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FinTech producing New Value of Life Insurance

Masahiko EZAWA ( Professor, Faculty of Commerce, Waseda University )

[Summary]

In this paper, we consider what kind of value FinTech gives life insurance.
Life insurance companies have already utilized information technology for
their various operations,e.g.as tools for solicitation or risk selection.

However,this works as merely labor - saving device.

We have found two examples in which FinTech gives new value to life
insurance. The new value means the promotion of policyholders health.
The first insurance policy, which has already been sold by Dai-ichi life
Group,rates the health condition of a policyholder every three years.
Based on the rating,some will be chaged extra premiums,others will have
their premiums discounted.To lower premiums,policyholders normally have
incentives to make efforts to promote their health conditions.
The second insurance policy,which will be put on the market by Sumitomo
Life in 2018,evaluates not only the result but the process of policyholders
health-promoting activities.That is,according to their lifestyle data and vital
information,the price of insurance could be reduced by 30 %. To develop this
type of insurance, insurance companies have to obtain the above stated wide

range information of their customers via wearable devices and smartphones.

With the aid of Fintech,when insurance companies could handle risks of
all policyholders immediately,the former will be requested to give some
advice (i.e.information) for reducing or removing risks in advance rather
than insurance payments. Therefore insurance produt is thought to be

essentially as information product (advanced by Wolfgang Mueller).



Finally, we describe the macro effect, which FinTech will produce on the
life insurance industry. Three scenarios are presented.The third one is the
most drastic, in which life insurance companies will be replaced by major IT
businesses.Though the function of insurance protection needs to be

survived,the type of insurance business might be perished.
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The Change of German Economic Structure and the

European Debt Crisis

Naoko Hamori (University of Marketing and Distribution Sciences,
Professor, Faculty of Economics)

[Summary]

The causes of the 2010 European debt crisis can be divided into country-level
factors (related to countries that fell into a sovereign debt crisis), EU- and
eurozone-level factors, and factors on a global economy level. It goes without
saying that significant responsibility can be placed upon countries that fell
into a sovereign debt crisis, such as Greece. However, it would be erroneous
to overlook the problems at the EU- and eurozone-level, which are regional
1mbalance, the lack of fiscal restraint, the lack of a framework for transfer
payments, the absence of a central authority which oversees financial
institutions, and the lack of fiscal integration. Considering this, the
development of regional disparity is a significant problem caused by regional
imbalance within the eurozone. Although current account deficits and net
foreign debt increase in peripheral countries during debt crises, current
account surpluses and net foreign debt within the eurozone increase in core
countries, such as Germany. Transfer payments is an effective method of
resolving this issue, but core countries did not react positively to the creation
of the relevant framework, leading to the development of regional disparity
going unchecked. This was one reason for the inflow of short-term private
funds into the peripheral countries. Therefore, some responsibility for the
European debt crisis also lies with core countries, such as Germany.

Why did this development in economic disparity and the misalignment of
fiscal balances occur in the eurozone? Potential causes include the differences
between countries in terms of productivity and competitiveness, as well as
the asymmetric nature of structural reform. Structural reform relating to the
labor market and to the social security system can be particularly difficult for
citizens, and significant differences have arisen between countries in terms
of the progress of such reform. Germany — the country with the strongest
economy in the eurozone and in the EU — implemented structural reform in
the early- and mid-2000s and can be seen as the best example of a country
benefiting from the positive economic effects of structural reform. This study



investigates the reasons behind Germany’s decisive action regarding
structural reform, the content of that reform and its economic impact, the
potential structural changes in the economy, and the reason for the revival of
the German economy. The study also briefly examines the reasons why
peripheral and other eurozone countries did not implement comprehensive
structural reform in the same way as Germany, and the possibility that a
resilient German economy may refloat the stagnant economies of the
peripheral countries, stimulating the economy of the whole eurozone.

Germany took decisive action on structural reform in the early- and mid-
2000s due to the following reasons: 1) The country was suffering from serious
economic stagnation and a high unemployment rate; 2) there were forecasts
of a deterioration in the long term of its fiscal situation; 3) it was experiencing
external pressure in terms of fiscal restraint rules involving “fiscal
responsibility and a growth agreement”; and 4) there was intensifying
competition related to globalization.

The German structural reform known as the Schroder reforms had diverse
aims and varied content. Its aims were fiscal reconstruction, the
restructuring of the social security system, the improvement of industrial
competitiveness to boost exports, a reduction in the unemployment rate, and
the realization of economic growth. Its content covered a wide range of areas,
including the labor market and the social security system, the healthcare
system, and the tax and corporate systems. Reform in these areas was
implemented simultaneously.

Accordingly, Germany successfully extricated itself from the economic
stagnation that had been plaguing the country since the late 1990s. However,
this was not the only outcome of the reform, it also helped minimize the
impact on the German economy of the global economic and financial crisis
after the 2008 Lehman Shock and that of the European debt crisis in 2010.
The country was the first in the EU and eurozone to succeed in restoring its
economy to a recovering trend. Notably, Germany’s economy has been
stronger than those of other important countries in the eurozone since their
structural reform in 2010.

Next, we hypothesized AR (1) models for four variables - the unemployment
rate, the GDP, exports, and the German share of total GDP in the five major
eurozone countries — to check their potential for structural change. The
results are as follows:

1) The structural change potential relating to the unemployment rate was

high in 2005



2) The structural change potential relating to the (real) GDP was high in
2005 and 2009
3) The structural change potential relating to (real) exports was high in
2009
4) The structural change potential relating to German share of the
(nominal) eurozone GDP was high in 2010
The results of this investigation relating to the potential of structural change
gave rise to the following suggestions: First, for the unemployment rate, it is
feasible that the structural reform strategic effect spread on a relatively short
timescale and led to a reduction of the unemployment rate. Second, referring
to the GDP result, it may be reasonable to say that a certain reform effect was
seen on a relatively short timescale regarding economic growth and business
conditions. However, for exports and the German share of the eurozone GDP,
no significant structural change was seen until 2009 and 2010, and a second
structural change occurred regarding the German GDP in 2009. From these
results, it can be inferred that 1) it takes a number of years for the strategic
effect of structural reform to affect the real economy; 2) the fact that the
German economy was able to recover quickly from the damage caused by the
global economic and financial crisis and the European debt crisis may well
have been largely attributable to its decisive action on structural reform.

Incidentally, when considering the reasons for the revival of the German
economy and the country’s decisive action on structural reform, we should not
overlook the influence of political leadership and institutional factors.
Institutional factors include the characteristics of the country’s industrial
structure, its labor practices, its established research and development
system involving cooperation between industries, its universities and
government, and its use of immigrant and foreign labor.

Additionally, Germany takes full advantage of the euro — a single currency
that is weaker than its own earlier currency, the Deutsche mark — as well as
growing exports and direct overseas investment. It is conceivable that
Germany enjoys more benefits from the euro system than any of the other EU
countries. Looking ahead, we predict a possible realistic scenario of Germany
contributing to the stability of the eurozone and EU economies, not by
reducing its trade surplus and exports by raising wages, but by actively
accepting workers from the surrounding countries in the region and providing
them with employment opportunities. However, if business conditions remain
profitable in Germany, there is a possibility that an increase in domestic
consumption in line with a rise in wages will promote investment and imports,



thus reducing the trade surplus.
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A Consideration to Utilization of Trust Relationships in

Insurance Money Management

Yutaka HOSHINO (Associate Professor, University of Tsukuba)

[Summary]

For insurance beneficiaries, the insurance payment is a large sum
of money at one moment in hand, so it is not uncommon for conflicts
to arise among stakeholders concerning the management authority
of paid insurance money and the management method. As an insurer,
for it i1s obliged to pay insurance money according to insurance
contracts, it is natural to avoid paying any responsibility by paying
insurance money according to the contract. However, from the
viewpoint of how desirable insurance benefits are used, it is
reasonable to take reasonable measures on a contract basis.

1. Problems relating to insurance money management

Various discussions have been made on rational payment forms of
insurance payments, and various aspects of trust utilization are also
being discussed. As a common assumption among them, trying to
manage insurance money more rationally, insurer, who is expected
to best know the circumstances of insurance beneficiary, should be a
trustee.

However first, as the relationship of insurance money management
is different from the relationship of insurance itself, not only in
theory but also in practice, so insurers are required to have
capabilities and judgments that are significantly different from the
management of insurance relationships. And second, continuity
between insurance relationship and insurance money management
relation should bring the relationships very long time, unstable
factors may arise for maintaining a smooth relationship.

2. Cause of dispute concerning insurance management
Considering the cause of conflict concerning insurance money

management, the main cause should be (1) the absoluteness

ownership, (2) the structure of family relationships, and (3) whole



payment system of insurance money to the insurance beneficiary.

Therefore, in order to prevent disputes concerning insurance
money management beforehand, not only to design contractual
benefit payment of insurance money, but also to select a money
manager who is independent from family relationships; the trust
relationship should be the best structure in current legal or
equitable system.

3. Utilization of trust in insurance money management

To use trust relationship for insurance money management,
almost all problems this article discussed above should be resolved,
for the theoretical feature of trust relationships, as the purpose of
trust relationships should be applied to all concerning persons, and
as the details of trust relationships and the right of beneficiaries in
creating the trust relationships by the settler. It should especially
useful when the beneficiary has not ability to manage the insurance
money independently, for example infants, disabled persons, waste

habits, injured, living in remote area.

4. Future tasks of using trust relationships

The most important task of practice in using trust relationships is
to select the trustee, who should be “trusted” to manage the
insurance money for the benefit of the beneficiary. And in this
situation, it should be resolved several tasks as discussed above, so
it will be the best idea to found the public or semi-public
organization to manage the insurance money as trust property, from
insurance practitioners, lawyers, and scholars. Such idea should
be needed to found the legal systems, but it should be hoped to
resolve all problems, in which there are several inconsistent
character in each other, concerning the management of insurance
money, as not only this article, but also current insurance and trust
practice is trying to resolve.
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Application of Foreign Regulations

Prohibiting Direct Insurance

Takuya Yoshizawa (Professor, Kyoto Sangyo University)
Dai Yokomizo (Professor, Nagoya University Graduate School of Law)

[Summary]
1. Introduction

In this paper, we discuss the mandatory application of foreign regulations
prohibiting direct insurance. These regulations prohibit or restrict foreign
insurers from underwriting direct insurance contracts that cover the risk of
residents or properties in the territory.

With regard to insurance contracts, even developed countries prohibit or
restrict free cross-border trade. Regulations prohibiting direct insurance or
license regulations on insurance businesses are major means to achieve such
trade policy. Therefore, if an insurance company, licensed for insurance
business by Japanese authorities, underwrites a life insurance contract in
Japan with a foreign resident as a policyholder and an insured person, then

regulations of the foreign country which prohibit direct insurance may apply.

2. Summary of the Judgment

In general, licensed insurance companies in dJapan underwrite life
insurance contracts of insured persons who are domestic residents. These
companies rarely underwrite life insurance contracts for foreign residents,
and may do so unintentionally.

An example of this is the judgment of Tokyo District Court, decided on May
31, 2013. In this case, a Japanese citizen residing in Mexico signed a life
insurance contract with a Japanese life insurance company in Japan. She
made herself the policyholder and an insured person. Seven months later she
died in Mexico. Because the life insurance company refused to pay insurance

proceeds, the beneficiary filed a suit.



Therefore, it is possible that the underwriting of life insurance contracts in
Japan may conflict with foreign country's regulations prohibiting direct

insurance.

3. Regulations Prohibiting Direct Insurance
Japanese regulators are not concerned about insurance contracts
underwritten in Japan by Japanese insurers that insure foreign residents or
cover foreign properties because they do not conflict with regulations in Japan.
Nevertheless, because these contracts may conflict with foreign regulations
that prohibit direct insurance contracts, and because they could be invalid in
the foreign country, we should analyze such cases. Specifically, we should
consider whether to apply foreign regulations that prohibit direct insurance,
and more generally, if overriding mandatory rules of foreign countries should
be applied.

4. lllegality of Insurance

Discussions regarding the possibility of overriding mandatory rules of
foreign countries on insurance contracts have occurred over the legality of
msurable interest of non-life insurance contracts, because insurable interest
is required for insured persons of non-life insurance contracts.

For property insurance, which is a type of non-life insurance, a country’s
mandatory insurance contract law requires that only legal objects may be
covered. Therefore, when this insurance contract law is applied to property
insurance contracts, and possession of the objects is illegal by the mandatory
regulations of the location, then an insurance contract is illegal because it
does not satisfy the legal requirement of insurable interest under the
applicable insurance contract law.

A typical example of this type of case is the Iranian carpet case, where
insurance contract law determines the effectiveness of the insurance
contracts on the basis of the legality of insurable interest. Here we do not
have to consider the overriding mandatory rules of the foreign country where
the objects of property insurance contracts are located.

On the other hand, it seems that regulations prohibiting direct insurance
are more suitable as a topic of discussion for applying overriding mandatory
rules of foreign countries, because problems which cannot be solved properly

by applicable insurance contract law appear.
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5. Application of Foreign Regulations Prohibiting Direct Insurance
5.1 Application of Mandatory Provisions of Foreign Countries

Before considering the application of foreign regulations that prohibit
direct insurance, we first examined whether we are able to apply the
overriding mandatory rules of foreign countries.

As a result of our examination, we believe that there are cases where such
application should be allowed.
5.2 Application of Foreign Regulations Prohibiting Direct Insurance

Next, we examined the application of foreign regulations that prohibit
direct insurance.
5.2.1 Characterization as Mandatory Provisions

After reviewing whether regulations prohibiting direct insurance are the
overriding mandatory rules, we concluded that basically they are the
overriding mandatory rules.
5.2.2 Application of Foreign Regulations Prohibiting Direct Insurance to specific
cases
Thereafter, we examined whether foreign regulations prohibiting direct

insurance should be applied to this case. We determined that if an insurance
company who received a license for insurance business from the Japanese
authorities has concluded a life insurance contract with a foreign resident as
a policyholder and insured person, then the regulations of a foreign country
that prohibits direct insurance should be applied in some cases.
5.3 Validity of Insurance Contracts Omitting Foreign Regulations Prohibiting
Direct Insurance

Validity of an insurance contract can become problematic when foreign
regulations that prohibit direct insurance are applied. If foreign regulations
prohibiting direct insurance are to be applied, and if an insurance contract
that conflicts with foreign regulations is denied validity in the foreign country,
then the validity of the insurance contract should also be denied in a Japanese
court. In denying the validity of such insurance contracts, there is no problem
if the effect on private law (absolute invalidity or relative invalidity) in Japan
and the foreign country is the same. However, if the effect on private law in
both countries is different (absolute invalidity versus relative validity), then

Japanese courts should adopt the effect on private law in the foreign country.



