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Large Fires and the Rise of Fire Insurance in Early
Twentieth Century Japan

Project Leader: Toshihiro Okubo (Keio University)
Tetsuji Okazaki (University of Tokyo)
Eric Strobl (University of Bern & University of Birmingham)

[Summary]

We explore the role that large fires played in the early
development of the Japanese fire insurance industry. Using a
prefecture level data set spanning thirty years our econometric
analysis shows that large fires led to an increase in new policies and
policy renewals, consistent with historical narratives that insurance
companies used these events to advertise their business. We also
show that this subsequent surge in policies led to more small fires
due to arson. Anecdotal evidence suggests that is more likely to have
been due to moral hazard rather than adverse selection.

1. Introduction

The role and potential implications of large fires for fire insurance
have not yet been systematically studied. In this study, a
quantitative economic history analysis was conducted on Japan at
the beginning of the 20th century. Using large-scale fires as a
natural disaster (major fires) as an exogenous shock, this research
examines whether the purchase of fire insurance increased after
major fires and whether this further increased the number of small,
man-made fires such as arson. Large fires not only increased
insurance claims, but also increased the number of new policies,
which continued and expanded the market up to five years after the
fire. One potentially important consequence of the increase in
insurance take-up is a change in risk behavior (moral hazard) or a
change in insurance policy behavior (adverse selection), both of
which are also important aspects of insurance in the modern context.
Our results suggest an increase in fire insurance take-up, as well as
an increase in the number of small fires caused by arson, indicating

moral hazard.



2. Historical Background
2.1. Insurance System in Japan

The expansion of the fire insurance market reflects the progress
of industrialization in Japan, with modern industry and large
companies greatly increasing the demand for fire insurance. The
impact of large-scale fires on the development of the fire insurance
system in Japan is striking. During this period, Japan experienced
many major fires (large-scale fires). The basic background was that
Japanese cities were densely populated with small wooden houses,
which were prone to fire, and fires could spread and become large-
scale fires i1mmediately. The occurrence of large-scale fires
contributed to the expansion of fire insurance schemes, both in terms
of demand and supply.

2.2. Large fires: Case of Hakodate Large Fire of 1934

As the cases of the Great Hakodate Fire of 1934 and the Great
Kanto Earthquake of 1923 show, large fires in pre-war Japan were
originally small in scale, but tended to spread rapidly due to severe
weather conditions such as strong winds and dry air, and urban
structures with dense wooden buildings. Such large fires as
exogenous shock is essential to deal with identification issue in

econometrics.

2.3. Moral Hazard and Adverse Selection Behavior

Moral hazard caused by fire insurance is a phenomenon where the
insured is more likely to cause unintended fires or lost fires. Our
various statistics reveal that moral hazard was likely to be a feature
of the Japanese fire insurance industry in the early 1920s. At that
time, falling insurance prices in the Japanese fire insurance market
made it easy for not only high-risk, high-return individuals but also
low-risk, low-return individuals to participate in the insurance
market. Adverse selection in the sense that low-risk/low-return
people are excluded from the insurance market because of high
insurance prices is unlikely to occur. This may have resulted in
moral hazard rather than adverse selection in the fire insurance
market in the early period in Japan.

_8_



3. Data & Summary Statistics

3.1. Data

The number of active fire insurance policies, claims and new
policies at prefectural level from 1910 to 1940 were taken from the
Insurance Yearbook. The data on large fires was constructed by the
Yomiuri Shimbun database. Newspaper articles were searched using
the keyword 'large fire' to identify the year and location of large fires
in which more than 300 buildings were destroyed. Data on small
fires were taken from Statistical Yearbook of the Empire of Japan
and Statistical Yearbook of the Ministry of Home Affairs for the
number of small fires (unintentional fires and arson) at the

prefectural level in each year.

3.2. Summary statistics in large fires and fire insurance policy
variables

In our sample period, the average number of large-scale fires is
0.08, which means annual probability of 8% for a large-scale fire to
occur. However, the standard deviation is several times higher,
indicating that the probability of fire occurrence varies widely in
space and time. The average number of claims by fire insurance
policyholders is 1.2 per 1,000 inhabitants. However, the standard
deviation of the number of insurance claims is more than double the
average and there is significant variation between prefectures.

4. Impact of Large Fires on Insurance
4.1. Econometric Specification

We estimate the following equation:

INS; ;= By + Z?:o Bri RE¢_j FIRE; ¢ j+ BpopPOP; ¢+ Brrenp TREND; (4 v, + 1 + & t(]-)

where 7 and ¢ indicate subscripts for prefecture and year,
respectively. INS is a vector consisting of the number of claims, the
number of active policies, and the number of new and renewal
policies. FIRE is the number of incidences of large fires in a
prefecture, where we allow for it to have both a contemporaneous
impact (j=0) as well as lagged impacts up to 5 years after the events

_9_



(j=1, ..., 5). POP is population size of prefecture i at year t.
Additionally we control for year specific fixed effects (y), prefecture
fixed effects (1), and prefecture specific time trends (TREND). We
employ the fixed effects Poisson estimator with robust standard

errors.

4.2. Econometric Results

The results of estimating (1) for all properties for the numbers of
claims, active policies, and new and renewed polices are shown in
terms of the estimated coefficients and 95 per cent confidence band
on FIRFE and its lags. There is a relatively large and significant
positive impact on the number of claims in the year of the fires, and
then a much smaller one at ¢-2. Taking these coefficients at face
value suggests that in the year of its occurrence a large fire
increases the number of claims in a prefecture by 24.2 per cent, while
the largest observed number of large fires in any year in our sample
period would have increased the number of claims by over 120 per
cent.

4.3. Robustness Checks

4.3.1.Definitions of a large fire

To check the robustness, we set different threshold for defining a
major fire (defined as 300 or more buildings burnt in the estimates
in the previous section). Now we use thresholds of 600 or more
buildings burnt and 1000 or more buildings burnt as alternatives.
The results were similar to the threshold of 300 cases.

4.3.2. City Size
The size of the city was taken into account (large, medium, and
small cities/towns/villages). This is because the size of the city could

be relevant to size of fires. But results are similar to previous results.

4.3.3. Further investigations

Large fires that occurred in the second half of the year may have
an impact on insurance policies for the following year, and thus large
fires that occurred after June were re-estimated as those in the
following year. Results are similar to main results. Another



investigation is the impact of the Great Kanto Earthquake and
spatial spillover effects to neighboring prefectures. Overall, the
main results remained unchanged.

4.3.4. Impact of building regulations

Building regulations introduced in various regions during this
period may have affected the relationship between major fires and
fire insurance policies. For example, building regulation ordinances
came into force in Osaka Prefecture in 1909 and the Urban Building
Law in 1920. We conduct estimations taking them into account, but

the impact was not significant.

5. Impact of Large Fires on Insurance
5.1. Small fires

On average, there were about 26 small arson fires per million
population per year at the provincial level in our sample period. In
general, arson and unintentional fires were sometimes reflected by

economic instability, but no significant correlation was found.

5.2. Econometric Specification

We explore how new policies may have affected the number of
small fires due to arson by estimating the following:

ARSON ; ;= Bngw NEW; + Bpop POP; (+ Brreno TREND; + Bpeposi s DEPOSI TS+
Ve t i + 15, (2)

where ARSON is the total number of small arson fires and
DEPOSITS is the prefecture level bank deposit per capita.

In order to take into account of the potential endogeneity of new and
renewed policies (NEW) in causing arsons, we instrument these with
the occurrence of large fires. We estimate equation (3) using a fixed
effects Poisson estimator but only including lags of FIRFE up to t-4:

NEW; = By + X3-0 Bri re,_j FI RE; ¢ j + Bpop POP; ¢+ Brrgnp TREND ¢+
BoeposiTsDEPOSITS; o+ ve + 1 + pj ¢ (3)



We next include the fitted values of new policies (NEW;,) in a second
stage:

ARSON ; o= Bygw NEW; .+ Bpop POP; o+ Brrenp TREND; ¢+ Bppposirs DEPOSITS; +
Bobiet Ve + 1y + 11, (4)

One should note that the identifying assumption underlying our IV
approach is that large fires only affect arsons through new and

renewed polices.

5.3. Econometric Results

The results of the IV estimation show that the number of arson-
related small fires increases by 1.4% for new and renewal contracts.
It should be noted that the decrease in deposits per capita, which 1is
a proxy variable for the worsening economic situation in the province,
also increases the number of arson fires, with an elasticity of 20.1%.

6. Conclusion

This study has empirically investigated the role of large fires
(major fires) in the development of the Japanese fire insurance
industry in the early 20th century. Prefectural-level panel data for
30 years were constructed from Japanese fire insurance statistics,
various government statistics and newspaper sources. Not only did
large fires increase fire insurance claims, but they also led to
significant increases in new policies and policy renewals. These
empirical findings are consistent with the fact that fire insurance
companies advertised the need for fire insurance in the wake of
major fires, leading to a rapid expansion of the insurance market.
Furthermore, this study found that the increase in new policies and
policy renewals due to large fires increased the number of small fires
caused by arson. It is more likely that moral hazard occurred.
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Retirement and Optimal Social Insurance under
Population Decline

Toshiki TAMAI (Professor, Graduate School of Economics,
Nagoya University)

Yaqi WANG (Ph.D. student, Graduate School of Economics,
Nagoya University)

[Summary]
1. Introduction

This study aims to assess the political effects of postponing
retirement and demographic change on pensions, government
expenditures, and economic growth in an aging economy. Over the
last two decades, rapid population aging, along with a lower fertility
rate and a higher life expectancy, has been observed in Organization
for Economic Cooperation and Development (OECD) countries.

Under such an aging economy with a pay-as-you-go (PAYG)
pension system, a central concern of governments is the
sustainability of public financing of pensions and government
expenditures in demographic aging. As a possible solution to this
problem, policymakers propose postponing retirement, and many
OECD aging countries, such as France, Italy, Denmark, Netherlands,
and Japan, support this solution. The average normal retirement age
across OECD countries began to increase since the late 1990s and
will continue to rise (Figures 1 and 2).

The present study develops an overlapping generations (OLG)
model to analyze the effects of postponing retirement and
demographic change on pensions, government expenditures, and
economic growth. The government can provide public goods
benefitting all agents (for example, health and infrastructure) or
old-age transfers only for retirees. Public good provision and PAYG
pensions are financed by payroll and social security taxes,
respectively. The payroll tax is on both the young and the old, and
the PAYG social security tax is on the young. An implicit tax on the

old is introduced by postponing retirement.



First, we show that a higher retirement age decreases the social
security tax rate and does not directly affect public expenditure tax.
Interestingly, we also demonstrate that late retirement may not
negatively affect economic growth.

Second, we numerically show that a longer life expectancy
increases social security tax rate, decreases public good expenditure
to GDP ratio, and hinders economic growth. A higher population
growth rate lowers the social security tax rate, public goods
expenditure to GDP ratio, and economic growth rate.
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Figure 2. Retirement age in OECD countries



2. Retirement and social insurance

The analytical results of our economic model are summarized as

follows:

+ [Proposition 1] The equilibrium growth rate is lowered by a
higher social security tax rate, a higher payroll tax rate financed
public goods, a higher population growth rate, a lower life
expectancy, and later retirement.

» [Proposition 2] A unique politico-economic equilibrium exists,
which is characterized by the policy functions with respect to the
state variables.

+ [Proposition 3] A higher retirement age decreases the social
security tax rate and increases public good expenditure.

+ [Proposition 4] Late retirement does not necessarily decrease the
equilibrium growth rate.

The results of Proposition 1 reaffirm what has been clarified in
the previous studies. Proposition 3, on the other hand, results in
democratic voting (Proposition 2 guarantees that democratic
outcomes will be held in equilibrium). In other words, postponing
retirement age impedes capital accumulation by reducing savings for
retirement income, while increasing disposable income increases
savings due to the vote. Based on these two opposite effects,
proposition 4 holds.

We also numerically examined the analytical results. The
following findings are accurate:

« [Remark 1] The social security tax rate increases in a longer life
expectancy, a larger relative political weight for the old, a lower
population growth rate, and a weaker preference for the public
good.

+ [Remark 2] The public good expenditure to GDP ratio increases
in a stronger preference for the public good, a larger relative
political weight for the old, a lower life expectancy, and a lower
population growth rate.

+ [Remark 3] The equilibrium growth rate increases in a stronger
preference for public goods, a lower relative political weight for
the old, a lower life expectancy, and a lower population growth
rate.



3. Old-age income risk and social insurance

This study examined the robustness of the results by extending the
basic economic model described in Section 2 to deepen the policy
implications to a broader extent. For example, the impact of social
security on economic performance, including economic growth and
social welfare, is quantitatively examined in the presence of
individual-specific investment risks and social security funds that
affect income in retirement.

Social security funds can provide insurance effects against
unique risks through pension benefits because the idiosyncratic
risks disappear at the aggregate level. The social security system
also influences individuals' investment (savings) behavior through
pension benefits, contributions, and funds. In contrast to the
conventional view that social security suppresses capital
accumulation, it can be said that social security funds have the effect
of stimulating capital accumulation itself. Therefore, public
pensions may have a positive growth effect through a mechanism
different from Section 2.

In order to address these issues, this study extended the
economic model in Section 2 and constructed an endogenous growth
model with specific productivity shocks and social security funding.
The main results of the analysis are as follows.

* The social security fund increases the equilibrium growth rate
depending on the degree of dynamic inefficiency/efficiency (the
relationship between the economic growth rate and the interest
rate) and the size of the social security fund.

* The dynamic efficiency of the economy 1is associated with
idiosyncratic risks. Increased risks affect the growth effects of
social security. As a total effect, increased risk reduces the
equilibrium growth rate.

+ The introduction of social security funds into the economy (the
transition to the modified unfunded or modified funded pension),
if the labor share is sufficiently large, improves the level of
welfare for all generations.



4. Conclusion

In this study, we analyzed the effects of postponement of retirement
and demographic changes on the social insurance system,
government spending, economic growth, and social welfare in an
economic environment where public policy is democratically
determined. In addition, we extended the relationship between the
social insurance system and economic growth and social welfare by
analyzing the relationship between the social insurance system and
the 1diosyncratic investment risks and social security funds.

The basic model has succeeded in characterizing the response of
economic growth to the postponement of retirement as a
demographic change in politics. Next, the extended model focuses on
the role of social security fund reserves in stimulating total capital
investment and sharing the costs of singular shocks and population
decline, in addition to the effectiveness of PAYG pension schemes in
improving welfare against various risks through risk-sharing.

Summing up the results of the basic and extended models, we
conclude that:

* As for the extension of the retirement period, it was shown that
taking into account political equilibrium does not necessarily
have a negative effect on economic growth (long-term social
welfare).

+ If there is a risk, the social insurance system will improve social
welfare through the risk-sharing function. In addition, the
presence of a social security fund can mitigate the inhibition of
capital accumulation on economic growth from pension benefits.

* These results suggest that postponing retirement has a negative
effect on economic growth (social welfare) that reduces savings
through a rise in retirement income, and that it has a
contradictory effect on welfare improvement by reducing risk
when risks are taken into account.
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Assessment Method for Business Applicability of
Machine Learning or Generative Al Service

System

— Based on case studies analysis in the insurance industry —

Hironori Takeuchi (Musashi University, Faculty of Economics)

1 Background

Several machine-learning-based artificial intelligence (AI)
programming modules available as application programming
interfaces enable AI technologies to be wutilized for practical
business applications. In this situation, enterprises have started
applying Al technologies to support inquiry service operators when
responding to queries regarding business operations, products, or
services, and managing screening operations that use documents
containing several types of client data, among other factors.

In the development of AI service systems, it is crucial for the
business division (the division executing insurance operations) and
the system development division to share a common understanding
of the development target during the consideration phase. This
scenario assumes that data scientists will join the discussion of
technical solutions to business problems and evaluate the
applicability of AI technology to business operations. However, at
this stage, it is often unlikely that data scientists will participate
in the project. As a result, the project may proceed without
sufficiently evaluating the applicability of AI technology to
business operations, increasing the likelihood of developing Al
service systems that cannot be effectively utilized in business.

In addition, recently, the system that generates sentences and
images 1n response to wuser input has made significant
advancements and it is known as generative AI. At this moment,
generative Al applications such as ChatGPT are widely used in
various domains. In this situation, practitioners in various business
divisions have started using generative Al applications. Moreover,
they need to identify the domain in their business for which the
generative Al-embedded services should be used and assess
whether they can effectively use the generative Al in the business
tasks in this domain at the project planning stage.



2 Research Questions
Based on the background described in Section 1, in this study, we
consider the following research questions (RQs).

RQ1: Can the feasibility of Al service systems be evaluated?
RQ2: Can business tasks where generative Al can be effectively
applied be identified?

To address these research questions, in this study proposes we
propose business analysis methods and validates them through case
studies in the insurance industry. For RQ1, in Section 3.1, we
propose a business analysis method to evaluate the feasibility of Al
service systems. Through business modeling, the conditions that
the business operations must fulfill for realizing the AI service
system are derived. For RQ2, in Section 3.2, we propose a business
analysis method to evaluate the applicability of generative Al

3. Proposal

3.1 Method for assessing the applicability of Al services

In this study, it is assumed that the tasks performed by
organizations, such as companies, are broken down into various
tasks. The practitioners involved in these tasks are expected to
carry out specific business tasks. Many of these activities can be
considered knowledge-intensive tasks.

Here, the OODA model serves as the cognitive model for the
individuals. In this model, human cognitive activities are perceived
as follows: observations (Observation) are made from external
inputs (Facts), and the perceived results (Perception) are organized
(Orientation). Based on the derived hypotheses (Hypotheses),
decisions (Decision) are made, and actions (Action) are taken based
on these decisions (Directives), which then produce outputs
(Outcomes) provided to the external environment. Figure 1
illustrates the representation of business tasks based on this model.
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Facts Perceptions Hypotheses Directives Outcomes(Facts)

Figure 1. Business task represented by the OODA model.

On the other hand, many business tasks can be regarded as
knowledge-intensive tasks. In the model representing a Knowledge
Intensive Data-processing System (KIDS), there are several
components: a component (Transformation) that extracts the
necessary parts of the input data for the business task, a component
(Assessment) that structures the data according to the purpose of
the target business, a component (Resolution) that obtains output
candidates (options) that fit the structured information, and a
component (Enactment) that selects the ones that meet the
specified constraints from among the output candidates. Here, it is
understood that the inputs and outputs of each component
correspond to the business objects (inputs, intermediate
deliverables, outputs) in the OODA model. Additionally, during the
processing stage in each component, some pre-created models are
referenced as data objects. Figure 2 illustrates this representation.

Facts Perceptions Hypotheses Directives Outcomes(Facts)

L3 * ] i
i } Al Application Cnmimnm[s 3 i
B ¥ H v ¥ i - - i
Transformation Assess | Resolution Enactment |
C g C C . (<
| Transformation Assessment | Resolution | Enactment
Model Model Model Model

Figure 2 : AT application components and data objects
From these models, the following conditions were identified as
criteria for evaluating the applicability of AI service systems to
business tasks.

e MC1: The OODA model can represent a business task as an



enterprise function though there is no feedback loop to previous
steps.

e MC2: The business task's input format (Facts) should be
standardized.

e MC3: The ratio of the time required for the completion of OOD
steps relative to the entire business task is high.

e MC4: Practitioners can complete the business task by referring
to intermediate outputs when the results of the AI application
components are unreliable.

e MC5: Practitioners can complete the business task even when
some of the outputs are unreliable.

¢ MC6: The transformation component integrates with a general
model. (The model can be updated to improve performance.)

e MC7: The schema of the task-specific structured information can
be explicitly defined and there are enough data available for
constructing the assessment model.

e MCS8: The data represents all the options required to execute the
specified business task.

e MC9: There is an explicit rule to finalize the last output of the
selected options.

By using these derived conditions, we can assess the viability of the
Al service system. To do so we take the following two steps:

e Analyze the target business task and confirm whether MC1,
MC2, ..., and MC9 are satisfied.

e For each unsatisfied condition, the consequences for the service
users (practitioners) should be assessed.

When all the conditions are satisfied or all the possible effects of
the unsatisfied conditions have been assessed, we conclude that the
Al system can be implemented for the specified business task.

3.2 Method for assessing the applicability of generative Al services

The goals to be achieved in business are broken down and the tasks
required to accomplish them are evaluated. Here, the
GQM+Strategies method is utilized as a decomposition technique
for the goals to be achieved. Additionally, the use of generative Al

is considered in situations within business tasks where some form



of knowledge is required. When progressing with business tasks,
individuals often acquire knowledge not only through explicit
knowledge but also through interactions with people who possess
tacit knowledge. In such scenarios, generative Al can be positioned
as an entity that holds tacit knowledge and disseminates
intermediary knowledge, like an LLM. Therefore, this study
represents business tasks as a knowledge flow model.

We consider that the generative Al is applicable to business tasks
that refer to both tacit and explicit knowledge. Accordingly, two
types of business tasks that refer to tacit and explicit knowledge
are defined and examined as follows.

e Work product creation: Create products by referring to tacit and
formal knowledge.

e Work product transformation: Transform the requests from the
previous business task to another deliverable.

For each type of business tasks, knowledge distribution models are
represented as shown Figure 3 and 4.
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Figure 3 : Knowledge distribution model of business task
generating work products
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Figure 4 : Knowledge distribution model of business task
transforming work products

From the models described above, it is observed that the
generative Al applications can work as intermediaries that provide
intermediary knowledge. Using the knowledge distribution models
for two types of business tasks, we derive the conditions required
for generative Al-embedded services for each type of business task.

In the case of the work product creation-type business task, the

following conditions are derived:

e GC1: Abletoshare queries (prompts) with intermediaries who
provide intermediary knowledge.

e GC2: Practitioner has sufficient tacit knowledge to examine
the consistency and usefulness of the intermediary knowledge.

e GC3: Accuracy of provided intermediary knowledge can be
easily verified.

In the case of the work product transformation-type business task,
the following condition in addition to the aforementioned condition
1s derived:

GC4 : If the provided intermediary knowledge of the requests is
inaccurate or insufficient, the requests can be modified through
confirmation with the clients.

For each strategy in the goals--strategies decomposition tree, we
assess whether it can be accomplished with either of the two types
of business tasks described. Thereafter, by referring to conditions
(GC1,...,GC4), we assess whether generative Al applications can be
used in the business task.

4. Practice

As an experiment for the proposed method in 3.1, we analyze six
use cases of Al service systems in an insurance industry. Al service
systems are developed and deployed in the actual business to
execute these business tasks (T1, T2, ..., and T6). We assessed
whether the proposed conditions (MC1, MC2, ..., and MC9) for
applicability were satisfied for each business task.



From the experimental results, it was found that most of the
proposed conditions were satisfied in the use cases where Al service
systems are running in actual businesses. We concluded that MC1,
MC2, ..., and C9 are necessary conditions for AI for RQ1.

To verify the method described in 3.2, we applied the proposed
method to an enterprise. We considered administration services in
an insurance company and set cost reduction as a top goal in this
practice. By the goals--strategies decomposition, we could obtain
the decomposition tree represented in Figure 5.

< G1: Reduction of laber costs é}

....... T —
51-1: Reduce Sl-z.ﬁgducz EI;e amount of timeE’ $1-3: Standardize the skills ﬁ]
unnacessarv tasks spent on each business task reauired for the oractitioners
i -
C2-1: Reduction oF@ G2-2: Reduction of response &
', unnacessarv tasks time reauired for each task
52-1: Reduce ﬁJ [ 52-2: Deslgn new .d‘ ¢ s2-3:Reduce mspcnseﬁj i 52—4 Support d
L. busi Drocesses ) k- llme 1o inauiries A tasks )
|

G3-1: Reduction ®‘ f G3-2: Reduction of time @) G3-3: Reduction of @\
. of inguirles. / spent on each Inauirv ) processing time per task '

/" $3-1: Automatically §3-2: Assist = 53-3: Semu—_autumate document ﬁ‘
response to practitioners to processing, such as assess insurance |
Inqueries response to inquerles /| payment based on medical reports

Figure 5 : Result of goal--strategies decomposition

For the derived terminal strategies, S1-3, S2-2, S3-1, S3-2, and S3-
3, we identify the type of the business tasks and assess whether
conditions (AC1, ..., AC7) are satisfied when using the generative
Al applications in the business task. Table 1 summarizes the results
of assessments. From these results, we can use generative Al
applications in S2-2 and S3-2 effectively, and further assessments
will be required for S3-3. In addition, there are some risks when we
use generative Al applications directly in S3-1. As results, it is
found that C1, ..., C4 are the necessary conditions for assessing the
applicability of generative AI to business tasks.

Table 1 : Results of assessments

S1-3 | S2-2 S3-1 52 S
Type |n/a Work product creation | Work product creation Work product creation | Work product transformation
AC1L n/a o] Further assessments required | C Q
AC2 |n/a 0 x C [¢]
AC3 n/a ] X C ¢]
AC4 n/a n/a n/a n/a Further assessments required

5 Conclusion
In this study, we focused on applying Al techniques to office work.
Recently, the rapid evolution of generative AI using LLMs like



ChatGPT, in addition to the business application of AI service
systems leveraging machine learning techniques, has led to
considerations of its application in various business domains.
However, the analysis of the applicability of AI technology to
business tasks has often depended on the experience and skills of
the practitioners. Additionally, due to the shortage of data
scientists, it has become necessary for practitioners without
sufficient knowledge or insights on AI to conduct applicability
analyses.

For this situation, in this study we proposed business analysis
methods to evaluate the applicability of service systems using
machine learning and generative Al to business tasks. Evaluations
were conducted on use cases in the insurance industry. As a result,
it was found that the conditions presented by the two proposed
methods are necessary for applying Al service systems to business
tasks. Given the diverse nature of insurance operations, a future
challenge is to expand the method examined in this study for broad
application in the development field through validation across
many areas.
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An international comparison of inter-organisational
network structures in the life insurance industry

where InsurTech is advancing

Fumihiko Isada, Kansai University

Abstract

The insurance industry is experiencing structural changes due to
digitalization, known as InsurTech (Greineder et al., 2020). This
study aims to empirically explore how these environmental changes
impact inter-organizational network structures in the insurance
sector. While traditional insurance relationships were stable and
centered around major companies, InsurTech has expanded the role
of insurance products. Leveraging big data, including personal
health records from IoT devices and medical records, requires cross-
organizational collaboration and process reconfiguration. The study
focuses on analyzing time-dependent partnership structures related
to InsurTech using social network analysis methods.

This study explores advanced organizations related to InsurTech,
analyzing real-world cases globally. As an indicator of InsurTech
adoption, we focus on increased collaboration among organizations,
including efforts in creating InsurTech mechanisms and sharing
data. Traditionally, inter-organizational collaboration in the
insurance industry centered around major companies forming
vertically integrated structures within their organizational groups.
However, in the context of InsurTech, diverse organizations beyond
the traditional insurance industry collaborate—such as insurance
companies, IT firms, and app developers—to drive new product
development. Consequently, organizations promoting InsurTech are
likely to have more open relationships among them.

The study collected information on inter-organizational
partnerships related to InsurTech from newspaper articles and
press releases. The study focused on the period from 2018 to 2023
when InsurTech began to spread. The analysis employed social
network analysis methods, treating each organization as a node and



partnerships as edges to analyze the network structure surrounding
each organization. The percentage change in the number of linkages
for each organisation was used as the objective variable in the
regression analysis. Regarding the explanatory variables, for
openness of inter-organizational relationships, ego-network density
was wused. For platform-oriented relationships, ego-network
betweenness centrality was used.

As a result, collaboration between organizations in the InsurTech
sector increased significantly. Analyzing ego networks and
collaboration rates, a regression analysis revealed that more open
organizational relationships led to greater collaboration.
Interestingly, the structure of InsurTech inter-organizational
relations resembled patterns observed in the IT industry. Notably,
Microsoft, Google, and Amazon—rather than traditional insurance
companies—had the highest collaboration rates. These tech giants’
platform-oriented relationships may be reshaping the entire
insurance industry. However, further research is needed to explore
specific factors driving these structural changes.
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The Financial Institutions contributing to the

sustainable local society

: Approach from the VBBs and the British credit unions

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

[Summary]

The global financial crisis since the collapse of Lehman
Brothers emerges both the dangers of excessive risk-taking
behavior by mainstream finance and the importance of small
banks, and the cooperative financial institutions facing to the
local sustainability and the environmental concerns. Although
these financial institutions have got attention as social banks
in the 2000s, many banks sustained damage from the collapse
of Lehman Brothers. However, some people re-evaluate the
original role. One of those movements is the establishment of
the Global Alliance for Banking on Values (GABV) in 2009.

The purpose of this paper is to consider the status and the
issues of social finance. To manage in social issues, what do
financial institutions think of, and what issue do they face to?
It is possible to understand that the recent boom of SDGs and
ESG investments and loans are in same direction as the
movement of social finance. By re-evaluating the ideas by these
institutions, it hopes that we might be able to take some hints
for Japanese economy to solve the porblems of declining birth

rate and increasing aging population.

Particulary, this paper tries to understand the Values-
Based Banks pursuing not only profit but also their original
goals, and the credit unions being as the mutual help institution.
For tackling the issue of socially vulnerable people, the

following points are considered; (i) what kind of principles



social financial institutions should have, and (ii) what kind of

problems they would face to.

As the background, Chaper 2 presents the details of
socially and financially vulnerable people in Japan. Although
the Japanese economy is generally recovering, there is a certain
percentage of households in relative poverty (15.4% in 2022).
And, it has not been the improvement of sign-up rate of life
insurance, particularly in new generation (51.5% of 20-year-
olds).

In chapter 3, it makes clear theoretically how the financial
institutions should fulfill a role to help socially vulnerable
people. Financial institutions must continue to earn some
revenues because they are private institutions. However, as
regional bank, they need to bear the social costs for attracting
the sustainable local society, in addition to their own profits.
That is, the social financial institutions will be required to have
a good balance between these two costs. But, in fact, it is not
clear yet what issues there will be happened to create the
sustainable local society. In fact, the number of full skilled

staffs are obviously insufficient to engage in these issues.

In chapter 4, the current situation of the UK financially
vulnerable people is identified, in order to compare the situation
to Japan. It was found that the UK is more matured country
than Japan, that the UK vulnerable people in the household are
in more severe situation (the relative poverty rate in 2022-23:
19.5%), due to the price escalation and the unstable ecnomic
growth. And some people are refused to open a bank account
because of poverty (financially vulnerable: approximately 2%).
The lack of bank account leads the difficulty for receiving their
pension. In some cases, this situation will induce that people go
to the vicious money lender, and result in deteriorating public
safety. Therefore, the British government sets that to tackle the
financial exclusion problem 1is one of the most important

projects.

Chapter 5 shows the financial institutions tackling social

issues in UK, and discusses the implication for Japan. Firstly,



the Triodos bank is taken, and considers their initiatives as the
leading example of the values-based banks, focusing to support
specifically social issues, including environmental and poverty
issues. Next, credit unions are discussed. They mainly
specialized to provide financial services to individuals, and have
also addressed a financially vulnerable problem in the local
community. After reviewing the materials from each union, and
conducting interviews, I found the interesting result that both
of them aggreed with same coclusion. That is, the key for their
future development 1is to collaborate with their relevant
agencies and/or other institutions in the same business. The
Triodos bank has set up a wide national sales area, instead of
narrowing down its business field. As a result, they feel
weakness to collect the information on the region only on its
own, and need to collaborate with relevant organization in each
area. On the other hand, credit unions have limited the business
geograhocal area, and suffered from the staff and membership
shortage. Thus, for the enhancement of the staff training and
the digital system, they noted that it is necessary to collaborate
and to link services among other companies and relevant
agencies such as ABCUL (i.e. Collaboration Approach).

Chapter 6 is a conclusion. Tackling the social problems
such as the environment and social issues is very hard, because
the accumulation of knowledge in these fields is not sufficient.
In order to achieve as much success as possible, it is necessary
for the institutions to cooperate with each other. However, the
‘formal’ partnership is not sufficient. They must try to take long
time and to make strong relationships with other institutions
and relevant agencies, first. Some people could criticize this
time-consuming relationship efforts as managerial inefficiency
(or as high costs). However, these costly efforts should be
understood as necessary preliminary stage and factors. This

idea may also give some help to Japanese financial institutions.

The remaining issue in this paper is that the number and
the place of interviews was limited. Triodos bank has branches
in other countries, and each of them takes other diffent
approaches even for the same value-based goals. As for credit



unions, although there are many unions across the country, and
although they have a variety of approaches and issues
respectively, the credit unions I visited were very small
proportion. In particular, credit unions in Ireland are in a very
different culture and situation, compared to England. Threfore,
for the further understanding, I would like to try to visit to

these institutions and regions for the next paper.
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Unveiling Changes in Well-being Awareness Due
to the COVID-19 Pandemic

Satoshi Komiyama (Niigata University of International and
Information Studies)

[Summary]

This study explores how the COVID-19 pandemic influenced
people's awareness and anxiety about well-being across different
generations. By analyzing internet search history big data from
Yahoo! JAPAN's data solutions, the study identifies significant
generational effects on well-being concerns. During the pandemic,
initial suppression of generational differences in search behaviors
gave way to increased divergence as the pandemic progressed. This
research supports the hypothesis that the impact of current events,
combined with generational effects and anomie, leads to lasting

changes in well-being awareness.

1. Issues

The study aims to understand how awareness of physical, mental,
and social well-being changed during the COVID-19 pandemic. It
hypothesizes that while the pandemic exerted a strong influence on
well-being concerns across all generations, the subsequent release
from suppression led to an amplification of values due to anomie.
This resulted in increased differences in the quantity and quality of
well-being concerns among different generations compared to pre-

pandemic times.

2. Methodology:

The study used big data from internet search histories provided
by Yahoo! JAPAN's data solutions to investigate generational effects.

The research was conducted in three steps:



Identifying appropriate terms reflecting well-being concerns and
anxiety from the search history of users who searched for "health."

Analyzing the quantitative differences in the simultaneous searches

for these terms across different generations.

Quantitatively examining the qualitative differences in these

searches to reveal changes in generational effects.

3. Results:

The term "immunity" was selected as reflecting well-being
concerns and anxiety. The analysis showed that the quantity of
searches for "immunity" peaked in 2021, with the highest search
volumes among those in their 30s to 50s. Despite a peak-out after
2022, search volumes remained higher than pre-pandemic levels,

indicating a lasting impact of the pandemic on well-being concerns.

The qualitative analysis revealed that generational differences in
search terms diminished during the peak of the pandemic but
expanded again in 2021. This supports the hypothesis that while the
pandemic initially caused a convergence in well-being concerns
across generations, subsequent phases saw a re-emergence of
generational differences, reflecting amplified values due to anomie.

4. Discussion:

The heightened concern for well-being sustained by anomie
suggests significant 1implications for the insurance industry.
Increased interest in well-being, especially among those in their 30s,
indicates a growing demand for health-promoting insurance
products. As individuals increasingly use ICT to monitor and
improve their health, they will likely seek insurance products
tailored to their specific risks and behaviors. Despite the severe
impact of the pandemic, this shift towards a greater focus on well-
being could lead to a positive future, with expanded sales of health-

promoting insurance products enhancing overall well-being.



Conclusion:

The study concludes that the COVID-19 pandemic significantly
influenced well-being awareness across generations, with sustained
effects due to anomie. The research highlights the need for health-
promoting insurance products and the potential for a positive future
driven by increased well-being awareness and tailored health

solutions.
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Profit participation in life insurance and the profit transfer
agreement in AktG

- "Need for Safety” of insurance companies

Shimizu Koichi

In spite of the principle of equal balance of payments in insurance, the
level of insurance premiums is set high for safety, including low assumed
interest rates, to enable long-term insurance benefits, and in many cases, a
refund is made to policyholders when a surplus is generated after the fact.
Profits (surplus) generated from the life insurance business are distributed
to shareholders, returned to policyholders as dividends, and allocated to
retained earnings necessary for the continuation of the insurance business.
The return of surplus to policyholders under dividend-paying insurance
policies is referred to as "policyholder dividends" and "shall be made in
accordance with the standards established by a Cabinet Office Ordinance as
the standards for fair and equitable distribution" (Insurance Business Law
11). (Article 114, Paragraph 1 of the Insurance Business Law). Article 62 of
the Ordinance for Enforcement of the Insurance Business Law stipulates
the calculation method of policyholder dividends. Surplus is distributed
through a process in which legal, actuarial, and financial issues are closely
interrelated, based on the evaluation and judgment of accounting profits at
the discretion of insurance companies. Therefore, it is not clear how much of
the surplus will be distributed to shareholders or retained internally, or
how it will be calculated for individual policies.

In Germany, not only the provisions of the Insurance Supervision Act, but
also the Insurance Contracts Act have provisions regarding surplus
dividends, as well as insured groups have been claiming more and more
surplus dividends over the years. And, there have been frequent lawsuits
over the regulation of dividends from valuation reserves, which were
regulated to ensure the long-term performance of insurance contracts by
insurance companies. Among other things, policyholders and shareholders
are competing interests in the accounting profits underlying the surplus.
Furthermore, when the shareholder is a holding company, a conflict arises



between the interests of the policyholder and the shareholder's own
interests.

In this regard, the German Federal Ordinary Court of Justice (BGH)
January 20, 2021 ruled that the transfer of profits under the profit transfer
agreement to the holding company, unlike shareholder dividends, does not
conflict with the distribution of surplus to policyholders, subject to the
constitutionality of the Life Insurance Amendment Act of 2014 (LVRG).
Through this decision, this paper examines the question of the nature of the
competition between policyholders and shareholders and the extent to
which the "need for safety" is required to ensure the insurer's ability to
fulfill its long-term contracts. [Need for Safety) : The total "need for
safety" for each policy in a guaranteed scheduled rate policy, where the
calculated interest rate standard for that policy exceeds the standard
Euro-interest swap rate (Euro-Zinsswapsatz) (reference rate) at the time
the valuation reserve is calculated. The "need for safety" of the insurance
contract is defined as the "need for safety" of the policy. The "need for
safety" of an insurance contract is the interest burden of the insurance
contract, valued by taking into account the actuarial reference rate, which
reduces the dividend reserve.

Life Insurance Reform Act of 2014 (LVRG) is legislation that increases the
financial foundation of insurers by establishing a measure of the insurer's
financial "need for safety" with respect to retained earnings and limiting the
distribution of surplus funds. The background for this was the prolonged
low interest rate situation. Legal discipline against life insurers was not
adequately addressing the risks of a prolonged low interest rate
environment.

On the other hand, however, since the enactment of the LVRG, the lack of
provisions for reversal of additional interest reserves has also been pointed
out, leading to excessive retention of policyholders' funds beyond what is
necessary. Today, it is said that the reduction of dividends from retained
earnings has reduced the attractiveness of dividend-paying life insurance as
a financial product.

In Japan, there has been no movement to claim more surplus dividends in
dividend-paying policies, but in Germany, insured/policyholder
organizations have been claiming more surplus dividends in

dividend-paying life insurance policies for many years. In this context,



when a life insurance company is in the form of a joint stock company, the
transfer of profits to the holding company can create a conflict of interest
that conflicts with the policyholders' right to claim surplus dividends
against accounting profits. In Germany, a lawsuit was filed on the grounds
that the transfer of profits by a holding company to a subsidiary life
insurance company through a profit transfer agreement violated the
anti-dividend provision under the Insurance Supervision Law and reduced
the policyholders' surplus dividend.

This article summarizes the BGH January 20, 2021 ruling and related
discussions by insured groups. Although the ruling states that the transfer
of profits by a holding company under a profit transfer agreement does not
constitute a violation of the prohibition on dividends, as there is also an
obligation to compensate for losses, it is also influenced by the LVRG's legal
policy of regulating surplus dividend payments to ensure the financial
security of insurance companies. If so, it is time to examine whether the
"need for safety" is still a necessary regulation today, since the situation of
long-term low interest rates, which was the basis for the LVRG's enactment,
has been resolved. In addition, the obligation to compensate for losses in
correlation with the transfer of profits to the holding company is in addition
to multiple measures to stabilize the financial position of insurance
companies, such as the fact that premiums are calculated with a safety
premium premium and the "need for safety" dividend regulation by the
LVRG, and there is a question whether it is excessive. There are also
concerns about the declining competitiveness of dividend-paying life
insurance products with low dividend payouts.

The insured organizations have argued in related litigation activities that
insurers should provide sufficient and verifiable evidence of their financial
vulnerability. In my opinion, they have a point in this regard, since it is
naively doubtful that an insurance company, which is supposed to be in a
weak financial position, would generate profits and effectively curtail the
distribution of surplus and transfer those profits to the holding company. A
certain degree of traceability would be necessary, since the surplus is
distributed through a process in which legal, actuarial, and even financial
issues are closely interrelated, based on the evaluation and judgment of
accounting profits at the discretion of the insurance company. Of course, the
specific methodology for this is a challenge.

However, the nature of the right to a surplus dividend is not stable, as it
depends not only on the dividend policy of the company and the guidance of



the supervisory agency, but also on the condition of interest rates.
Policyholders need to demand explanations from insurance companies as to
what factors they have taken into account in calculating surplus dividends
and continue to insist on their reasonable rights.
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The Current Status and Challenges of Financial
Literacy Education in Japan’s High Schools:
Lessons from Prior Research in Western Countries

Hiroshi Oikawa, Michael (Kansai University)

Summary

In recent years, the importance of financial literacy education has
been rapidly recognized in Japan. With the globalization of the
economy and the increasing financial responsibility placed on
individuals, it is necessary for the younger generation to acquire
financial knowledge early on in order to ensure their future
economic independence. Particularly, the lowering of the age of
adulthood due to the 2022 amendment to the Civil Code has further
highlighted the importance of financial literacy education in Japan.
As a result, the enhancement of financial education at the high
school level has become a priority, with the Ministry of Education,
Culture, Sports, Science and Technology (MEXT) incorporating
financial literacy education into the curricula of home economics
and civics. However, as discussed below, there are still many
challenges in the implementation of financial literacy education in

Japan, and urgent improvements are required.

This study focuses on the inadequacies in financial literacy
education, particularly the delayed establishment of an
implementation system in educational settings, and examines the
current state and challenges through interview-based research. It
also analyzes examples from Western countries where financial
literacy education is more advanced, and compares these with the
current situation in Japan to identify issues that need to be
addressed.



1. Conceptual Examination of Financial Literacy

The term "financial literacy" began to gain prominence in the
United States in the late 1990s to early 2000s. It became widely
recognized through national financial education campaigns and the
establishment of financial literacy education committees.
Emphasizing the importance of financial education for young
people, financial literacy is defined as "the ability to effectively
manage financial resources." This definition includes the intent to
promote financial stability by acquiring knowledge and skills to
make informed choices.

This study revisits the wvarious concepts related to financial
literacy, re-examining their definitions and significance, and traces
the academic interest in financial education. For example, financial
inclusion is frequently mentioned in the context of financial
literacy. This refers to the goal of ensuring that everyone has access
to and can utilize appropriate financial services, particularly in
developing countries. The World Bank's Global Findex database
quantifies the progress of financial inclusion across countries,
evaluating policy interventions accordingly. Similarly, financial
resilience, which refers to an individual's ability to withstand and
recover from unexpected economic challenges, is another key
concept. Financial literacy is considered essential for enhancing
financial resilience, as access to resources and support plays a

critical role in one's ability to recover.

Improving financial well-being is often cited as one of the goals of
financial literacy education. This concept refers to a state in which
individuals feel financially stable and capable of achieving their
economic goals, both in the present and the future. Research by
Porter & Garman and Briiggen et al. points out that financial well-
being is based on both objective financial conditions and subjective
assessments, while Netemeyer et al. define it as a "subjective

construct."



Through these conceptual discussions, this paper emphasizes that
financial literacy is a multi-faceted and complex concept. It
suggests that financial literacy education must comprehensively
address these elements and tailor the education to the specific
needs of individuals.

2. The Role of School Education in Financial Literacy

This section examines the role and challenges of school education
in financial literacy. It focuses on the importance of financial
education for the younger generation and how this education affects
their future financial well-being.

Various studies have reported on the effects of financial literacy
education, but the findings regarding the impact of financial
education on students' financial behavior are not consistent. For
example, a study by Fernandes et al. (2014) suggests that taking
financial education courses does not necessarily lead to improved
financial literacy, indicating the limitations of such education.
Research by Kaiser (2020) and Mandell (2008) yielded similar
results, suggesting that further investigation is needed to
understand how school-based financial education influences
students' financial behavior.

On the other hand, financial education is not entirely meaningless.
Teaching financial literacy from an early stage is believed to benefit
students. For instance, Bhattacharya et al. (2016) found that
introducing financial education in kindergarten and elementary
school provides a critical foundation for future financial well-being.

Parental education and influence are also crucial factors. As many
studies have shown, education from parents significantly impacts
children's financial behavior and beliefs (Beutler & Dickinson,
2007). However, parental education does not always promote high-
quality financial literacy, and systematic school education is
needed to complement the role of family education. For students
who do not pursue higher education, financial education in high



school serves as an essential opportunity for achieving future
financial stability.

Overall, this paper highlights that financial literacy education is
one means of enhancing financial well-being, but its effectiveness
depends on the content, timing, and coordination with the home

environment.

3. Current Status and Challenges of Financial Literacy Education
in Japan

Based on domestic and international research findings on financial
literacy education, this study conducted interviews with three high
school teachers who teach financial literacy. Although this is a pilot
survey for future large-scale research, it aims to understand the
challenges faced in educational settings. With the lowering of the
age of adulthood, financial literacy education for young people is
becoming increasingly urgent. This study seeks to explore the
issues that arise in actual educational environments.

One key challenge identified is the lack of expertise among
teachers. Many teachers do not have sufficient knowledge of asset
management or financial products, which hinders effective
teaching. Additionally, the financial education curriculum is not
systematically developed, leaving teachers lacking confidence in
their own financial knowledge. The lack of teacher training is
another issue, and enhancing the quality of education requires the
strengthening of support systems and professional development
opportunities for teachers.

Moreover, the differences in teaching methods in financial literacy
education are also problematic. In Western countries, financial
literacy education has a long history and is incorporated into
curricula in a practical and comprehensive manner. However, in
Japan, the focus i1s primarily on household management and
consumer education, with limited education on investment and risk
management. This limits opportunities for students to gain

fundamental knowledge of asset management and investment.



Lastly, external organizations and businesses need to be involved
in financial education. In the United States, non-profit
organizations such as the Jump$tart Coalition support financial
education by providing a wide range of materials. However, in
Japan, such support is still insufficient, leading to disparities in
the implementation of financial education across educational

institutions.

4. Conclusion: Toward the Improvement of Financial Literacy
Education

This study has examined the current status and challenges of
financial literacy education in Japan, drawing on prior research and
examples from Western countries. While the importance of financial
literacy is increasingly recognized, there is insufficient support for
teachers to acquire the necessary knowledge and skills. Finally, the
paper suggests various initiatives aimed at strengthening financial
education and addressing these challenges.
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The Impact and Potential of Digital Transformation
(DX) in Life Insurance

Tetsuhiko IZUMI (Professor, Kaetsu University)
[Summary]

This research study analyzes and explores the success factors and
challenges of digital transformation (DX) initiatives based on
publicly available information from case studies certified by the
Ministry of Economy, Trade, and Industry. The analysis includes
evaluating the impact of digital technology on business efficiency,
customer service improvement, and risk management evolution from
the business perspective. It also assesses measures to address
challenges such as data privacy, security, and regulatory compliance
faced by the entire life insurance industry. Additionally, the study
aims to clarify contract holders' perceptions and understanding of
DX through an online monitor survey. This pioneering research
seeks to reveal the current state of DX from both business and

contract holder perspectives.

The life insurance industry faces innovation pressures. While the
relationship between social insurance and private insurance can be
explained by a two-tiered model, there is also a demand for
innovation to streamline household financial burdens. Applying
Schumpeter’s five types of innovation to the life insurance industry,
potential areas include improving customer risk assessment and
accelerating product development. In the non-life insurance sector,
initiatives such as discounts based on driving recorders are being
implemented to reduce risks. Similarly, life insurance could
potentially reduce risks through health monitoring. The increasing
pressure for innovation may also suggest a possible industry
restructuring. Improving total factor productivity is crucial, and
building competitive advantages through DX and similar measures
could contribute to overall productivity improvement in the industry.

DX efforts on the business side can be defined in two stages:



digitization (DI) and the creation of new business models (DX).
While most businesses are currently at the digitization stage, some
are beginning to create new business models. Aflac Life Insurance is
conducting advanced initiatives as a DX-certified business. Their
DX@Aflac initiative involves deploying numerous agile teams to
enable flexible and rapid responses. They are advancing reforms
from both DI and DX perspectives, aiming to improve core business
efficiency and explore new areas. DI elements include cross-tech
integration, UI/UX improvements, data utilization, and system
development automation. In contrast, DX efforts focus on building
data ecosystems, expanding into the healthcare sector, and smart
city concepts to create new customer value. Meiji Yasuda Life
Insurance is noted for its advanced DX initiatives, including the
introduction of the "Best Style Health Cashback" rider and the
digital submission of health checkup data using My Number cards.
Their DX strategy features four major reforms and integrates two
major projects: "Everyone's Health Activities" and "Regional
Vitality." They focus on DI while also working on DX, aiming to
enhance value for customers and employees. Other life insurance
companies that have applied for DX certification are also highly
rated.

Regarding DX from the customer perspective as policyholders or
potential policyholders, the online monitor survey (June 2024)
examined preferences for recruitment channels, specifically whether
customers prefer communication sales (web, smartphone apps) and
their responsiveness to incentives. The survey revealed that
incentives such as premium discounts and point allocations seem to
successfully guide contract holders to web and app-based contract
channels. When comparing recruitment channels, more than half of
respondents preferred communication sales when faced with
additional fees for face-to-face interactions. The amount of
incentives also showed that over half of respondents preferred
amounts over 5,000 yen. However, only about 30% expressed interest
in DX innovations such as health checkup data integration.



It is also important to note that incentive provision is restricted by
legal regulations such as the Insurance Business Act. Two
approaches can be taken to overcome these regulations: one is to
enhance insurance products exclusively for communication sales
while accepting incentive regulations, and the other is to seek
regulatory relaxation by having the relevant field designated by the
government's Regulatory Reform Promotion Council.

Keywords for the future transformation of new business models in
the life insurance industry include healthcare data, data ecosystems,
and business collaboration. Building data ecosystems that integrate
insurance contract data with data from other industries and
utilizing healthcare data in collaboration with local governments
and health insurance societies are areas of interest. The relationship
between medical insurance and healthcare data presents significant
potential for future research.

Keywords: Life Insurance, Digital Transformation, Regulatory
Relaxation, Healthcare
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Addressing Customer Harassment
in Japan's Life Insurance Industry

Tomoka Miyachi (Takushoku University)

[Summary]

In recent years, "customer harassment" has attracted attention in various
industries in Japan, where customers and service users engage in annoying
behavior that goes beyond socially acceptable limits toward employees and
contractors. This type of harassment includes verbal abuse, unreasonable
demands, and even physical violence. Japanese cultural norms, such as the
phrase "the customer is God," often exacerbate this problem, and employees
may feel pressured to tolerate inappropriate behavior in order to maintain
customer satisfaction.

In the Japanese life insurance industry, customer harassment is currently
not as widely reported as in the retail, restaurant and hotel industries.
However, life insurance products are complex, and conflicts of interest can
arise in the sales process. In addition, because the information handled by
insurance companies is highly confidential and secretive, customers may
express their dissatisfaction through harassment.

The distribution channels of major Japanese life insurance companies are
characterized by a heavy reliance on sales personnel to interact with
customers, and a high proportion of sales personnel are female. The pressure
to meet sales targets and the need to manage confidential customer
information create an environment in which the risk of customer harassment
1s heightened. Gender dynamics also contribute to the vulnerability of these
employees to various forms of harassment, including sexual harassment.

Given the potentially harmful nature of customer harassment in the life

insurance industry, it is extremely important that stakeholders, including



insurance companies, industry groups, and the government, actively address

this issue.

What insurers should do

Develop and implement policies: Life insurance companies should develop
clear, comprehensive policies that explicitly define and prohibit customer
harassment. These policies should outline procedures for reporting and
addressing incidents of harassment to ensure that employees feel supported
and protected.

Training and awareness programs: Regular training should be provided to
educate employees on how to recognize and respond to customer harassment.
Training should also focus on empowering employees to assert their rights
and seek help when faced with inappropriate behavior.

Employee support system: Companies should establish a strong support
system, including a confidential reporting hotline, counseling services, and
legal assistance. It is important to create an environment where employees
feel comfortable reporting customer harassment.

Re-evaluate sales goals and performance evaluation criteria: Companies
should re-evaluate their performance evaluation criteria and reduce the
excessive stress on employees caused by the pressure to meet sales targets.
Adjusting these evaluation criteria can create a less stressful work

environment and reduce the risk of customer harassment.

Role of the Life Insurance Association of Japan

Industry-wide guidelines: The Life Insurance Association of Japan should
develop industry-wide guidelines for dealing with customer harassment.
These guidelines will serve as a benchmark for companies to ensure a
consistent approach to preventing and responding to harassment.

Promote knowledge sharing: The Life Insurance Association of Japan could
organize workshops, seminars and forums to share best practices and
strategies for companies to address customer harassment. These will help the
industry as a whole to adopt effective policies.

Raise awareness: Industry associations such as the Life Insurance



Association of Japan should take the lead in raising awareness within and
outside the industry to emphasize the importance of respecting the rights and
welfare of employees. This includes awareness campaigns for the general

public.

Government involvement

Legal support: The government should consider enacting or strengthening
laws specifically addressing customer harassment in the workplace. This
includes not only provisions requiring companies to develop anti-harassment
policies and provide support to employees who are victims, but also penalties
for those who engage in serious customer harassment.

Inclusion in workers' compensation: The inclusion of customer harassment
in workers' compensation assessments has been a positive development. The
government should ensure that this inclusion is effectively implemented and
that harassed workers are adequately compensated.

Monitoring and enforcement: Government agencies should monitor
compliance with anti-harassment laws and regulations in each industry.
Regular audits and inspections can help ensure that companies are meeting
required standards for customer harassment policies.

Public awareness campaigns: The government can play an important role
in raising public awareness about customer harassment. Campaigns aimed
at raising public awareness of unacceptable behavior towards service workers

can help reduce the incidence of harassment.

Conclusion

Customer harassment in the Japanese life insurance industry may not
currently be as prominent as in other industries, but due to the nature of
insurance products and industry channels, it has the potential to develop into
a serious problem if not addressed quickly. By working together, insurance
companies, industry associations and government can take proactive steps to
create a safer and more respectful workplace environment. Developing clear
policies, providing support for employees, and promoting a shift toward

protecting employee rights are essential to addressing this potential problem.
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The market impact of COVID-19 on Financial
Industry in Japan

Hideaki Sakawa (Nagoya City University)
Naoki Watanabel (Nagoya City Unviersity)

[ Summary]

This research aims to reveal two empirical questions related to
the outbreak of Covid-19 in Japan. The first research question is “Is
the stock return negatively responded to the outbreak of COVID-19?
in the financial industry”. The second question is “What is the
difference of market impact on financial industries?”. Using an event
study methodology, we investigate the impact of “Public Emergency
Concern by WHO” to the Japanese stock markets. Our findings are
summarized as following two points. First, the impact of “Public
Emergency Concerns” is positively affected to the stock markets in
financial industry. Second, the positive announcement effect is only
effective for banking industry.

1. Introduction

This research investigates the market impacts on financial firms by
the Pandemic declaration of WHO in January 2020. Previous studies
find that Pandemic declaration negatively affected to the large
number of non-financial stock in the world. On the other hands,
scarce study implemented to reveal the effect of COVID-19 in the
Japanese financial firms. Our research firstly aims to reveal the
market reaction of the outbreak of COVID-19 in Japan’s financial
firms.

The second aim of our research is to reveal whether industrial
differences are investigated in the market impact within financial
firms. Our analyses reveal that the positive market impact on WHO’s
declaration for banking firms in Japan. This result suggests that the



demand of borrowing funds from banks would be enhanced by
pandemic and this demand would be good news for banking industry.
Our study contributes to reveal the market impact of WHO’s

pandemic declaration for financial firms.

2. Previous Literature and Hypotheses Developments

Previous studies find that the announcement on “a state of
emergency”’ by WHO negatively affected to Nikkei 225 (Liu et al.,
2021). This implies that Japanese firms, which are closely connected
with Chinese ones, tend to be affected by the negative effect of
Chinese stock markets. These negative effect for non-financial firms
would enhance the demand of financial service during the pandemic
era.Therefore, we construct following hypothesis 1 which intends to
reveal the announcement effect of a state of emergency” in Japanese

corporations.
Hypothesis 1

The stock markets are positively responded to the outbreak of
COVID-19.

Next, we consider about the financial sectoral difference of market
impact on COVID-19 crisis in Japanese stock markets. In the
banking industry, the demand of funds from non-financial firms
would be stressed during the pandemic era. Thus, the positive
market impacts are predicted for banks as in following hypothesis 2.

Hypothesis 2

The positive impact of COVID-19 is expected for banks.

3. Methodology and Data
3.1. Methodology

The event study methodology is frequently used by many previous
studies in the field of social science. This methodology is an
empirical tool which reveals how the information contents of “News”
is reflected in the stock markets (Campbell et al., 1997). Previous



literatures analyze how the COVID-19 news affect the stock markets
(Al-Awadhi et al., 2020, Ashraf et al., 2020; Liu et al., 2020, Xiong
et al., 2020 etc.). In this study, we use the event study methodology
followed as previous literatures.

3.2. Data

We explain about the data. Our daily stock return data is gained
from NPM database. We can gain the data of the financial variables

from Astra Manager.

4. Empirical Results

We show the empirical results of our estimations. The estimated
results are summarized as following three points. First, ARs are
significantly positive for several windows, consistent with our
hypothesis 1. Second, CARs are significantly positive to banks for
all of event windows This result is consistent with our hypothesis 2.
Third, our results are robustly confirmed when we use Fama and
French (1993) model to estimate ARs and CARs.

5. Conclusions

Our research implements the event study to analyze the effect of
WHO'’s declaration of “State of Emergency” in the Japanese financial
firms’ stock markets. Our main results are summarized as following
two points. First, the announcement effect is significantly positive
for banks using of ARs. Second, the announcement is also
significantly positive for banks using o CARs. These results suggest
that the investors’ expectation of demand for borrowing funds from
banks would be good news for banks during pandemic era.
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