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The Religious Value of New Islamic Insurance
Transaction Leveraged by Enhanced Use of
Information and Communication Technology and
its Global Universality

—including the case of Malaysia—

Etsuaki Yoshida (Project Associate Professor, Kyoto University)

[Summary]
1. Research Motivation and Overview of the Research
1.1. Research Motivation

This research discusses the religious value that the Islamic
insurance product called "Takaful" can establish with rapid
development of information and communication technology (ICT),
taking into account the situation of its incipient practice. “Fintech”
(finance and technology), which is a generic name for financial
services businesses that make high use of ICT, is expanding
worldwide, and insurance products are also called InsurTech.

The same 1s true in the field of "Islamic finance". In this trend,
this research focuses on Islamic Insurtech and tries to grasp the
current state of practice, and examines the relationship with the
religious value of Islam that it can achieve.

1.2. Overview

First, the author will outline the basics of InsurTech and Takaful
(Islamic insurance), and then summarize the empirical results on
the current situation in Malaysia. After that, the author will
examine examples of poverty reduction schemes that can be realized
by Islamic Insurtech, and examine the proposition that Takaful
(Islamic insurance) that makes high use of ICT can contribute to the
improvement of fairness, which is a virtue of the religion. Finally,
based on the fact that such virtues of the religion are not limited to
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Islam, but are universal to us including Japanese, the author points
out that it can be applied to cases in Japan and other countries.

2. Basic Takaful and InsurTech
2.1. Basing Understanding about Islamic Finance

Islamic finance is a general term for finance that does not violate
the rules in Islam. Roughly speaking, (1) no use of interest rates in
transactions, and (2) funds are not provided to businesses that do
not follow the religion, are the salient features.

Islamic finance has already spread widely throughout the world.
Not only is it common in Islamic countries such as the Middle East
and Southeast Asia, but non-Islamic countries such as Europe
including UK, Japan and South Korea, are also positive toward
Islamic finance deals. Islamic financial insurance products are

called "Takaful".
2.2. Overview of Takaful

Ordinary insurance actually contains many elements that are
contrary to the religion of Islam. That is why the concept of Islamic
insurance can happen. Insurance transactions sometimes involve
interest rates, the gambling in which the insurance company pays to
the insured in the event of a specific case (such as death or accident),
and the ambiguity of the interpretation of the contract.

The insured in normal insurance is called "participants" in
Takaful. Unlike ordinary insurance transactions, the insurance
premiums paid by the subscribers are not owned by Takaful company,
but belong to the fund managed by it. When there are many
participants (A to D, e.g.) and one of them has an insurance payment
reason. Once the insurance money is paid, it means the other
participants (A, B, C) pay to D who is in trouble as assistance.
Helping those in need are considered to be Islamic virtue.

Looking at the Takaful market, it has been growing steadily since
its establishment in 1979, and the global market size (based on the
amount of contributions) as of 2018 is estimated to be about $46
billion.

2.3. Overview of InsurTech



"InsurTech" is very diverse in terms of actual products and
business models. As an image, based on the Internet, mobile
(smartphones, etc.), big data, artificial intelligence (Al), etc. will be
utilized depending on the case, and it will be a more technologically
advanced insurance service.

Major examples are telematics insurance, on-demand insurance,
and P2P insurance, to name just a few.

2.4. Industry Structure of InsurTech

As with other fintech industries, the practitioners of insurtech are
basically divided into two groups; existing major insurance
companies, and startup companies with high technological
capabilities. However, the relationship between the two 1s not
necessarily hostile, and it is true that cooperative relations between
the two groups are strengthening.

3. The Case of Malaysia
3.1. Malaysia as one of the top markets of Islamic Finance

In general, Islamic finance has grown rapidly in Islamic countries
such as the Middle East and Southeast Asia, as well as non-Islamic
countries such as the West, the United States, Japan and South
Korea, and has already become a global presence. Among them,
Malaysia is known as a highly developed market for Islamic finance.
The same is true for Islamic fintech.

3.2. Islamic InsurTech in Malaysia

The International Monetary Fund (IMF) report “A Flourishing
Fintech Ecosystem” (2020), which summarizes fintech in Malaysia,
provides a breakdown of fintech specific services by number of
companies (total of approximately 200). According to this, insurtech
occupies 8.1% of the whole, and it can be seen that there is a
reasonable number of insurtech companies.

However, unfortunately, at the time of the survey, we could not
identify any companies that were engaged in the Islamic Insurtech

business in a clear manner.

3.3. Discussions



Although it has not been possible to confirm a clear involvement
in the Islamic Insurtech business in Malaysia at present, efforts to
Insurtech, which can be the basis for the Islamic equivalent, were
widespread as mentioned in the previous section. The Islamic
version is expected to be provided soon as InsurTech is gradually
spreading. This view is shared by local experts as well.

4. Outlook of Islamic InsurTech in light of religious values
4.1. Economic Value Standard in Islam

As mentioned before, the most well-known feature of Islamic
finance is considered to be the prohibition of interest. But rather,
Islamic finance encourages “business” and “fairness” in terms of
finance and economy. Moreover, Islamic Insurtech also contributes
to financial inclusion and can be seen as contributing to ensuring

fairness.
4.2. Takaful as P2P Insurance

It can be said that the similarity between P2P insurance and
Takaful can be clearly seen.

Advanced ICT utilization used for P2P insurance can be a useful
business element for Takaful companies, so future collaboration is
also possible.

4.3. Combination of Takaful and Traditional Income Redistribution
System in Islam realized by ICT

Islamic Insurtech, which highly utilizes ICT, can be integrated
with another existing Islamic income redistribution system. Here,
the case of “Leveraged support of Microtakaful by crowdfunding-type
micropayment associated with Zakat payment” is proposed and
examined.

5. Wrapup
5.1. Universality Beyond Religion and Implication to Japan

The concept of poverty reduction and fairness, which helps people
in need, is a virtue found in many religions, including Christianity

and Buddhism. It is not limited to Islam. In that sense, the scheme
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mentioned above can be viewed as a part of universal finance that
can be applied anywhere in the world. The same applies to Japan,
and it would be possible to build a scheme to support victims in the
event of an earthquake for example.

5.2. Concluding Remarks

In this research, the author pursued the quest to see how the
sophistication of information and communication technology, which
has been growing, progressing and changing in recent years, will
change the religious value of Takaful (Islamic insurance).
Considering the infinite possibilities of ICT on financial
transactions, not only the ones discussed in this research but also
various and interdisciplinary analyses will enable various

considerations.
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Disability Insurance and Economic Growth

in a Depopulating Society

Hideo Noda (Professor, School of Management, Tokyo University of Science)

[Summary]

Numerous empirical studies have established the strong relationship between the
insurance sector and economic growth, including those by Sawadogo et al. (2018),
Balcilar et al. (2020), and Din et al. (2020). Very few studies, however, have theoretically
examined the impact of life insurance on economic growth. The mechanisms by which
life insurance contributes to economic growth, therefore, have yet to be understood
adequately. This paper identifies the theoretical conditions for the effective functioning
of private sector insurance from the perspective of promoting economic growth.

Life insurance is a system of providing financial protection against adverse events that
may occur during an individual’s life. What effect does the availability of private
insurance have on economic growth? We can explore this question through
macroeconomic dynamics, which provides a theoretical foundation for empirical research
on life insurance and economic growth. It is necessary to understand both the basic
conditions in which private insurance contributes to economic growth and the structure
of interdependence between economic variables in order to prescribe policies that spur
growth.

A major study by Lu and Yanagihara (2013) examines disability insurance using an
overlapping-generations model where the accumulation of human capital is the driving
force of economic growth. Disability insurance protects against a loss of income if a
person is unable to work because of illness or injury. Lu and Yanagihara’s analysis
suggests that, if the rate of time preference is sufficiently high or the efficiency of
investment in human capital, economic growth is higher when disability insurance is
provided than when it is not. Recent studies by Noda (2019) and Liu (2020) have extended
the model of Lu and Yanagihara (2013) and developed its argument further.

The studies by Lu and Yanagihara (2013), Noda (2019), and Liu (2020) ignore the
relationship between demographic trends and economic growth. Countries such as Japan,
Italy, and Greece are experiencing population decreases, the macroeconomic effects of
which are inviting growing concern (Sasaki and Hoshida, 2017; Jones, 2020). This study
examines economic growth rates based on the availability of disability insurance and

accounting for a country’s population. Additionally, the relationship between workers’



ages and productivity has recently drawn attention as an empirical research theme in labor
economics, with studies by Gobel and Zwick (2012), Ang and Madsen (2015), and
Poplawski-Ribeiro (2020). This information should be incorporated into an economic
growth model that assesses workers’ lifecycles. The models of Lu and Yanagihara (2013)
and Liu (2020) assume that productivity remains constant throughout individual lifetimes
and across generations. In contrast, this study’s model allows for a worker’s productivity
to differ between a young-age period and an old-age period, thereby yielding previously
overlooked findings. This developmental study supplements the macroeconomic
dynamics approach of the studies by Lu and Yanagihara (2013), Noda (2019), and Liu
(2020), among others.

The key results of this study can be summarized as follows: Irrespective of the
availability of disability insurance, the gross domestic product (GDP) growth rate
increases as human capital productivity in the young-age period rises. The effect of
human capital productivity in the old-age period on the GDP growth rate, however, might
vary depending on the availability of disability insurance. Without disability insurance,
an increase in human capital productivity during the old-age period results in an increase
in GDP growth. When disability insurance is available, however, an increase in human
capital productivity in the old-age period does not necessarily engender higher GDP
growth. More specifically, other factors being equal, GDP growth increases as
productivity rises when human capital productivity in the old-age period is sufficiently
low. Alternatively, if human capital productivity in the old-age period is sufficiently high,
then an increase in productivity encourages a decrease in GDP growth.

The relationship between the population of young (or old) workers and GDP growth
varies depending on whether peer effects in human capital formation are positive or
negative. If positive peer effects are dominant, then a population decrease leads to a
decline in GDP growth irrespective of whether disability insurance is available. By
contrast, if negative peer effects are dominant, then a population decrease leads to a rise
in GDP growth.

A comparison of GDP growth rates accounting for the availability of disability
insurance reveals that the level of human capital productivity during the young-age period
does not affect differences in growth rates. Human capital productivity in the old-age
period, however, is a key driver of differences in growth rates. If human capital
productivity in the old-age period is low, for instance, then GDP growth might be higher
when disability insurance is available. Additionally, the GDP growth rate based on the
availability of disability insurance varies depending on the population size of each
generation. More specifically, if a positive peer effect is dominant and the young (or old)
population is small, then the GDP growth rate is higher when disability insurance is
available. If the negative peer effect is dominant, then the GDP growth rate becomes

higher with the availability of disability insurance when a young (or old) population is



large.

The results of this study have several policy implications. The productivity of the older
generation, rather than the younger generation, should be specifically addressed when
introducing disability insurance. The introduction of disability insurance is expected to
promote economic growth if the human capital productivity of the older generation is low.
Economic growth increases as the productivity of the older generation rises after the
introduction of disability insurance. Therefore, implementing policies designed to raise
the productivity of the older generation will positively affect economic growth. When
considering the introduction of disability insurance, it is important to understand both the
population size of the young and old age groups, as well as whether peer effects in human
capital formation are positive or negative. If positive peer effects are dominant and the
population of the young (or old) generation is small, then the introduction of disability
insurance can promote economic growth. Alternatively, if negative peer effects are
dominant, then the introduction of disability insurance can bolster economic growth when
the young (or old) population is large. If negative peer effects are dominant and the young
(or old) population is small, then a foreign worker acceptance policy may be called for to
stimulate economic growth.
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Recent changes in household behavior concerning
financial assets and liabilities and impact on
demand for insurance

—Intergenerational disparities in asset holdings and
demand for insurance—

Takuya Kikkawa
(Associate Professor, Faculty of Business, Marketing and
Distribution, Nakamura Gakuen University)

Summary

1. Recent trends in Japanese households’ financial asset
holdings

In recent years, with policies and other measures being
implemented to promote the intergenerational transfer of assets and
a change from savings to investment behaviors, changes in financial
behavior with respect to how Japanese households make decisions
on financial assets have been received attention. Considering the
breakdown of total financial assets held by households in the Flow
of Funds Accounts (fiscal year data) during 2004-2019 (the most
recent data), the proportion of “equity and investment fund shares”
has increased from 11.7% in 2004 to 15.6% in 2017 because of the
increasing stock price, but fell to 12.0% in 2019. This change can
simply be attributed to market factors. During this period, the share
of “time and savings deposits” declined from 30% to 22.6% because
of low interest rates, whereas the share of “currency and
transferable deposits” increased from 21% to 31.7%. At the same
time, the share of “insurance, pensions, and standardized
guarantees” declined slightly from 28.2% in 2004 to 26% in 2019.

In these trends in the breakdown of household assets, we
particularly focus on to the factors causing changes in the holdings
of insurance and pensions. Moreover, pensions in the Flow of Funds
data include only private pensions and exclude public pensions.

2. Characteristics of financial assets and households’ financial
asset preferences



The analysis focuses on financial assets’ characteristics. Many
financial assets are characterized by qualities, such as safety,
liquidity, and profitability. Safety means a preference for safe assets
(risk-free assets), such as time and savings deposits, which are based
on a certain returns and the preservation of principal. Moreover,
assets with a high but uncertain potential for profitability, such as
equities and investment funds, are called risk assets. In addition,
assets that can be easily converted into cash, such as transferable
deposits, are called liquid assets.

In addition to these characteristics, we consider the
characteristic of protection found in financial assets, such as
insurance and pensions. Households select each type of financial
asset in line with their desire for the various characteristics of these
financial assets. Therefore, the approach for consumer theory
assuming that consumers (households) have a demand (preference)
for wealth (financial assets) based on characteristics is termed the
characteristics demand approach (Lancastrian approach).

The characteristics demand approach was first proposed in “A
New Approach to Consumer Theory” (Lancaster [1966]). Here,
characteristics are not the particular financial asset characteristics
such as risk and return but the wvarious aforementioned
characteristics that are inherent in financial assets selected by

consumers.

With regard to changes in households’ financial asset preferences,

» o«

in addition to “safety,” “profitability,” and “liquidity,” which have
been noted in prior research on the characteristic demand approach,
we have extracted the characteristic that can be interpreted as a
“guarantee (of future income),” which is correlated with insurance.
Focusing on this characteristic, we analyzed the change in household

demand for financial assets with characteristics of insurance.

3. Changes in demand for financial assets by using the
characteristics demand approach

From our analysis using the characteristics demand approach,
we can measure the substitutability and complementarity of these
characteristics and among the financial assets. Regarding the



change in the breakdown of households’ financial assets since 2000,
the graph of the changes in the data shows a decline in the share of
time and savings deposits and an equivalent increase in the share of
equities and investment funds since 2004. This finding suggests that
equities and investment funds have been substituted for time and
savings deposits. However, the results of the analysis using the
characteristics demand approach indicate private pensions and
investment funds are substitutes for time and savings deposits,
whereas private pensions and the like are substitutes to insurance
(kikkawa [2016]).

4. Intergenerational disparities in asset holdings and demand for
insurance

Intergenerational disparities in asset holdings have previously
been noted, and data based on the head of household’s age group in
the National Survey of Family Income and Expenditure and other
statistical reports reveal that the concentration of household assets
is skewing toward elderly households, whereas households with
people in their 30s and younger have a very high proportion of liquid
assets, which suggests that the returns from their total financial
assets are lower than those of elderly households. This finding shows
that intergenerational disparities in household asset holdings has

been widening in recent years.

However, this observation does not necessarily indicate that
characteristics demand has changed from safety (time and savings
deposits) to profitability (equities and investment funds). It may
reflect a change in demand for insurance assets, which has the

characteristic of protecting future income.
5. Annuities and old-age retirement security

The June 2019 Report of the Financial System Council’s Working
Group on Financial Markets, “Asset Formation and Management in
an Aging Society,” noted, that “A life plan that relies only on the
public pension system could result in a shortfall in funds, so it is
important to have a diversified asset portfolio over the long term,”
thereby indicating that the asset shortfall would be 20 million yen
in an age of 100 year+ life spans (Nihon Keizai Shimbun, June 3).



We expect that consistent with the “Asset Formation and
Management in an Aging Society,” households will reveal an
increased interest in insurance and private pensions. The data on
total financial assets in the Flow of Funds Accounts seem to indicate
that such changes in household behavior concerning asset

preferences are already underway.
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Rationality and Validity of Gender Classification

in Life Insurance Calculation

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

[ Summary]
The purpose of this article is to reexamine the rationality and
adequacy of gender categories in insurance premium calculation.

1. Gender classification in lost profit calculation
Gender classification has been commonly adopted as a
classification indicator in many fields and situations, including life
insurance. However, at present and in the future, there may be clear
doubts about the adequacy of legal and social relationships as a
result of gender classification. Therefore, it is necessary to
reexamine the rationality and wvalidity of using the gender
classification as an index for calculating insurance premiums. And
in this examination, as a system that requires rational forecasting
in the future as well, it should be better to compare the benefits
standard for calculating lost profits in the case of torts, and

compensation for industrial accidents by the government to victims.

2. Gender classification in the worker compensation standard
From the trends in court cases of torts concerning the calculation
of lost profits, the following facts became clear.

(1) Regarding the gender classification for calculating lost profits,
there is a clear difference in the average wages by gender, so it is
easy to call for criticism that there is a suspicion that it is against
gender equality. However, the court is trying to make amendments
so that the allowable amount falls within a reasonable range
through the calculation of other expense items, such as awards.

(2) Even if we consider the difference in gender-based wages to
be a problem, it is not possible to conclude that it is logical that the

average wage of men and women should be used as a reasonable



method of calculating average wages. Furthermore, such an
argument does not justify the conclusion that the average wages of
boys, which can lead to higher calculation results, should be applied.

(3) The statistics of average wages used in the calculation of lost
profits are clearly created based on past wage performance.
Therefore, it is necessary to reconsider whether it is theoretically
appropriate in the first place to calculate the income that should
have been obtained by the victim in the case that is currently
occurring, based on past performance.

On the other hand, regarding the workers' compensation benefits,
the Kyoto District Court ruled unconstitutionally in 2010, and the
system has been amended. This is because unlike the case of lost
profits, there is no other consideration factor that corrects the
gender gap, and the labor compensation benefit standard is the only
standard, so the gender-related gap 1is a violation of the
Constitution. In addition, the court is generally concerned about
the difference in the sense of men and women from the distribution
of the employment status by occupation according to the profession
It is accepted as a theory. Therefore, it should be pointed out that
the court may have failed to determine that it was a violation of the
Constitution based on the same argument.

3. Gender classification in life insurance contracts
At present, insurance practice recognizes that the physical health
condition and life expectancy to focus on in a life insurance contract
are determined solely by the physical condition. Therefore, even if
the insured legally changes gender by intention, the standard for
calculating premiums will not change during the contract unless
there is a significant physical change. However, depending on the
way of thinking about diversity regarding gender, it is sufficiently
predictable that gender may be changed including physical changes.
If life insurance is positioned as a part of mutual assistance for
social services or society as a whole, it is necessary to consider the
following three points regarding future system design regarding
gender classification in insurance premium calculation.
(1) Even if there is a gender-based disparity and criticism against
it, if there are other factors that correct the problems caused by
such a disparity, the conclusion should be drawn that the gender



classification is reasonable and relevant, as many people consider
such criteria valid. Therefore, if it is clear that factors other than
gender and age also affect life expectancy in calculating insurance
premiums, the same shall be clearly stated in the contract, and
various factors may be taken into account when calculating
insurance premiums. It should be shown that this is the result of
comprehensive consideration.

(2) The constitutional theory of equality regarding gender
classification tends to attract social attention. However, it is
characterized by not having a theoretical necessity for what
concrete results should be. Therefore, if the contract should not be
classified by gender, the rationality of contractual treatment needs
to be discussed further. Stated another way, being equal with
respect to gender does not mean that problems will not arise, and
that there is more rationality and justification for the situation as
a result of equality in gender.

(3) The various statistical information used in life insurance is
basically based on past performance, as is the income statistics used
to calculate lost profits. Therefore, it is necessary to carry out a
theoretical verification again on how it can be used for future
prediction. Under the circumstances that unknown diseases occur
or various environmental changes that could not be predicted from
the conventional technology level occur rapidly, it should be unclear
that "rational" prediction calculated from statistics based on past
performance is valid or not. Therefore, regarding the future life
insurance system, 1t 1s necessary and beneficial to pursue
rationality and adequacy from a theoretical perspective, as well as

further accumulation of practical experience and achievements.

END
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Improvement of Public-sector Health Security by
Use of Private Insurance Schemes

—Medi-Cal and Managed Care in California State—

KATO, Mihoko
(Professor, Faculty of Economics, Kagawa University)

[Summary]

The purpose of this research is to analyze the expansion of Medi-
Cal, which is the Medicaid program in California State, in order to
examine the role of Medicaid programs, which is the essential part
of safety-net in the United States. Medicaid programs, separately
established and operated by each State government with federal aid,
are the medical assistance for the poor, the disabled, and the aged.

In California State the expansion of Medi-Cal is realized with the
full-scale introduction and development of the managed care system.
Under the 2010 Obama Health Reform Act, as one of the strategy to
strengthen the safety-net, the eligibility criterions became more
generous, which is called “Medicaid Expansion”, and the amount of
the federal aids also were increased for the cost of “Medicaid
Expansion”. But the political decision and the ability of State and
Local governments are essential for the “Medicaid Expansion” in
each State and local communities.

In California State, the “Medicaid Expansion” and the increased
federal aids are used for the acceleration of Medi-Cal reform.
Saying from a different angle, “Medicaid Expansion” of the Obama
Health Reform can be realized in California because it is developed
on the context of the previously developing Medi-Cal reform. The
Medi-Cal reform, accelerated by the federal “Medicaid Expansion”
policy, is the full-scale introduction and development of the
managed care system.

The payment systems of Medicaid are Managed Care method and
Fee-for-Service method. At Fee-for-Service method, State
government pay directly to the health service provider for each
health service, consumed by Medicaid beneficiary. At Managed Care

method, State government contract with Managed Care plans for



the package of health services and the flat insurance fee for each
Medicaid enrollee. And Managed Care plans build the health service
providers networks in order to prepare the contracted package of
health services. Basically, Medicaid beneficiaries enrolled in
Managed Care plans will get health service under the networks.

In this report on the California’s Medical expansion and
development, I will put the focus on two points. One is the cost
containment effect on the health expenditure explosion and second
is the building or reorganizing of the health service provider
networks in the rural areas. Under the Managed Care system,
Managed Care plans with the flat insurance fee can increase the
profits by depressing the medical service demand with preventive
care and medical examination. Such principle will improve the
health condition in the local communities, and depress the cost of
welfare policy. Furthermore, the health service provider networks
under the Managed Care plans become the essential part of the
social infrastructure in the rural counties.

In California State, the introduction and development of
Managed Care system began in the urban counties (Los Angeles,
San Francisco, etc.) and, under Obama Health reform and the
increased federal aids, Managed Care systems pervaded into the
rural counties.

In California, because of area variation of economic and social
conditions, each county government can choose from a variety of six
models of Medi-Cal Managed Care model (Geographic Managed
Care model, Two-plan model, County-organize Health System
model, Regional model, Imperial model, and San Benito model)
For example, at the Geographic Managed Care model, many
private managed care plans contract with the State government and
Medi-Cal beneficiaries can select from them. At the Two-plan model,
two managed care plans contract with the State government; one is
the Local Initiative, which is established by the County government
and should include the public hospitals and clinics for poor people
under the network of health service providers; another is the
private managed care plan. Medi-Cal beneficiaries can select from
two managed care plans.

The health service quality oversight schemes are much different
between Fee-for- service method and Managed care method. Under



the Fee-for- service method, State government directly inspect each
health care providers (hospitals and clinics, etc.) under the State
health service quality standards. On the other hand, under the
Managed care method, State government directly inspect managed
care plans and managed care plans oversight health service
providers under the manual of the managed care plan, which is
based on the State health service quality standards.

Furthermore the devices for the sustainability for Medi-Cal
managed care method is very interesting. High cost health services
(Long-term care facilities, mental health, and drug-related service,
etc.) are excluded from the managed care contracts and covered
under the Fee-for-service method or public programs by Local
governments.

In California State, since 1990’s Medi-Cal managed care method
began to be introduced and developed among the urban counties,
and under the Obama health reform, it prevailed among the rural
counties. In rural prevailing process, the private Managed care
plans, which have the know-how for building their health service
network through the participants in Medi-Cal in the urban counties.

The leading reforms with Managed care method in urban counties
has the effect of “Laboratory” for the rural counties, and this
California’s Medi-Cal Managed care method prevailing process
becomes the “Laboratory” reform model in the United States.
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Comprehensive study on the information content
of Embedded Value

—Focusing on the ability to predict future earnings—

TSUKAHARA, Makoto(Teikyo University)
NISHIYAMA Kazuhiro(Teikyo University)
NAKAMURA Ryosuke(University of Tsukuba)

[Summary]

The purpose of this study is to investigate the perceptions and role
of Embedded Value (EV), which is voluntary disclosure information

in life insurance companies.

The findings of this study are as follows. First, firms disclose EVs in
order to show future profit information. Second, the incremental
information for the statutory accounts, as presented by EV, is
information derived from the present value of future shareholders’
cash flows from the in-force covered business contracts. However,
the actual explanatory power of life insurance companies for future
earnings is limited. Third, EV represents "the present value of the
company's future profits under existing contracts." Therefore, EV is useful
for both external reporting purposes and internal management

purposes.
1. Introduction

EV contains information on future earnings that is not on-balance
sheet in the statutory accounts and is positioned as a supplement to
the financial accounting information.

Prior studies have confirmed the value relevance of EV. However, it
is not fully known whether EVs are indicative of the actual future

earnings of the disclosing firm.

In this study, we tried to clarify the information content expected by
the disclosing company for the information and to compare the
information content independently provided by the calculated EV
with the legally disclosed information.



2. Pioneer Research

We categorize previous research on EVs as follows. (1) value
relevance research, (2) usefulness in mitigating information
asymmetry and risk assessment, and (3) characteristics of EV
disclosure firms. (4) The issue of EV disclosure.

3. Characteristics of EV Disclosure Companies 1: Based on
Empirical Research

In this section, we explore the economic characteristics of EV
disclosure firms through an empirical study using archival data. The
results of the analysis show that firms with larger total solvency
margins and smaller accounting reported earnings are more likely

to disclose EV, which supports the hypothesis we set.

Thus, based on the information required in statutory accounting,
companies that perceive that their operating and financial positions
are not properly valued voluntarily report EV. This suggests that
companies try to eliminate information asymmetry through the
disclosure.

4. Economic characteristics of EV disclosure companies 2: Based
on a survey

Since EV represents a firm's net worth on an economic value basis,
it 1s considered to be closely related to the market value, which is
the present value of the firm's future profit information. However, it
is a fact that there is a large discrepancy between stock prices and
EV in Japanese companies. Therefore, we conducted a questionnaire
survey of life insurance companies listed on the Japanese stock
market to confirm the position of EV in Japanese companies.

The results of the study showed that listed Japanese life insurance
companies viewed EVs as an approximation to their stock market
capitalization.

5. Ability to predict future earnings of EV

In this section, we compare EV and liability information under
statutory accounting in order to clarify the nature of the "forward-
looking information" presented by EV and how it can supplement



existing financial accounting information.

The results show that the uniqueness of EV as a "future profit
forecasting capability" exists in the present value of in-force

business.
6. Summary of Research

In this section, we present conclusions on "the perception of EVs
on the part of companies", "the unique information content of EVs"
and "the ability of EVs to predict future earnings and how to use
them".

EVs are understood by companies to represent "future profit
information" and their own incremental information content is found
in "in-force value". However, since EV do not reflect future contracts
and future earnings are leveled out over a very long period of time,
EV only partially show future earnings.

EV indicates the present value of the lower limit of future earnings
earned by a company and has acquired usefulness in measuring the
success or failure of management activities up to the reporting point.
In this sense, we conclude that the information is useful for both

external reporting purposes and internal management purposes.
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Advanced Medical Treatment and Termination due
to serious reasons

—Focusing on the Cataract surgery insurance
coverage—

Yukihiro SASAMOTO
(Professor, Faculty of Law, Kansai University)

[Summary]

In this article, we discuss the so-called advanced medical care
rider or advanced medical care insurance (hereinafter referred to as
"advanced medical care rider" because the number of riders sold as
rider is overwhelmingly greater than those sold as a stand-alone
rider), which covers advanced medical care in medical insurance,
and discuss the recent increase in the number of cataract operations.
In this case, the author examined the legal issues involved in
claiming benefits under a special clause on advanced medical
treatment for lens reconstruction using a multifocal intraocular lens.

The main purpose of this article is to examine and consider the
questions that the author felt when he was repeatedly involved in
this issue at the nonpayment review committee of a life insurance
company, where he has been involved as an external member for
about 10 years, and to throw the suggestions that he got from this
examination as a stone to the academic and insurance practice
communities.

My assumption was that more and more people would sign up for
medical insurance before visiting an ophthalmologist for eye
problems so that they would not have to worry about the cost of
cataracts caused by aging, even if they were to be diagnosed with a
definite diagnosis. I had no idea about the pattern of cases I would
encounter afterwards.

It is precisely this latter pattern of cases that this paper will
primarily focus on.

It is one in which there is an attempt to purchase a medical
insurance policy with multiple advanced medical care riders for a

short period of time in a concentrated manner prior to receiving a



diagnosis of ophthalmology, and to obtain the total benefit of the
advanced medical care rider from the fixed benefit nature of the
rider in the event of a diagnosis of cataracts after enrollment.

There seem to be two possible problems with this case, which is
the subject of this paper. Assuming, of course, that there are no
circumstances under which a breach of the duty to notify or the onset
of illness before the onset of liability would apply, the first is the
propriety of obtaining or attempting to obtain the total benefits from
the accumulation of such an advanced medical care rider, and the
second is that if a clear distinction between the pros and cons of the
first is not possible, what is the right and the wrong? The question
is how it should be handled.

The documents and information available to me regarding this
issue reveal the reality that most life insurance companies have
faced this problem over the past few years and in many cases have
attempted to terminate it in one form or another, or they have been
targeted so much for benefits that they have become unprofitable,
and some life insurance companies have decided to exclude cataracts
from the advanced care rider, or are considering doing so.

In this paper, we discuss cataracts, a condition that can occur to
anyone, especially to the elderly, by an insured who, after
purchasing a short-term, intensive medical insurance policy with an
advanced medical rider that covers lens reconstruction using a
multifocal intraocular lens, which is considered an advanced medical
treatment, 1s examined by an ophthalmologist and actually
diagnosed with cataracts and undergoes aforementioned surgery.
With respect to the legal evaluation of a claim for benefits based on
that accumulated policy, the way one life insurance company
responded to the legal assessment of a claim for benefits based on
that accumulated policy (in fact, each company usually does), the
way one life insurance company responded to a major cause release
based on the third cause (which is actually the usual practice), and
the logical structure of the opinion of the attorney in charge, which
seems to be a strong source of I have critically examined the relevant
court cases and the doctrine of termination for serious reasons based
on the third cause.

As a result, I have come to the conclusion that, in my opinion, the
current response can only be legally unpersuasive and is a rather



undesirable means of refusing payment.

Of course, termination of a claim for serious reasons is an
exemption for the insurer. In particular, if the insurer suspects a
breach of the duty to notify but cannot prove it even after
investigation, the special provision of no causal relationship will
apply to the termination due to breach of the duty to notify, and
therefore the insurer will not be exempted from liability for
cataracts etc. even if there is a breach of the duty to notify for other
diseases etc. In that case, the insurer would have no choice but to
pay for the surgery and terminate the policy because the special
provision of no causal relationship would apply to the cataract
surgery. By comparison, if the policy i1s terminated for serious
reasons, there is no special provision for the absence of a causal
relationship, which is a very important weapon in the event that the
insurer suspects the possibility of a fraudulent claim.

Therefore, it is not unusual for an insurer to suspect the
possibility of fraudulent claims when the insurer decides, as
discussed in this article, that the total amount of money insured is
excessive due to the fact of short-term and intensive enrollment. In
addition, it 1s understandable that the insurer would want to
terminate the claim for a serious reason when, despite the fact that
the insurer has investigated, it could not obtain sufficient evidence
to pursue a breach of the duty of notification or a disease before the
onset of liability, but it still has a suspicion of fraudulent claims.

However, as we have examined so far, (1) the reality of the sale of
medical insurance with an advanced medical care rider that permits
the sale of lens reconstruction using a multifocal intraocular lens for
cataracts, (2) the fact that other companies' subscription status at
the time of notification is not a matter of notification, and (3) the
fact that the insurance is not an actual loss compensation type
insurance, but rather an actual loss compensation type insurance.
As a fixed benefit insurance product, it 1is theoretically
accumulative; (4) the advanced medical care rider is not subject to
the policy registration system; (5) termination for serious reasons
should be judged on the basis of whether there has been a breach of
fiduciary duty; and (6) there has already been an explosive increase
in claims for LASIK surgery in the past. In light of the industry's
experience in dealing with the revision of policy terms and



conditions for the first time, and in light of the fact that the industry
has experience in revising policy terms and conditions for the first
time, it is not reasonable to allow nonpayment of benefits, at least
in the form of a termination for a serious reason based on the third
reason, unless the fraudulent claim can be proven.

Therefore, I think the only way to deal with this issue is to take
measures to exclude coverage for diseases and conditions that are
almost certain to happen to anyone in the future, such as cataracts,
by revising the policy clauses, or to clearly stipulate that
accumulation is not allowed, or to stipulate in the policy clauses that
even if accumulation is allowed, up to a total number of insurance
companies are allowed, or up to a total number of policies are
allowed, in a restrictive way.

If the value judgments of the nature of the policy suggest that
medical insurance with an advanced medical care rider should not
be viewed as a financial product, and the harm is that it will give
those already diagnosed with cataracts an incentive to get rich by
somehow getting through a breach of the notice requirement and the
onset of the disease before liability begins, then the short-term With
the fact of intensive enrollment and the fact that the total amount
of insurance coverage 1s excessive, it may be possible to give an
exceptionally high level of legal evaluation and determine that there
is a risk of causing a situation contrary to the purpose of the
insurance system.

However, since this seems to be a very poor logical structure, the
only way to solve the problem is to make some kind of revision of the
policy terms and conditions and to settle the problem by stipulating
the policy terms and conditions in a straightforward manner without
relying on interpretation.

I would like to note that it would be a fortuitous thing for me, as
an attempt to raise the issue, if the discussion in this paper and the
development of my personal views lead to further discussions on this

issue and if a more satisfactory solution is found.
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Quantitative Analysis on Anxiety about Post-
Retirement Living Expenses and Poverty of Senior
People

Tadayoshi Otsuka (Professor, Graduate School of Accountancy)

[Summary]

As Japan faces unprecedented changes in the social structure, the
majority of citizens feel uncertain about their retirement life. The
biggest reason of this uncertainty is financials, 1.e. the government
pension is simply not enough to pay all expenses of retirement life.

The purpose of this study is to quantitatively reveal the fact that
many people are worried about living expenses in their retirement
life. In order to quantify people’s anxiety about post-retirement
financials, I focus on objective information obtained by other means
than public survey, which includes: chronological change of senior’s
wealth at future ages, probability of asset depletion during lifetime,
and the considerable inequality in retirement life.

Then I conduct my analysis based on the above indicators. As the
indicators of the probability of asset depletion during lifetime, I
present two concepts: the financial life expectancy and the ratio of
households with zero savings. As for the indicator of sizable
inequality in retirement life, I use Gini coefficient related to wealth
instead of income.

The financial life expectancy at age x is defined as the number of
years whereby “savings balance at age x + balance of household
income and expenditure x the number of years” becomes zero. In
other words, the financial life expectancy represents the number of
years until when you cannot pay the full cost of living. If your
financial life expectancy is shorter than the average life expectancy,
you have to cut back on spending considerably, or otherwise go
bankrupt.

The post-retirement financial life expectancy depends on how
much you save until the retirement as well as how much you receive
from the public pension which is the main income of post-retirement
life. Both largely depend on the type of employment during one’s
career.

— 55 —



As a result, the employment type during one’s career life is a key
category for the analysis when calculating the saving balance at the
time of retirement and the post-retirement financial life expectancy.
Status of saving and public pension receivables also vary depending
on household type, e.g. single, married, with or without children,
etc., which I also take into consideration in my analysis.

At the same time, I calculate Gini coefficient to measure the
inequality/disparity in retirement life. The Gini coefficient is
generally used to measure the status of income distribution
(hereafter “income Gini coefficient”). However, since the main
income for the majority of retired people is pension, the income Gini
coefficient cannot properly represent the real status of inequality in
retirement life. Instead of the income Gini coefficient, Gini
coefficient based on current savings (hereafter “wealth Gini
coefficient”) is more appropriate for the purpose because the current
saving is the financial source of retirement life.

Under the study, I presented senior people’s wealth according to
their pre-retirement employment type and estimated Gini coefficient,
as a result of which I obtained the following observation regarding:
households with zero savings, financial life expectancy, and the
wealth Gini coefficient.

As at each attained age of 80 and 90, about 20% of households
categorized according to pre-retirement employment type are
assumed to end up with zero savings. This is consistent with the
survey of the Japan Institute of Life Insurance’s in 2016, which
reported that slightly more than 20% of respondents were extremely
concerned about their retirement life.

Another survey by the Japan Association for Financial Planners
in 2017 shows that the majority of non-regular employees, i.e. 84.7%
of contract workers/temporary staff and 80.8% of part-time workers,
are worried about their retirement life, which coincides with the
above result that non-regular employees are more likely to end up
with zero savings.

On the other hand, while public surveys in general show that the
ratio of households with zero savings is mostly flat among different
ages or rather decreases in older ages, this study, which uses by-
employment type and by-household type simulations, shows an
increasing ratio of households with zero-savings as the age advances.



The difference is explained by the fact that while public statistics
represents a current status of each age as at one point of timing
when the survey was conducted, this study simulates the status
based on household income/expenditure categorized by the
employment type during career ages, which forecasts the financial
status at future ages into their retirement life.

Most of the households that end up with zero savings are non-
regular employees (part-timers and temp staff). Especially, single
mothers will end up with zero savings even if they are regular
employees (as they are blue-collar workers).

Reasons for ending up with zero savings are low incomes
throughout the career life, which makes it difficult to save enough
for retirement, as well as small public pension receivables that
forces withdrawing more from already insufficient savings.

Not only part-time workers for whom the national pension is the
only source of post-retirement income but also temp-staff workers
who can receive more substantial employee’s pension will end up
with zero savings. This shows the impact of inability to save enough
for retirement due to low income during one’s career is the more
important factor than the size of public pension. This is also
assumable by the fact that self-employed people like business
owners and farmers/fishery workers won’t end up with zero savings
despite that they are also under the national pension plan.

Still, according to JILI’s survey on retirement life in 2016, more
than 80% of people answered that public pension won’t be enough.
This percentage is far larger than the percentage of those who
answered “I cannot save enough to be prepared for retirement” or
“retirement allowance and corporate pension are not enough to cover
my retirement life.” This means many people feel that insufficient
public pension is a threat to their retirement life, but in reality there
are other factors causing bigger impact.

Under the same JILI survey in the above, including those who
answered “a little concerned,” more than 80% are concerned about
retirement life. Considering that this study shows more than 80% of
households have longer financial life expectancy than their
biological life expectancy, the JILI survey result looks a bit too
pessimistic compared to the real status. I believe this gap is

explained by the sizable Gini coefficient, i.e. economic inequality



which is supposed to be one of the reasons why people’s anxiety is
amplified.

The wealth Gini coefficient that includes negative assets will
increase as age advances. At age 70, it exceeds 0.4 which is the
caution line to watch for inequality. At age 90, it exceeds 0.5 which
is the level that requires corrective actions.

Also, the wealth Gini coefficient is greater than the income Gini
coefficient, and the deviation becomes larger as age advances. This
demonstrates that people with less wealth will withdraw more from
their assets. The increase rate in wealth Gini coefficient is largest
between age 60 and 70, followed by 70 to 80. For self-employed
households, the increase rate is even bigger as business income
continues coming in until 75, the retirement age.

Contrary to the above simulation, the wealth Gini coefficient
based on the public data remains flat or even decreases as age
advances. This is because the Gini coefficient calculated based on
the public date represents the current status of each age at the
point of the survey, just as the case of the zero-saving household
ratio.

On the other hand, the simulation under this study represents the
assumed growth of wealth inequality that will happen in the future
when people get older and reach certain ages. The gap indicates
that with the conventional approach of using stats of current by-
class household savings as the source data, it is difficult to simulate
the future status.

In order to simulate the future status of household financials and
size of inequality, you should take the approach of first assuming
future employment status/household attributes, then using them as
the base of simulations. Changes in current by-class household
savings are mere results of changes in employment status and
household attributes, which in itself shouldn’t’ be the basis of the

simulation.
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The Value Based Banking in Japan
: Approach from Cost Inefficiency

Shinya Minegishi
(Professor, Department of Management, Chukyo University)
Kiyoshi Hasegawa

(Chief Researcher, Regional Financial Laboratory)

[Summary]

This paper focuses on the approach by financial institutions pursuing
not short-range profit but long-range value improvement in each society, the
movement over the social finance in 1990s. And, we try to understand the
current situation and some issues.

The global financial crisis after the Lehman Shock in 1989 brought out
the too much risk-taking behavior by Wall Street Finance into the open. In
contrast, the importance of small sized banks and financial institutions,
which offer the community-based services and work on the community
problems such as the SDGs and ESG investment, are re-acknowledged.

New common concept by financial institutions working passionately on
SDGs and ESG investment/loan, are drawn attention as “Banking on Values”.
We, therefore, try to consider these efforts. Most of all financial institutions
in Japan, especially regional one, set out the long-term benefits as the first
priority goal more or less. So, it is difficult to believe that all institutions put
great effort into it although the word “SDGs” and “ESG” are shown on their
web site.

Therefore, this paper uses the value of cost inefficiency as one of the
objective figures about the long-term investment. For taking the value

improvement of community, it is essential for financial institutions to take



plenty of effort and time into the seemingly reckless attempt. Its effort may
rise firstly as the increase of cost to the surface. However, all financial
institutions have different size, and it is impossible to assess the effectiveness
of their management policy only with the size of total cost. Therefore, this
paper re-defines the divergence between the quantitative minimum total cost
and the actual total cost as the long-term effort and time for community, and
discusses them.

However, the question is still remained about the value of this
divergence, whether it is truly used for the long-term value improvement in
community because the use of funds cannot be cleared in the financial
statement data. Eventually, it is controlled by each manager and the
corporate governance from stakeholders. In this paper, we try to check out
affirmative about the excess value of expenses through having interview in
person,

In consequence of the measurement of cost inefficiency, it is shown that
large sized and scaled transaction financial institutions tend to have a high
value of cost inefficiency (divergence between theoretical value and actual
value), and to take efforts in a long view. From the interviews with some
credit associations, however, regardless of the small size and transaction
institutions, we could find that some cooperative financial institutions
eagerly take regional improvement to the extent possible. Needless to say, as
each community has different business condition and population structure,
each manager must figure out the way of community development (and
expenditure of the financial institutions). However, we could tentative
conclude that NOT all time-consuming efforts are simple waste, and it should
be rather preferable.

In addition, even credit associations and cooperatives are same group,
mutual financial institutions, it was found that these have different trend in
the distribution of cost inefficiency. It is not about the size of inefficiency, but

about the point that regional group credit cooperatives (without business



group cooperatives and occupational group cooperatives) have the large
variance in the cost inefficiency distribution. As the main difference between
credit associations and cooperatives is the amount of fund and the size of
business area, it is argued that credit cooperatives strongly follow the
economic condition of their community, and that they are clearly affected by
the impact of their local economy.

This research found the ordinary result that regional financial
institutions such as cooperative institutions operate business following
faithfully the needs in their community, from both qualitative method and
quantitative one. It was, however, recognized the important concept, about
which many financial institutions tend to forget in the busy day-to-day
activities. It is, that the factors of the economic success in community are
completely different in each area, and that financial institutions must keep
making efforts to find the big success with the strong consciousness (to do
hard work for the community). Not only financial institutions but also the
other groups (government, firms and inhabitants) in the community need to
keep off to follow the success examples from other community. The local
government and local inhabitants also must be prepared for struggling to find
their ‘original’ best practice by themselves.

Due to Covid-19, world economy including Japanese economy will get
in severe stage certainly for certain future years. In order to keep our regional
community, each and every person need to change our mind, from the short-
term profit in each to the long-term sustainment of community and
environment.

There are some problems in this paper. Firstly, it is that the number of
our interviews is small. Credit associations, which we had interview with,
may happen to be eager into the regional improvement (as the long-term
benefit). Secondly, as the technical issue, it is still remaining that the value
as cost divergence (inefficiency) include not only assessable effort but also real

waste.



This paper is structured as follows. Chapter 2 follows the movement of
SDGs and VBBs as the background, chapter 3 discusses the cost inefficiency
in banking industry as the long-term benefits, chapter 4 considers the

interview with financial institutions about the community development, and

chapter 5 is conclusion.
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Financing and role of financial institutions at start-up and

growth period in transfer oriented country

Through the case of private enterprise finance and SMEs in Vietham

Akio Fukushima
(Visiting Researcher, The Institute for Economic Studies, Seijo University)
Hirotada Komatsu(Senior Manager, PwC Consulting LLC)

[Summary]
0. Introduction

Since the 2000s, the comparative institutional analysis (CIA) shows the effects
and comparisons caused by the difference in financial systems (indirect
financial advantage/direct financial advantage) on the economic growth of
developed countries, developing countries, and developing countries Legal
research is also taken into consideration and utilized.

So far, | have conducted comparative institutional research in accordance with
this theoretical framework.

In this research, we will further deepen the research and study on the current
situation and issues of financing in the process of entrepreneurship and growth
of Viethamese small and medium enterprises with remarkable economic
development.

Specifically, we will investigate, understand, and consider the actual situation
of how financing for entrepreneurship, growth, and development is carried out.
On the other hand, we will also conduct a fact-finding survey to find out what
new financial channels for SME finance are and what role they play.

Recently, the Socialist Republic of Vietnam is drawing attention as a new
growth center for the world economy. Originally a socialist country, a transitional
state nation, Vietham, which transitioned to a mixed economic system by
introducing a market-based economic system, founded that private enterprises
were founded under the Doi moi policy. Since then, it is difficult to raise funds for
entrepreneurship, growth and development.

Since adopting the “Doi Moi Policy”, Vietham has undergone major changes
in its financial system. The purpose of this study is also to present the ideal
financial system that contributes to economic development in developing



economies. Laos and Myanmar, which joined ASEAN in the 1990s after
Vietnam, are also socialist countries. In these transfer oriented countries, the
analysis of the factors of the financial system in Vietnam's economic growth,
which is a precedent case, will greatly contribute to future regional
development.

1. Overview of the Vietnamese financial system

When considering SME finance in Vietham, the most notable point is that
Vietnam is a socialist country. Both companies and the financial system that
supports them have been adopted since the introduction of the market-based
economic system in recent years, and it is only a few days since they were
created.

Vietnam introduced the market economy clearly because it adopted the “Doi
Moi Policy” in 1986. After 1992, direct investment from developed countries
began to enter, and in the mid 2000s, direct investment began in earnest.

The change in the financial system under Doi Moi policy is the biggest change
in the system. Prior to that, the National Bank of Vietham, which was the central
bank, also used as a commercial bank to build a system to carry out a socialist
economy with the "monobank system. It had an institutional structure to carry out
the socialist economy. And then, starting with the separation of the commercial
banking function from the central bank in 1988, a permit to enter the banking
industry and a private stock bank called Joint Stock Bank were also established.
Starting with the separation of the commercial banking function from the central
bank in 1988, a permit to enter the banking industry and a private stock bank
called Joint Stock Bank were also established.

Privatization of state-owned banks began in 2000, globalization progressed
since joining the WTO in 2007, and modernization has progressed in the financial
sector due to support from foreign countries and alliances with foreign banks. In
2006 foreign banks were allowed to enter.

On the other hand, Vietnam's rapidly developing financial sector has many
problems. The first problem is that most private financial institutions that have
entered one after another are concentrated in urban areas, and the provision of
financial services in rural areas and rural areas is limited.

The second problem is that most of the credit is also directed to inefficient state-
owned enterprises and real estate investment. Generally speaking, the financial
attitudes of Vietnamese financial institutions are extremely cautious, and they are



striving to protect their debts by relying on collateral, which can be called
extremely extreme. There are restrictions on financial access for SMEs.

Thirdly, the system for small and medium enterprises has not been developed.
The legal provisions for small and medium enterprises were established in
Vietnam after the Companies Act and Private Enterprises Act of 1990 were
enacted. Furthermore, the establishment of a competitive environment with state-
owned enterprises was only after the establishment of the Unified Enterprise Law
in 2006. Private companies are new entrants to the market, and the actual
situation of small and medium-sized enterprises is still unknown.

Access to finance is the biggest challenge for Viethamese SMEs. Since the
government attaches great importance to the growth of SMEs, it has established
various systems including the establishment of the Small and Medium Enterprise
Agency and the establishment of the Credit Guarantee Fund (CGF) in 2000.
However, they are still in their infancy and their effectiveness is still limited.

There are also non-formal sources of financing in Vietnam. The most popular
financing method is to provide funds through personal relationships such as
family members, relatives, and friends, and they occupy an extremely important
position. In this country, many small and medium enterprises do not have
collateral or financial statements. Therefore, it is difficult for them to borrow from
financial institutions. Other funding options include inexhaustibles called “hui”,
pawn shops, and high interest lenders. These tend to be evaluated for their
convenience of being able to raise funds relatively quickly and easily, but their
interest rates are high and borrowing is limited.

In Japan's cooperation, under the policy-based financial system, funds
necessary for the promotion of small and medium-sized manufacturing industries
are provided (two-step loans) through financial institutions in the partner countries
such as development banks. This is expected to promote growth not only by
providing financial support but also by providing corporate-wide support in terms
of management and technology.

2. Financing for start-up/growth of Viethamese SMEs
—Fact-finding by hearing—

How are Vietnam's SMEs financed when they start up and grow? In this
research, we conducted a hearing survey from February 9 to 15, 2020, which
included visiting channels, funding channels for entrepreneurship, and funding
scale. Unfortunately, just prior to our visit, we were informed that a large number



of new coronavirus-infected patients had occurred in Wuhan, China, and the
hearing survey was much more limited than originally planned.

Quantitative analysis has become impossible, and as a qualitative analysis, the
results and knowledge obtained from the interviews with 6 Viethamese
companies and 1 Taiwanese company in Vietham will be described below. The
breakdown is 5 companies in the suburbs of Ho Chi Minh (1 company in Taiwan)
and 2 companies in the suburbs of Hanoi.

Among Ho Chi Minh companies, Cat Anh Covering Co., Ltd. was founded in
2018 and sells tiles for homes and toilet kitchens. The fund raising method at the
time of establishment was 70% for self-financing by the three founders, and the
remaining 30% for bank loans. The breakdown of self-funding is own savings and
raising from relatives. Bank loans are VND denominated from private banks and
secured by homes, but the interest rate is extremely high at 14% per annum.

Founded in 2007, BACH KIM is engaged in the design and manufacture of
metal parts for building drainage. The founding funds are all self-funded, part of
which is real estate investment.

ELMA is a precision machining and heat treatment company originally a
Taiwanese company, which entered Vietnam in 2003. The funds at that time were
allocated from the sale of the Taiwan factory, and the necessary funds thereafter
were procured from Vetcon Bank. Current financial institution loans are
equipment and working capital. The collateral valuation of financial institutions is
strict, but it is becoming more competitive, and they want to consider borrowing
from other financial institutions if necessary.

The two companies in the suburbs of Hanoi are the ones that we interviewed
even before we visited in August 2018, but they are all growing significantly by
moving and expanding the factory.

VINA VALVES was founded in 2016, and the founding funds were prepared by
the founders. At the time of its establishment, there were few loans from
Viethamese banks, and we asked our business partners to strictly adhere to
payment terms. Subsequent growth now increased bank lending. All of them are
collateral loans, but the borrowing conditions are quite favorable in terms of
interest rates of 7.5% and collateral.Regarding the funds at the time of founding,
the savings and bank loans in the previous company's management are
collateralized at home, and there are no loans from relatives. In addition, funds
from real estate investment are also used.

VIET AFURNITURE is a company that manufactures, sells and installs furniture.
Originally established as a design office in 2006, it changed its business to a



company that devises and installs furniture and interior product designs. The
founding fund is self-funded mainly for savings, but one of them runs a real estate
brokerage business, and he has the money to operate the real estate himself and
used it. Some of the other shareholders also received funding from their relatives,
but it was vague as to whether it was a gift or a loan. The financing for the growth
was funded by the Vietnamese government's SME support fund for small and
medium enterprises. The use of funds is limited, but the maturity is long and the
annual interest rate is lower than that of commercial banks. The working capital
is covered by bank loans, but the conditions are severe.

In this interview, the majority of the respondents said that they raised their own
funds when starting a business. Of the self-funding, it was unclear whether the
funds from relatives such as parents and relatives were investment or gifts.
Regarding financial institution loans, collateral is secured within the scope of
hearings, lending rates are high, and it remains difficult for companies in the
startup stage to borrow. On the other hand, for small and medium-sized
enterprises with a rapid growth rate, if they are on a solid growth trajectory, they
will soon run out of working capital. If conditions are met, collateral loans such as
accounts receivable are also allowed, and the lending attitude of financial
institutions is becoming more flexible. However, even though the inflation rate has
been stable, borrowing of long-term funds such as capital investment is still
difficult due to the instability and high interest rates. Loans that do not rely on
collateral will be required in the future, but the impression that the perspective of
retail is still insufficient delays the solution of this problem, and this point will be a
key to raising funds for SMEs in the future. Thought to be a thing.

The “Small and Medium Enterprise Development Fund” is a fund established
by the Japan International Cooperation Agency (JICA) to improve access to
financing for SMEs in Vietnam. The purpose was to improve access to medium
and long-term funds of Vietnamese small and medium enterprises through
commercial banks participating in the scheme and to develop the lending capacity
of participating financial institutions. Although there is a cautious opinion in the
evaluation of this system because the increase in on-lending financing funded by
this fund is gradual, it is said that Vietham SMEs have improved access to
medium and long-term funds and the development of lending capacity of
participating financial institutions. This system is expected to have achieved
certain results.



This time, some companies obtained the result that real estate investment is
used as part of their own funds. In Vietnam, all land is owned by the country, and
the right to the land is a right of use. However, since Doi Moi, the 1993 Land Act
recognizes the right to inherit, transfer, rent, etc. The land law has institutionalized
that the market determines prices.

Furthermore, the revised Housing Law of 2015 expanded the target of home
ownership to foreigners and foreign organizations including non-residents. In
addition, it increased the right to lease housing and buildings for sublease. In
November of the same year, they were exempted from entry visas for Viethamese
and their foreign families, and in addition, they were allowed unlimited purchases.
Since 2017, overseas remittances have increased remarkably and foreign
investment has added to them, causing real estate investment in Vietnam to
overheat.

Especially, the movement is remarkable in Ho Chi Minh, which is said to have
a large amount of investment for speculative purposes. In Hanoi, too, the market
price is relatively lower than that of Ho Chi Minh City, the population is steadily
increasing, and large-scale development projects such as smart city projects are
under way, which is overheating.

It is speculated that the soaring real estate prices have had a considerable
impact on entrepreneurial fundraising behavior in recent years.
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Basic Tariff of the German Private Disease Insurance
Law and the Principle of Equal Benefits Against

Benefits

Prof. Dr. Koichi Shimizu(Kanagawa University)
1. Problem

In order to ensure the sustainability and stability of the medical
insurance system for the increasing cost of medical care as the
population ages and the advancement of medical care, not only
public health insurance but also private medical insurance
("private disease insurance") also necessary to explore how to
share any role.

In Japan, as a safety net of society in disease insurance, it is said
that certain medical insurance is provided at present under the
universal health insurance system. However, the scope of public
health insurance coverage will not be maintained in the future. It
is also a real problem that the private sector becomes a saucer in
the area that public health insurance was responsible for.
Therefore, since private medical insurance is one of the social
infrastructure, the number of opportunities to provide disease
insurance that incorporates social policy elements may have to
increase.

However, the reality of the so-called public insurance and private
insurance is very different though the name "Insurance" is
common from the mechanism of collecting the insurance premium
from the subscriber and paying the insurance premium if demand
occurs.

The characteristics of public insurance include the public
character of the operating entity, subsidies and subsidies with
direct and indirect financial funds, enforcement of enrollment, the
establishment of insurance relationships based on laws, and the
revision of insurance technologies such as the principle of equal
benefits and aspects of payments and finances, etc. used in private



insurance. For example, in various medical insurance based on the
Health Insurance Act, etc., since insurance premiums are
proportional to the amount of income rather than risk and
insurance claims, the principle of equal benefits is not passed, and
financial assistance from the national treasury, etc. is provided,
so the principle of terms and expenditure, etc. will not be
approved.

By the way, in German health insurance, private health insurance
companies also had to provide a "basic tariff" equivalent to the
public health insurance benefit service.

Basic tariff, but insurance premiums are determined by age at the
time of enrollment, health condition is not considered. In other
words, in the basic tariff, the private medical insurance company
can not refuse the enrollment application unless the ed., the ed.,
the ed. contract of the applicant is no longer effective due to fraud
or intentional breach of notification obligation, etc. ( to ) The
collection of premium premiums reflecting the health of insured
persons and the exemption (non-collateral) of the history are also
prohibited. The level of insurance should not exceed the maximum
premium amount of public health insurance. In principle, basic
tariffs require people who are not obligated to enroll in public
health insurance to provide benefits that are equivalent to the
type, scope, and level of public health insurance. As a result, the
German version of the national health insurance system will be
realized.

In response, private medical insurance companies, etc. objected to
the Constitution, saying that the obligation to provide basic tariffs
violated basic rights, especially freedom of choice of occupation
and freedom of association, and that the Public Health Insurance
Competition Enhancement Act, which stipulates, and the
Insurance Supervision Act and the Insurance Contract Act, which
stipulate this, violate the Constitution. However, the Federal
Constitutional Court, June 10, 2009, ruled on the basic tariffs,
affirming the enactment of regulations that would constrain
private activities within a certain range for policy purposes that
are appropriate for the public interest.

In this paper, through the analysis of "basic tariffs" in the
German medical insurance system, we examine whether the



principle of the principle of the balance and finance phase, etc.
and the principle of the mutual benefit equality, which is
considered to be the basic principle of the private insurance
system, is not permitted in the field of private disease insurance,
and how much can be corrected if the correction is permitted.

2. Overview of basic tariffs

Based on the history of the introduction of the basic tariffs under
the Public Health Insurance Competition Enhancement Act, we
will confirm the contents of the basic tariff regulations under the
German Insurance Supervision Act and the Contract Act.

As a point of the basic tariff,

Uniform scope of benefits for each disease insurance type
Compulsory conclusion of insurers (response to insurance
obligations))

The maximum insurance premium amount of public disease
insurance is linked to the maximum insurance premium amount
Balance adjustment between insurance companies (by pool
contract)

And so on.

3. Evaluation of basic tariffs

In response to criticism that the enforcement of the basic tariff
destroys the principle of the balance and expenditure phase by
imposing half of the insurance premiums of those in need of
assistance to other insured persons by reducing half the insurance
premiums of those in need, and by limiting the maximum
insurance premiums of public health insurance, the Federal
Constitutional Court affirms the enactment of regulations that
would constrain private activities within a certain range for policy
purposes that are appropriate to the public.

The logic to the effect shall be examined from the viewpoint of
validity of legislative purposes (reasonable consideration of the
public interest), appropriateness, necessity, and accommodative
means (the usefulness of the purpose of enforcing the conclusion of
an insurer to achieve the legislative purpose of universal health



insurance), and the appropriateness of the enforcement of the
conclusion (the constitutional compatibility of the narrow sense
that it is not excessive). It is the one that the legislative purpose
of ensuring access to the basic tariff and the insurance protection
is pursued by the compulsion of the insurer, and the compulsion of
the conclusion of the insurer is said to be an appropriate and
necessary means to achieve this purpose. It is said that the
legislator only responded by forcing the conclusion because the
private disease insurance company did not prepare the voluntary
coverage for the application of the person who wanted to join, and
it is not an excessive demand to the insurer.

Furthermore, the imposition does not directly impose a burden on
the insurance company, but as a result, it will be borne by the
insured person, so it will not affect the principles such as the
solvency of the insurance company and the company's balance of
payments. It is important to balance the burden of all insurance
companies and insured persons at the expense of re-sharing, not
symmetry or asymmetry of the obligation to join and the
enforcement of the conclusion. This idea shows that if the
principle of income and expenditure is widely extended to the
entire industry rather than individual insurance companies, it
will be possible to take a different view from the existing way of
thinking.

Second, with regard to the relationship between the cross-
sectional subsidy of the basic tariff by the insured person of the
normal tariff and the principle of equal benefits, all insured
persons may switch from burden to beneficiary, and vice versa, so
the cross-sectional subsidy serves not only the division but also
the protection function at the same time.

4. Conclusion

In Germany, for the legislative purpose of providing health
insurance to all citizens against the background of the right to
life, the basic tariff shall not be unconstitutional for the violation
of the property rights of the restriction of the freedom of business
activities of the insurer who prohibits the danger selection and



the sharing of the burden on all insured persons of private disease
insurance.

Moreover, the basic tariff system found the principle of "broad"
and "broad" benefit opposite principles by dividing the burden
from individual insurance companies to all insured persons with
regard to the principle of income and expenditure phase, etc.,
which i1s the basic insurance technology of private insurance, and
the principle of equal benefits from the individual insurance
company to all insured persons (basic tariffs, regular tariffs, and
basic tariffs from regular tariffs). This is based on the social base
of sharing the burden with the entire insured person.

I think that there has not been much of a point that the division of
private disease insurance is characterized in the legal theory
compared with life insurance and non-life insurance up to now.
However, from the characteristics of the Private Disease
Insurance Act for the purpose of life security and survival
security, there is a uniqueness that is not fully incorporated into
the principles of the Claims Law, and it seems that there is room
for accepting policy purposes into the legal system and
interpretation.
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