and unavoidable to take an overview of the situations in the United States
and European countries and to consider the best practices for using genetic information

1n insurance business.

Genetic information has been called “an agglomeration of privacy”. Although, in
Japan, genetic testing has not yet come to the surface as a social problem, it already
exists below the surface. Considering the extent of the impact that genetic testing will
have, it can be said that not only specialists but also the general public must become
aware of this problem from various aspects, including legal, economic, social, medical,
and ethical, and that measures to address each aspect must be considered. Furthermore,
aspects such as national characteristics, ethics, culture, and societal characteristics

cannot be ignored as factors that determine the attitudes toward insurance and medical



treatment when investigating the various problems related to genetic information.
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Health Care Reform Based on Federal Intervention to Regional

Health Insurance markets in the United States:

Case study of New York State of Health

Jun SAKURA

(Department of Nursing and Social Services, Health Sciences University of

Hokkaido)

[Summary]

This Paper examines the significance and the challenge of health care reform based
on Patient Protection and Affordable Care Act of 2010 and Health Care and Education
Affordability Reconciliation Act of 2010 (“ACA”) from viewpoint of federal intervention
to local markets in the United States. The issues of U. S. health care system are
sufficient and assured health care for all and reducing the burden on health
expenditures of individuals, businesses, and governments. After a lot of compromise

and adjustments, health care reform bill was passed on March 2010.

The purpose of ACA is making health care satisfactory and reducing the burden on
health expenditures by stimulating the enrollment to affordable health insurance. The
main provisions are federal regulation to local markets, expanding Medicaid,

individual mandate, employer mandate, tax credit for payment to health insurance



premium, and establishing state-based health insurance marketplaces. The procedure

of enrolling health insurance plan through marketplaces started on October 2013.
The sum of this paper is as described below.

Chapter 1 indicates the characteristics of local market based health care system in
the United States and the challenge of health care policy. Chapter 2 reveals that the
aim of ACA was to stimulate the enrollment to affordable health insurance through
local markets by expanding federal power and federal funding. Chapter 3 explains
that health care policy New York State was one of the models of ACA. Chapter 4
analyzes the process of establishing New York State of Health (health insurance
marketplace of New York State) and the effect of health care reform in 2014. Chapter
5 the significance and the challenges of health care reform through federal
intervention to local markets. Federal intervention to existing local markets increased
the enrollment of health insurance with the expansion of federal funding. Whereas, it
increased the degree of dependence of health care system on federal budget. So it
brought about new instability, financial crisis of federal government diminish

sustainability of system.

The case study of New York State shows that the key of health care reform will be
whether the system manage to control the tendency to “Leviathan” or not. Hunt for
the truth of health care reform needs the step up research of local markets and the

study of Health care financing.
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Financial literacy and the current status of finance and
insurance education in junior high schools and senior high
schools in Japan

- Based on the Survey of Teachers -

Yamori Nobuyoshi (Professor, Research Institute for Economics and Business
Administration, Kobe University)

[Summary]

In order to know the actual situation of finance and insurance education in
Japanese schools, various surveys of teachers who are actually in charge of the
financial education, such as social studies and home management, have been made so
far. However, to increase the importance of financial education in schools, it is also
necessary to improve the awareness and capability of teachers in charge of other
subjects. From this point of view, we carried out a survey of teachers of nationwide
junior high schools and high schools in March 2015. According to its results, among
teachers in charge of non-financial related subjects, the awareness of finance
education was not yet high. In order to make finance and insurance education
penetrate the entire school, it is important to provide university students who will
become teachers various opportunities which encourage them to learn finance and
insurance. Furthermore, we find that the main subject that deals with insurance in
schools is home management. However, teachers of home management tend not to
have rich financial knowledge. Therefore, various supporting measures such as the

provision of training opportunities and teaching aids are desired.

1. Introduction



2. Overview of the survey on finance and insurance education of teachers of junior and

senior high schools

The survey was conducted through the Rakuten-internet survey service in March
2015. We sent a cooperation request to 20000 people who register as a monitor. Then,
we collected results from 600 junior high school teachers and 600 high school teachers.

This paper is based on the 1200 respondent result.

3. Result of teachers’ survey

3.1 Awareness of the current state of insurance knowledge of students

3.2 Differences in the recognition and the need of the finance and economics education

among teachers

We asked "Do you know the finance and economics education in school?" As a result,
"T know" is only 18.9%, "I hear" is 41.0%, and "I do not know" has been reached to
40.1%. Focusing on the difference among teachers teaching various subjects, we
investigated what subject teachers have the ratio of "I know" greater than 30%. The
results shows that they include, in descending order, high-school-civics, high-school-
commerce, junior-high-school-social-studies, high-school-home-management, high-
school-geography-and-history, high-school-home-management (specialty department),
and high-school-information-science. Moreover, when I asked about the need of
providing a finance and economics education in schools, the ratio of "very necessary" is
greater than 20% only for high-school-civics, high-school-home-management and high-

school-commerce.



3.3 The need for insurance education

I tried to ask about "the need to provide education on insurance before graduating
from high school." The ratio of teachers that answered "very necessary" or "necessary"
is a little less than 30% regarding junior high school teachers and a little less than 35
percent for high school teachers. The higher recognition of the need is found for high-
school-home-management (specialty department), high-school-home-management,
high-school-commerce (specialty department), junior-high-school-social-studies, high-

school-information-science, and high-school-civics.

3.4 Insurance as knowledge that students should learn

3.5 Possibility of spread of financial and economic education

3.6 Reasons for the difference in the recognition: college education

3.7 Financial literacy of teachers and financial education

I tried to check the level of financial literacy of teachers in charge of each subject. In
this questionnaire, we asked the three questions regarding (D understanding of real
interest rates, @understanding of compound interest, and @understanding of
diversified investment. I assumed the number of correct answers as the proxy variable
of financial literacy. High-school-civics teachers obtain the highest score. Junior high-
school-social-studies teachers are ranked the second. On the other hand, although the
number of sample is small, high-school-home-management teachers gain lower score.
It is notable that the teachers of limited knowledge about finance are expected to

teach finance. On the other hand, it can be said that teachers in charge of



mathematics and information science are knowledgeable about finance, and therefore,

there is a high possibility for them to deal with topics related to finance.

3.8 Opinions of teachers toward external cooperation

I tried to ask the opinion about specialized external lecturers. While there is a
positive assessment, such as "Because the reality of the economy can be learned, it is
desirable for students," strong concerns are seen, such as "Training as a lecturer is not
sure" and "The contents of the presentation may not be in line with the curriculum.”
Some schemes guaranteeing the neutrality and teaching ability of the instructors to a
third party will be necessary. For example, public entities such as the Financial
Services Agency, the Bank of Japan, or the Central Council for Financial Services

Information, are expected to build the qualification scheme of the lecturers.

4. Closing Remarks

In this paper, based on a questionnaire survey of teachers of junior high and high
schools, which was conducted in March 2015, we investigated the issues regarding the
finance, economics and insurance education in schools. A feature of the present study
is to focus on teachers of non-financial related subjects. As a result, it was not high
enough awareness of financial education among the faculty of non-financial related
subjects. However, even among those teachers, awareness of the need for financial
education is growing to some extent. From the current constraints of the teachers’
training curriculum, many of teachers did not study finance and insurance in their
college. For a wide range of subjects other than social studies and home management

to deal with finance and insurance, it is necessary to provide college students who will



become teachers (in particular, in Faculty of Education, Faculty of Letters, and
Science Faculty) some lectures that encourage them to learn finance and insurance. In
addition, currently, high-school-home-management is the main subject to teach
insurance in schools. However, although the teachers are not knowledgeable about
insurance, we need to provide various supports to them, such as easily accessible

training opportunities and teaching aids.

<Note>

This paper will be published in the "Insurance Journal" (Society 75th Anniversary).
In addition, the entire survey results is provided in Yamori, N., "Survey on the finance
and insurance education of teachers of junior high schools and high schools - the
March 2015 survey -" (Kobe University Research Institute for Economics and

Business Administration RIEB DP2015-J07, May 2015).(in Japanese).

In addition, I have published the following as a result of this research project.

Yamori, Nobuyoshi, "Financial behavior and financial literacy from the regional
point of view (2) " Kobe University Research Institute for Economics and Business

Administration RIEB DP2014-J11 October 2014. (in Japanese).

Yamori Nobuyoshi, "The current state of insurance education in Japanese junior

high and high schools," Life Insurance Journal 191, June 2015. (in Japanese).
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The Development of Embedded Value and the Value Relevance
Takefumi UENO (University of Shizuoka, Assistant Professor)

[Summary]

This study explores how expansion of embedded value(EV)’s application
has an impact on current regulation and financial accounting framework.
EV is the present value of future profits plus adjusted net asset value of
life insurance business. The European CFO Forum has developed a
calculation method and disclosure for EV. Now many companies have
adopted EV and disclosed their information to the public. EV is voluntary,
not mandatory disclosure. Once companies start EV disclosures, they are
under pressure by their stakeholders to continue. They must continue to
disclose this information. The characteristics of EV are different from
other voluntary disclosures. Companies provide own private information
to stakeholders through EV disclosure. EV has strong collaborative
relationship with Generally accepted accounting principles(GAAP) and
Statutory Accounting Principles(SAP). Companies must also explain to
their stakeholders how GAAP, SAP and EV differ. The development of EV
is a head of GAAP and SAP. Stakeholders accumulate the know-how of
analyzing content of EV. While EV information may be difficult for
stakeholders to compare among companies, it is useful in comparing time
series analysis for individual companies.

1. Expansion of EV’s application

EV is one of the corporate value methods for the insurance industry. EV
is calculated as follows:

EV= Adjusted net asset value(ANAV) + Present value of future
profits(PVFP).

EV is an economical measurements. PVEP is estimated by many
assumptions. EV is not a real but an artificial figure. But, many
companies voluntarily has disclosed its information. Stakeholders have
recognized EV as a useful information for a decision making. Now,
IASB(International Accounting Standards Board) and IAIS(International
Association of Insurance Supervisors) have been developing economical

measurement. It’s not yet completed. On the other hands, the EV



application has been expanding among companies. Investors have learned
how to analyze them. Stakeholders evaluate companies based on EV
information. This study explores how expansion of EV application has an

impact on current regulation and financial accounting framework.

2. Characteristic of insurance industry and its disclosure

Insurance companies’ profit resources are not assets but liabilities.
When insurers get insurance contracts, they must recognize obligation for
policyholders. Insurers take an insurance premium in exchange of
policyholder risk and invest their assets for preparation of insurance
payment. When the insurance contracts end, insures finally deicide their
profit of each insurance contracts. Insurance industries has broadly two
types, life insurance and non-life insurance policies. In life insurance
policies, the insures provide payments in the event of the insurer’s death
and illness
In general insurance, the insures provide payments depending on the loss
from a particular events (e.g. automobile accidents and natural disasters).
The period of non-life insurance contracts are relatively short (one or two
years). On the other hand the period of life insurance contracts are long
(over twenty years). The profits of life insurance contracts are not decided
for long time. Stakeholders cannot understand an insurance company
profitably through its statement of profit and losses (P/L) because P/L are
only showed financial performance for a year. On the other hand, EV
calculation has different perspective from financial statements. EV is
focused on economical net asset value including future value of insurance
contracts.

3. Calculation of EV

As told above, EV standards is made by the CFO forum. This standard is
the principle base which is not ruled in each procedures to calculate EV.
EEV consists of 12 principles. MCEV consists of 17 principles. The
documents of EEV and MCEV are 17 and 38 pages, respectively. EV
standards based on the CFO forum showed the basic concepts and
procedures. Because EV is voluntary disclosure, the calculation methods
are not only EEV and MCEYV, but also many methods(e.g. company can
make EV standards by themselves). But almost companies disclose their



information according to EEV or MCEV. These standards are generally
accepted among life insurance business. MCEV is much market oriented
methods compared to EEV. Eleven Japanese life insurance companies
have adopted EEV while six companies have adopted EV. Application
cost of MCEV is higher than EEV. Companies are likely to avoid to the
cost.

4. Perspective from the IASB

Serafeim(2011) performs the investigation for the insurance company in all
the countries of the world and, among 350 companies. It shows the result
that the bid Aske spread which is an index indicating the information
asymmetric is shortened to through the disclosure of EV in 93 companies. The
TIASB cannot recognize EV useful method for financial accounting. Because
EV method ignore basic concept financial accounting theory. The IASB told
IFRS4 (insurance contracts) based on financial accounting theory is more
useful than EV. However, even if the standard is useful theoretically, it has
not been yet applied practically. The IASB also told that financial statements
of insurance business are “black box”. The result of Serafeim(2011) suggests
that EV disclosure can be collaborated with the information of financial
statements. Horton(2007) also suggests a usefulness of EV disclosure through
empirical results of a British insurance companies. The characteristics of the
EV framework is prepared by the CFO forum in spite of voluntary disclosure.
Each company need to comply the stanards(EEV or MCEV) because these
standards are generally accepted among stakeholders. EV disclosure has
much rigid requirements than other voluntary disclosure. EV disclosure is
not mandatory. That means EV provide company private information to the
stakeholders. Financial information is mandatory, not include private
information. Private information is a wuseful to analyze companies’
characteristics. In other words, EV disclosures provide high quality private

information.

5. Positioning of future EV

The difference with EV is that corporate accounting, solvency regulation
are applied mandatory. The mandatory disclosure does not include a lot of
personal information unlike voluntary disclosure such as EV. The roles of
the reporting are different in each. The corporate accounting is effective to



understand a financial status and business situation. The objective of
solvency regulation (SAP) is to protect policyholders and to avoid moral
hazard by insurers. On the other hand, EV is only focused on the present
net assets based on market value including the future insurance contract
value. In addition, EV is a standard for only life insurances. Financial
reporting is for general companies. EV has a possibility collaborative with
GAAP and SAP. EV will give additional information with the accounting
and solvency information in future. If the information based on the
economical method is adopted in corporate accounting and solvency
regulation, it will become clearer.
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Study of Reverse Mortgage Loan Markets
- The Case of United Kingdom and United States -

Suguru YANATA
(Associate Professor, Faculty of Economics, Wakayama University)

Summary

Reverse mortgage loan, which has been existing for a long time in Europe and America is
used by many people especially by elderlies. Of course, every country introducing reverse
mortgage loan has different types of financial products and reasons to introduce it, but it is
mainly used by elderlies to cover living expenses in common. As a typical case, people
borrow money on the security of their houses from financial organizations or government
organizations, and the loan is lent to them monthly like a pension. In this case, though their
houses become the mortgage, they can make a loan without leaving their house, and in most
cases, they can pay back their debut by selling their house when the contract terminates
(mainly when they die).

This reverse mortgage loan has been introduced to America, other Europe countries and
Asia such as Korea and Japan since England introduced it in earnest. (Its origin is said to
be France.) In Japan, private financial organizations started to lend the similar loan in the
1980s and Ministry of Health, Labor and Welfare started it in 2003, but it hasn’t spread as
expected. In addition, it was said that an insurance for this loan had some problems.
However America and England experienced and overcame the same situation to expand
their market and establish it as a social welfare system or a complementary way by
individuals. In Japan, reverse mortgage loan market has attracted attention in these years
and the number of financial organizations which deal in reverse mortgage loan, contracts
and inquiries has been increasing.

This study focused on marketability, market structure and users of reverse mortgage loan
in England and America. Also, it shows the reasons why market of this loan expanded in
both countries by comparing both countries’ market. In addition, it mentions about
interview of America and England’s case.

England has almost perfectly different market of reverse mortgage loan from that of
America. Both countries will expand its market with difference. These countries should be
researched well by countries which want to introduce reverse mortgage loan because of
developed aging population and lower birthrate and increasing or by countries which can’t
expand reverse mortgage loan as expected. Now, China is expanding reverse mortgage
loan, a part of Beijing has been examining since last year. The housing finance in China is
quite different from that in developed capitalist countries in western side, however China
expects to have problems worse about severe aging population and lower birthrate
because of one child policy per couple. Therefore, the case in America lead by government
and the case in England lead by commercial banks will be good examples, or the cases in
Japan and Korea will also be good examples as Asian countries’ example.



This study focuses on only America and England, but when it comes to research on
reverse mortgage loan, it will be required to research on French, Spanish, Canadian and
Australian systems of reverse mortgage loan in the future. In regard to Spain, we carried
out field work for this study, but couldn’t get enough information. We also couldn’t analyze
about the similar system in German yet. These countries’ systems are our next theme to
study.

By the way, the number of financial institutions which teat reverse mortgage loan and
that of users are increasing in Japan. Local banks started to deal in reverse mortgage
loan, because the capital demand of companies softens. Sumitomo Mitsui Banking
Corporation, which is one of the largest banks in Japan, also started to deal it in in March,
2015. Because of this, the other largest banks in Japan stated to deal in reverse mortgage
loan. According to the Nikkei (2015), the Tokyo Star Bank, Limited, which has deal in
reverse mortgage loan for long time in Japan, had 4200 inquiries on reverse mortgage
loan in March, 2015. This contract number is 127% as many as that in 2014. Mizuho
Bank, Litd gets more inquires about reverse mortgage loan, and the number of inquires
sums up 2500.

As a background of this market change, the property of users changes. According to the
Nikkei (2015), reverse mortgage loan used to be lent to urban customers who have
expensive houses, but now it is lent to customers who have a land more than 10 million yen
by new entry local banks. When land price is more than 10 million yen, many customers
live in central area. That means elderlies who live in central area use this loan for their
living expenses. In this point, for user side, there is no problem if this loan works well as
their living expenses. In other hand, Japan has an aging population and lower birthrate,
population concentration in Tokyo, so local city tend to decrease population. Therefore, for
local bank side, they have to evaluate if land price will keep in the future carefully.(even if
land price will become cheaper, the price should be under expected.)
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Business Risk Factors in the IPO process, and their Timely
Disclosure in the Secondary Market

Hyonok Kim (Tokyo Keizai University)
Yukihiro Yasuda (Hitotsubashi University)

[Summary]

We empirically examine the roles of disclosure during an initial public offering
(IPO) and focus on business risk disclosures in Japan. Such disclosures are equivalent
to the risk factor disclosures contained in the 10-K filings in the United States.
Business risk disclosures are generally intended to enable investors to assess a firm’s
business risk. Additionally, they are expected to promote better decisions by firm
managers from the view of enterprise risk management (ERM), because the exercise
of identifying all of a firm’s risk exposures provides a better understanding of their
business risks.

A unique feature of business risk disclosures is that they are in text form G.e.,
written narratives); moreover, all of the information contained within the disclosures
is “unfavorable”; and the information risk relates to the uncertainties inherent in a
firm’s future performance. There is a body of literature that has investigated the
economic effects of business risk disclosures in the secondary market. In contrast, we
focus on the primary market for start-up companies @.e., the Mothers market for high-
growth and emerging stocks at the Tokyo Stock Exchange (TSE)) in Japan. We
investigate this market because business risks are critical information for investors
and the primary market is the first opportunity for investors to identify a firm’s risk
exposures. Thus, we can precisely examine the effectiveness of business risk

disclosures for reducing a firm’s cost of capital among investors.



There are several institutional features of the Japanese IPO market. First, a
preliminary prospectus discloses an original price before the IPO road show. Second,
the filing range is circulated after the road show but prior to building the order book.
Finally, the IPO share allocations to individual investors are approximately 80%: this
is a considerably higher percent than the allocations to individual investors in other
countries such as the United States. Focusing on these Japanese institutional
features, we examine the economic role that business risk disclosures have on the
well-known IPO underpricing phenomenon.

Additionally, we identify the different roles that disclosure has on the primary and
the secondary markets in Japan. Table 1 examines the Mothers market and the First
Section (for established large companies) of the TSE and shows that business risk
disclosures are mandatory in the former market but voluntary in the latter market
under the timely disclosure rule known as Kessan Tanshin. (i.e., the Japanese stock
market requires listed companies to disclose their financial information prior to
submitting their annual reports). This means that we can examine the sequential
difference and/or the similarity of the roles of business risk disclosures through the
entire IPO processes to the aftermarket trading.

We find that the amounts of business risk disclosures in the IPO prospectus are
positively related with initial price adjustment and the filing range. The result
indicates that business risk disclosures work as ex ante uncertain proxy of the firm in
the IPO processes. We find that there is a negative association between the number of
business risk disclosures in the preliminary prospectus and the initial returns (IR) in

the IPOs. The results are consistent with the view that business risk disclosures reduce problems

relating to asymmetric information among investors and thus alleviate the need for offering



discounts to attract investors. We also find that the amount of business risk disclosures in
TPO prospectus is negatively related with post-IPO return volatility, but business risk
disclosure in timely- disclosure is positively associated with post-Kessan tanshin
return volatility. The result implies that information roles in business risks differ

through the IPO process until the first timely disclosure in the secondary market.
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Reconsideration of the Relationships

between Life Insurance and Inheritance

Yutaka HOSHINO (Associate Professor, Tsukuba University,
Faculty of Humanities & Social Science)

[Summary]

It should be the stable case law and common view that the insurance benefit is vested
directly from the insurer to the beneficiary by the terms of insurance policy or the
provisions of the law, not to the inherited property of the insured. However, it is not
unusual that right of the insurance benefit should be a main issue in the case of the
inheritance, as the close relatives of the insured, who were supported by the insured's
assets or incomes of the insured, would expect the insurance benefit for the life support
when the insured died suddenly. It should be clear that such expectation of such
situation is based on the main motive of the contract of the life insurance.

Under the interpretation of the case law and the common view, as the relationship of
the life insurance is a contract, so all important results of the life insurance should be
settled by the parties of the life insurance contract, in spite of the expected results under
the code of inheritance, which request the division of the inheritance benefit between
the next of kin of the insured. However, the purpose of the code of inheritance, as the
first aid for the next of kin to the sudden death of the insured, should be corresponded

the purpose of the life insurance contract from the view point of the social or economic



incentives, so it might be reasonable that such social or economic viewpoints should be
based on the interpretation of 'inheritance' by using the life insurance contract, agreed
by the insurer and the policy holder. And more, the life insurance system is not standing
alone in the system of the law of nowadays, but correlating with other several financial
or investment systems, which also pursue the gaining the income from the private
assets, so it should be important to try the balance of the results between the life
insurance and the other financial or investment systems.

This article is based the consideration as noted above, and trying reconsideration of
the relationship between the life insurance and inheritance, and the temporary
conclusion is as noted below.

First, as the fundamental theory, the relationship of the life insurance is the contract
by the parties, so it should be different from the code of inheritance, which also pursue
the order of the relationship of the families and relatives. Even the contract of the life
insurance is based on the inheritance for the relatives from the insured, such basement
is only one of the backgrounds on the interpretation of the contract, so the
interpretation as the contract should be preferred to the purpose of the code of
inheritance.

However, second, it should not be neglected that the social or economic incentives of
the life insurance contract, so such incentives for the 'substantial inheritance' should
be reasonably effecting on the interpretation of the life insurance contract. Under such
interpretation, the most important practical issue might be the adjustment between the
legal next of kin and the co-living partners with the insured, as the span of the life
insurance contract might be long, so the change of the situations might be over the

forecast of the parties of the contract. In such cases, it might be complicated whether



the forecast of the parties of the contract should be limited as such forecast should be
fixed by the situations of the time of the founding the contract, or, the theoretical results
of the contract is should be preferred as the contract is valid in spite of the changing of
the situations.

And third, comparing the trust relationship and the life insurance, the theoretical
feature of the trusts is controlling the trust properties under the purpose of the trusts,
so the results of the interpretation might deviating the fundamental policy of the
existing legal systems, the social or economic purpose of the life insurance is
undisturbed 'inheritance' from the sudden dead insured, so it should be deviated from
the fundamental policy of the existing legal systems. Therefore, the last purpose of the
life insurance and the code of inheritance should be the same, so the interpretation of
both systems should be balanced and corresponded.

As noted above, the relationship of the life insurance and the inheritance should be
different from which viewpoints selected, and such difference might be effected not only
the specific results but also the fundamental notions, as 'family', 'right of the parties',
or 'property’, in the whole legal systems. Therefore, it is clear that the consideration of
this article is only a trial one, so it must be continued reconsidering and more, as to the

relationships of both systems, from other various theoretical or practical viewpoints.
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Defining a policyholder in the context of moral hazard

— Can we handle the injury caused by a quasi-policyholder and the
injury caused by a quasi-beneficiary on a same basis—

Yuji Ito (Professor at Sophia University)

[Summary]

The section 51 of Japanese Insurance Act provides that the life insurer is not obligated
to effect payment if the policyholder intentionally causes the death of the insured.
In the same way, the section 80 provides as to accident insurance that the insurer is
not liable if the insured, the policyholder, or the beneficiary intentionally causes the
insured event. These rules undoubtedly serve to defend insurer against moral hazard,
and have been theoretically explained to be based either on the principle of public
policy (those who caused the insured event shall not gain a profit from his unlawful
act) or the principle of good faith which governs the contract parties. But it is not
apparent whether and how these principles are applied to the case in which the
insured event is caused by a “quasi-policyholder” or a “quasi-beneficiary”. This
research aims to give an answer to this question, investigating the meaning of the
ruling of Japanese Supreme Court on October 3rd, 2002, the facts appeared in lower
court cases, and German argument on the same situation. The conclusion is that ()
the insured event caused by policyholder and the insured event caused by insured
should be considered on the same ground (the principle of public policy), so that there
is little difference between the factors we must take into account on the insured event
caused by “quasi-policyholder” and those on the insured event caused by
“quasi-beneficiary”, and that (ii) whether the insurer is under obligation to pay or not

depends on the extent to which the quasi-policyholder’s interests (or the



quasi-beneficiary’s interest) in payment excludes interests of other persons who are

involved in the insurance contract.
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Perspective of Saving and Hedging Behavior in Older Age with

the Rectangularized Survival Curve.

Kohei Wada (Professor, Chuo University)

Nozomu Inoue (Graduate student, Aoyama Gakuin University)

[Summary]

The purpose of this research is to realize the future financial market (including the life
insurance) size in the light of demographic changes, especially low fertility and ageing
in Japan. Firstly I will examine the statistical problems of the household in terms of
the relationship the individual consumption and aggregate population phenomena.
Next the method for age-based projection of householders should be applied due to the
limitations of consumption statistics. Namely the future level of consumption should be
projected with linking the number of households and the age of the head of a household
with regards to demographic analysis. As the results, in accordance with the
characteristics of goods or service, each age consumption pattern is classified into a few
types, which are the older consumer-oriented type, the younger consumer-oriented type,
the age independent type. Next several market sizes will be projected by 2030 as case
studies. Among them are the markets for financial products and medical services, which
will be given the particulars. It is significant that every result clarifies in quantitative
terms how the structural demographic changes can impact the consumption market.
According to my projections, most of the markets in Japan tend to shrink in long term.
In particular, older-oriented typed markets are expected to maintain the status quo or
to expand their sizes slightly, whereas the sizes are anticipated to contract in the
younger-oriented typed markets. Such is the case with the financial market.

Finally the APC analysis was applied to the balance of national savings in Japan. Age
effects of savings outstanding of households have risen as drawing a cubic curve. Age
effects also would have risen progressively as well as the growth of salaries up to 60-
year-old retirement age in Japan at that time. The growth rate of Age effects has been
diminishing since then until 70-74 years of age, because people of these ages would be
living by cutting their savings. In addition, the reason why the Age effects increased
rapidly thereafter would be because savings are increased in exchange for reduced
consumption or other financial assets such as securities are converted into highly liquid
savings. This would be considered that their savings are used in medical expenses or
their inheritance as they come close to the end of their lifetime. The reason of reduction



in the Period effects is that the reduction is linked the Japanese bad economy, especially
so-called “the lost decade” in Japan.

Average savings of household’s are flow data in a month, so that, the seasonality
cannot be denied. Age effects was gradually increased population aged from 45-49 to
55-59 years old , this reason would be that parents could turn the consumption for their
children like living or educational expenses into savings for themselves after the nest
leave of children. The trend for more aged people is thought to be similar to savings
outstanding’s. However, it is to be noted that Age effects has taken all the negative
values. Period effects and Cohort effects represented almost same motion as those in
savings outstanding of households.

Insurance premiums of households had been thought to grow up exponentially.
However, it became to decrease temporarily for 65-69 and 60-64 year-old aged
population greatly due to the retirement. Period effects were significantly decreased in
1999, greatly affected by the consumption tax hike in the previous year. Cohort effects
remain a similar shape, and negative values.

Securities purchases of households, as mentioned earlier, are linked with savings
outstanding. More specifically, Age effects of 80-84 year-old and more aged population
are rapidly decreased, and Cohort effects of the cohort born in 1909 is extremely low.,
As both results, the 85 years old population, which is the cohort born in 2004 has the
extremely negative feelings to the securities. They are a typical generation that
survived during the harsh post-war period, so would prefer financial assets with low
risk and high liquidity. Actually, their Cohort effects on savings are higher than those
of other cohorts, and the Cohort effects on others are around -2. Japanese people seem
resistant to securities in any period.

Besides, of all effects, 111 remark a negative value and 21 do a positive value. The
disposable income would tend to be spent on the consumption through the consumption
tax hike or the collapse of the bubble. Top 10 of the absolute value of the effects is as
follows.

Average savings outstanding of households and average savings of households (per
month) tend to increase. In addition to a current weaker yen, due to the reduced amount
of pension or the rise in pension eligibility age in response to the very low birthrate and
population aging, people would prepare for old age by saving more in working life. On
the other hand, average securities purchases of households (per month) and average
insurance premium of households (per month) tends to decrease little by little.
Insurance premium has increased in proportion to the increase in the life expectancy,
then it will level off as the increase rate of the life expectancy in Japan slow down. In
addition, the number of the single-person households is increasing gradually now, while
the household members are also reduced in the future. As a result, insurance premium



per household will also have a downward trend. Concerning securities purchases, they
seem to have a more conservative trend than other financial assets in a viewpoint of
the pension system and the economy in Japan. As a result, securities purchases per
household will also have a downward trend like the insurance premium.
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[Summary]

People purchase insurance to prepare risky losses just in case. It is natural that
people agree to receive compensation for specified losses at making insurance
contracts. This type is called the term insurance. Most insurance is included in this
type, so that almost studies in insurance economics have been concerned with the

term insurance.

However, there is another type of insurance contracts that make payments both
when losses occur and do not occur. This type is called the mixed insurance. Private
pension contracts are a typical example. For most private pension contracts, payments
are not only realized when policyholders reach the certain age (such as 65 years old),
but also when they die before that age. If policyholders survive after the certain age,
they can receive pension benefits. In contrast, if policyholders die before the certain
age, their bereaved family can receive policyholders’ pension payments or death
benefit. Endowment insurance is also a typical example of mixed insurance. This
insurance pays same compensation for both specified losses and maturity of contract
when no accident occurs. The number of endowment insurance accounts for about 15
percent of Japanese life insurance market according to the life insurance association
of Japan. As this example comes to understand, mixed insurance is popular and

widely distributed in Japanese insurance market. Mixed insurance cannot be



negligible since Japanese market is one of the biggest markets. This fact motivates

this paper.

Many previous researches, unfortunately, implicitly conducted a situation in which
insurance payments are made only when losses occur. In other words, how to decide
optimal insurance coverage of mixed insurance is still an open question. However, it
also should be noticed that there needs a reasonable ground why mixed insurance is
traded. It is intuitive that mixed insurance seems to be strange from proper purpose
of holding insurance. This intuition is supported by expected utility framework which
is a dominant tool in insurance economics. Since people suffers a mean preserving
spread of final wealth holding mixed insurance instead of term one, risk averse people
never hold mixed insurance by a classical argument of Rothschild and Stiglitz (1971).
However, many people actually purchase mixed insurance. In this paper, we attempt
to provide a theoretical ground why and how people purchase mixed insurance using
regret theory originally introduced by Bell (1982) and Loomes and Sugden (1982).
Regret theory is formed by two components, regret and rejoicing by comparing actual
wealth to reference one. To avoid confusion, we do not call regret theory, but regret
and rejoicing formation. Regret and rejoicing formation is given axiomatic foundations
by Sugden (1993) and Quiggin (1994). Since it is difficult to apply their original
formation to most insurance problems, Braun and Muermman (2004) proposed a
modified version of the original formation and examine regret effects on insurance
demand. As they set the reference payoffs as the best wealth, people always feels
regret from their actual wealth comparing the best wealth. Their formation is

standard in the literature. For example, Wong (2011) apply their formation to optimal



bank margin, Solnik and Zuo (2012) apply it to international asset market. In this
paper, motivating them, rejoicing formation is also introduced by setting the reference

payoffs as the worst wealth.

In section 2, we briefly explain the original regret and rejoicing formation, and
introduce the regret formation and the rejoicing formation. In section 3, we consider a
choice problem between term and mixed insurance. People never choose mixed
insurance under expected utility formation, but they may choose one under the regret
formation and the rejoicing formation. We also derive a threshold loss probability to
choose mixed insurance. Based on the analysis in section 3, we adopt rejoicing
formation in the following section. In section 4, we examine rejoicing effect on mixed
insurance demand. It is determined by the relative importance of utility term and
rejoicing term measured by their degrees of concavity. The analysis in section 4 can

easily be applied to the regret formation. Section 5 makes a concluding remarks.



