
Capital Research Journal Vol.4 No.352

Japanese Life Insurers' Results for Fiscal 2000 

Haruhiko Urushibata 

1.  Insurance in Force

1) Individual insurance and annuities 

Individual insurance and annuities in force for Japan's 10 leading life insurers in 
fiscal 2000 (ended in March 2001) declined by 2.9% year on year to ¥1,192.46 trillion. 
With no less than five life insurers becoming insolvent in fiscal 2000 alone, the 
number of policyholders deserting the industry continued to increase, making fiscal 
2000 the fourth fiscal year in a row in which individual insurance and annuities in 
force for the 10 leading life insurers has declined (Table 1). 

Table 1  Individual Life Insurance and Annuities 

Notes: 1  Cancellation rate = (Cancellations and lapses of individual life and annuity 
insurance) / (Individual life and annuity insurance in force at start of year). 

 2  "y/y" is the year-on-year change since fiscal 1999. 
Source:  NRI, from news releases of companies concerned. 
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However, the decline was less than the -3.9% recorded in fiscal 1999. This is 
because the number of single-premium endowment policies reaching maturity peaked 
in fiscal 1999 and insurance payments on maturing policies have leveled off. As a 
result, the number of policy cancellations and lapses has started to decline while new 
insurance sales  increased by 1.4% on fiscal 1999. 

Fiscal 2000 saw a number of successful product launches, included that of Meiji 
Mutual's "Life Account," which enables policyholders to modify how premiums are 
allocated between death/healthcare insurance and investments every year. The 
appearance of products of this type is significant because it marks a departure from 
the traditional sales approach, which has focused on death insurance. 

Table 2  Group Life Insurance and Annuities 

Notes: 1  The "affiliates" concerned are as follows: Nippon Life: Nissay Asset Management; 
Dai-ichi Mutual: IBJ-Dai-ichi Mutual Asset Management; Sumitomo Life: Sumitomo 
Life Investment; Meiji Mutual: Meiji-Dresdner Asset Management; Asahi Mutual: 
Asahi Life Asset Management; Yasuda Mutual: Yasuda Capital Management; 
Mitsui Mutual: Mitsui Life Global Asset Management; Taiyo Mutual and Daido Life: 
T&D Taiyo Daido Asset Management; and Fukoku Mutual: Fukoku Asset 
Management. 

 2  "y/y (1)" is the year-on-year change since fiscal 1999 (ended in March); "y/y (2)" is 
the year-on-year change since fiscal 1998 (ended in March). 

Source:  NRI, from news releases of companies concerned. 



Capital Research Journal Vol.4 No.354

2) Group insurance and annuities 

Group insurance in force for the 10 companies increased by 2.1% year on year to 
¥352.13 trillion, while group annuities in force declined by 1.1% (¥492.4 billion) to 
¥42.54 trillion (Table 2). The decline of roughly ¥490 billion in group annuities in 
force is an improvement on the decline of ¥1.6 trillion in fiscal 1999. Partly a reaction 
to the sharp decline in fiscal 1999, the improvement indicates that the decline in group 
annuity business by parent companies has bottomed. Life insurers are also transferring 
group annuity contracts to their asset management affiliates in an effort to halt the 
outflow of such business to other life insurers.  

2.  Profit and Loss Analysis 

1) Net insurance income 

Total income from insurance and reinsurance premiums at the top 10 companies 
declined by 2% to ¥21.99 trillion, while insurance claims and other payments declined 
by 13% to ¥19.78 trillion. This sharp drop was the result of a 15.5% year-on-year 
decline in cancellations and other returns as the number of single-premium 
endowment policies expiring passed its peak and the major insurers stepped up their 
consultancy sales in an effort to reduce the number of policy cancellations. 

Table 3  Insurance Income-Payments Balance 

Source: NRI, from news releases of companies concerned.
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At six of the companies, income from insurance and reinsurance premiums 
exceeded insurance claims and other payments, and their ratio of insurance claims and 
other payments to income from insurance and reinsurance premiums declined by 11.4 
percentage points to 90% (Table 3). This improvement was the result of a sharp 
decline in insurance claims and other payments and in spite of a decline in income 
from insurance and reinsurance premiums. 

2) Net investment income 

Total income from investment at the top 10 companies fell by 42.8% to ¥4.98 
trillion (Table 4). This reflected a 16.6% decline in income from interest and 
dividends to ¥3.68 trillion as a result of record low interest rates and redemptions of 
high-yielding bonds as well as a 66.4% decline in gains from disposals of securities. 

Table 4  Investment Income-Expense Balance 

Source:  NRI, from news releases of companies concerned. 

The reason for the sharp decline in gains from disposals of securities reflected a 
sharp decline in unrealized losses on securities, and there was therefore not the same 
need to offset these losses as in fiscal 1999 (when the top 10 life insurers sold some 
¥3.5 trillion in securities). Eight of the 10 companies now value their "other 
securities" at market, and their valuation losses on their securities holdings were  
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Table 5  Operating Income 

Source:  NRI, from news releases of companies concerned. 
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74.3% greater than in fiscal 1999.1 Net investment income (investment income - 
investment expenses) at the 10 companies was down 25.5% on fiscal 1999 to ¥3.12 
trillion.

3) Operating income 

Total operating income at the 10 companies declined by ¥56 billion (or 3%) to 
¥1.78 trillion, with only Nippon Life, Sumitomo Life, Taiyo Mutual and Daido Life 
recording gains (Table 5). 

Revenues declined by 16.7% to ¥29.07 trillion. This reflected a sharp drop in 
investment income and a decline in reversals of provisions for policy reserves (as a 
result of fewer cancellations of group insurance policies). 

Expenditures declined by 17.5% to ¥27.29 trillion. This reflected a sharp drop in 
insurance claims and other payments and in investment expenses as well as the fact 
that provisions for policy reserves were 10.9% lower than in fiscal 1999. 

4) Introduction of "core operating profit" 

In fiscal 2000, Japanese life insurers introduced the concept of "core profit" and 
disclosed a figure for it in their accounts (Table 6). Core operating profit indicates 
how much a life insurer has earned from its core operations (insurance and 
investment) and is calculated by deducting capital gains and losses (e.g., gains and 
losses from disposals of securities and valuation losses) and non-operating gains and 
losses (e.g., provisions and reversals of provisions for contingency reserves) from 
operating income. While solvency margin ratios indicate the strength of an insurance 
company's balance sheet, core operating profit indicates the strength of its profit and 
loss account. 

When life insurance companies design their products, they assume certain basic 
ratios (e.g., rate of return on investments, operating expenses and mortality rates) and 
calculate their profits from the difference between these and the actual ratios. Life

1  As a result of the introduction of market value accounting, Japanese life insurers now 
classify their securities according to the purpose for which they hold them: (1) trading 
securities (valued at market as of year-end and entered as a gain or loss in the profit and 
loss account); (2) securities held to maturity (entered at cost on the balance sheet); (3) 
shares in subsidiaries and affiliates; and (4) other securities (i.e., other than (1)-(3)) 
(valued at market and entered as a valuation gain or loss under "capital" on the balance 
sheet after tax has been deducted). As unrealized gains and losses on securities are 
entered under "capital" on the balance sheet (rather than on the profit and loss account), 
the effect is to reduce valuation losses on securities proportionately. 
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Table 6  Operating Income (Loss) and Core Operating Profit 

Note:   Negative spread ratio = loss attributable to negative spread / (loss attributable to 
negative spread + core profit). 

Source:  NRI, from news releases of companies concerned. 

insurers derive their earnings from three main sources: (1) the difference between 
their assumed and actual rate of return on investments; (2) the difference between 
their assumed and actual operating expenses; and (3) the difference between the 
assumed and actual mortality rate of their policyholders. The concept of "core profit" 
was introduced to address some of the criticism long leveled at life insurers that it was 
difficult for outsiders to assess these sources of profit. Core profit should be roughly 
equivalent to the total of these three sources of profit and give a clearer picture of the 
strength of life insurers' profit and loss accounts. 

One point that needs to be borne in mind when considering core profit is the fact 
that it is generally easier for life insurers which do a large amount of term insurance 
business (including group term insurance) to boost their core profit than for those 
which depend more on individual insurance and savings products. This is because it is 
easier to generate profits from the difference between assumed and actual mortality 
rates in the former than the latter. Also, the fact that much of the profit from group 
insurance tends to go on dividends means that big core profits do not necessarily feed 
through to the bottom line. 
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Japanese life insurers' results for fiscal 2000 show that, although the top 10 
companies suffered losses of ¥1.30 trillion because of the difference between their 
assumed and actual rates of return on investment ("negative spread"), they were more 
than able to offset these losses from their core operating profits (of ¥2.09 trillion). 
Nevertheless, interest rates in Japan are likely to remain low for the foreseeable future, 
so there is no prospect of this negative spread narrowing. While the top 10 companies 
are still assuming an average rate of return on investment of 3.0%-4.0%, their actual 
returns on investment (on their general accounts) were generally lower than in fiscal 
1999. Not only has there not been any significant rise in interest rates since the Bank 
of Japan abandoned its policy of zero interest rates: there is little prospect of any big 
rise in interest rates in the near future so long as the Bank maintains an 
accommodative monetary policy in its attempts to combat deflation. 

3.  Assets 

1) Composition of assets 

The general account assets of the top 10 life insurers increased by roughly ¥1.6 
trillion to ¥151.86 trillion (Table 7). Many of the companies continued to reduce their 
holdings of risk assets such as equities and property, and holdings in business partners, 
while increasing the proportion of their assets invested in bonds. There is also a 
growing tendency for them to invest in property-backed securities in order to boost 
their returns on investment and offset the drop in investment returns they have 
suffered as a result of reducing their risk assets. 

2) Classification of securities investments by purpose 

Following the adoption of market value accounting in fiscal 2000, Japanese life 
insurers now classify their securities as (1) "trading securities," (2) "securities held 
until maturity" or (3) "other securities" according to the purpose for which they hold 
them. (see Footnote 1 on Page ??). Also, in November 2000 the Japanese Institute of 
Certified Public Accountants published a report by its Auditing Committee that 
established a system of classifying bonds according to the duration of the liabilities 
they match ("policy reserve-matched bonds") and allowed such bonds to be valued at 
cost from fiscal 2000. 

While life insurers' assets are valued at market and therefore fluctuate in value, 
their liabilities (and especially their policy reserves) are valued at cost. By holding 
bonds of the same duration as these liabilities, life insurers can shield these liabilities 
from the effects of such fluctuations. The new system of matching bonds with policy 
reserves enables them to do this by recognizing the bonds they hold as having the 
same duration as some of their liabilities. 
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Note:   Fiscal 2000 general account assets were valued at market. 
Source:  NRI, from news releases of companies concerned. 

Table 7  General Account Portfolios



Japanese Life Insurers' Results for Fiscal 2000 61

In their accounts for fiscal 2000 the top 10 life insurers owned a total of ¥83.71 
trillion in bonds. Of these, 14.5% (worth ¥12.16 trillion) were classified as "bonds 
held until maturity" and 72.6% (worth ¥60.77 trillion) as "other securities" (Table 8). 
Only one of the top 10 life insurers (Nippon Life) has so far opted to classify some of 
its bonds (worth ¥10.75 trillion) as "policy reserve-matched bonds." As of the end of 
fiscal 2000, a growing number of life insurers had opted to classify their investments 
as "other securities." Although this requires them to value the investments at market, 
any valuation gains or losses do not appear in the profit and loss account. 

Table 8  Securities Holdings Classified According to Purpose 

Source:  NRI, from news releases of companies concerned. 

4.  Non-Performing Loans and Non-Realized Gains and Losses 
on Assets 

1) Non-realized gains and losses on securities and land 

At the end of fiscal 2000, the Nikkei Average stood at 12,999—7,337 lower than at 
the end of fiscal 1999. After rising in fiscal 1999, shares reversed course and remained 
under selling pressure. The top 10 life insurers saw not only their equity holdings but  
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Table 9  Unrealized Gains and Losses on Securities and Land 

Source:  NRI, from news releases of companies concerned. 

also their securities holdings in general fall in value in fiscal 2000—the latter by ¥3.5 
trillion to ¥7.6 trillion (Table 9). 

The level on the Nikkei Average at which the unrealized gains on their Japanese 
equity portfolios would disappear declined from its level at the end of fiscal 1999 for 
nine of the 10 companies. Following the reconstitution of the Nikkei Average, most of 
its components are high-tech stocks. As such stocks have declined, so has the index. 
As a result, the level on the index at which the unrealized gains on life insurers' equity 
portfolios disappear has probably also declined. 

The unrealized gains on the top 10 life insurers' portfolios of bonds and foreign 
equities increased to ¥1.17 trillion and ¥757.7 billion. The main factors behind the 
increase were probably (1) the decline in Japanese interest rates in the second half of 
fiscal 2000 (with yields on new 10-year government bonds falling from 1.77% at the 
beginning of fiscal 2000 to 1.27% at the end) as a result of the Bank of Japan's 
accommodative monetary policy and (2) the fall in the value of the yen against the 
dollar (from ¥106.15 at the beginning of fiscal 2000 to ¥123.90 at the end) as a result 
of concern about the effect of the economic slowdown in the United States on the 
Japanese economy. 
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Four of the 10 companies had unrealized losses on their land portfolios. All the 
companies under review have been actively disposing of property and reducing their 
exposure to property risk since fiscal 1999 in an effort to cope with falling property 
prices.

Table 10  Non-Performing Assets 

Note:   Provision ratio = (provisions for doubtful accounts + provisions for specific 
borrowers under support) / (bankrupt and quasi-bankrupt claims + doubtful claims 
+ substandard claims) × 100. 

Source:  NRI, from news releases of companies concerned. 

2) Non-performing assets 

All of the top 10 life insurers saw their risk assets decline in value. Altogether these 
assets declined in value by ¥366.4 billion to ¥761.9 billion (Table 10). All 10 
companies are gradually writing down these losses on these assets. Compared with 
Japan's top 16 banks at the end of fiscal 2000 (whose non-performing assets 
constituted 3.4% of their total assets and 5.9% of their loans receivable), Japan's top 
10 life insurers had relatively few non-performing assets (0.5% of total assets and 
1.8% of loans receivable). 
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5.  Indicators of Financial Soundness 

Although the top 10 life insurers had more than the 200% solvency margin ratio 
regarded as an indicator of financial soundness, in all cases the ratio was lower than in 
fiscal 1999. The way in which the ratio is calculated is now slightly different from 
what it was before fiscal 2000, however. Because some of the life insurers that 
managed to achieve a ratio of at least 200% in fiscal 1999 became insolvent in the 
course of fiscal 2000, the method used had to be reviewed urgently. The main changes 
were that (1) "unrealized gains and losses on securities" was extended to include not 
only listed equities but also Japanese bonds and foreign securities; (2) the total risk 
amount that forms the denominator is now calculated at market rather than cost; and 
(3) the amount of "future profit" (provisions for dividend reserves) that can be 
included was reduced from 100% to 50%. 

The inclusion of unrealized gains and losses on Japanese bonds and foreign 
securities helped to boost solvency margin ratios. Increases of 17.2% in price 
fluctuation reserves (taking them to ¥746.6 billion) and of 19.6% in contingency 
reserves (taking them to ¥2.08 trillion—provisions for contingency reserves at the 10 
companies came to ¥340.9 billion) plus increases in retained earnings also helped. 
However, (1) a large decline in unrealized gains on equity holdings as a result of the 
weak stock market and (2) an increase in the total risk amount as a result of the 
change in the way the ratio is calculated led to an overall decline in the ratio. 

Real net asset value (A-B) (calculated by subtracting total liabilities adjusted for 
reserves such as price fluctuation reserves from total assets such as securities and 
property valued at market)—an indicator of the value of the assets left after payouts 
have been made to all policyholders—totaled ¥17.39 trillion at the top 10 companies. 
While some companies' net asset value was more than 10% of their total assets 
(Nippon Life, Dai-ichi Mutual, Meiji Mutual and Daido Life), that of some of the 
others was only about 5%. Therefore, although the solvency margin ratio of the 10 
companies varied between about 500% and 800%, there was a wide variation in their 
real net asset value (Table 11). 
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Table 11  Composition of Solvency Margin 

Notes: 1  The figures for unrealized gains and losses on equities, bonds and foreign 
securities (other securities) consist of 90% of the unrealized gains and 100% of the 
unrealized losses. The figures for unrealized gains and losses on land consist of 
85% of the unrealized gains and 100% of the unrealized losses. 

 2  The figures for unrealized gains and losses on land exclude the effect of 
revaluations.

 3  pp. = percentage points. 

Source:  NRI, from news releases of companies concerned. 

6. Conclusion 

Japan's life insurers have developed a number of new products. One example is 
Meiji Mutual with its "life account." However, the impact of such products does not 
always last very long. This was the case with the discounted products launched by 
Nippon Life and Sumitomo Life: demand, which had been strong in fiscal 1999, fell 
back in fiscal 2000. Sales of account-type products will have to be followed carefully. 
In general, there has been no significant let-up in the rate of cancellations, and even 
those companies that have succeeded in boosting sales by launching new products are 
still not seeing any growth in policies in force. 

Japanese life insurers have still to contend with the effects of a negative spread, 
and there was little improvement in this respect in fiscal 2000 on fiscal 1999. Nor, 
with little prospect of any significant increase in interest rates, is there any sign of the 
spread turning positive. Indeed, Japan's life insurers are finding it increasingly 
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difficult to cope with the situation as their unrealized gains on their equity portfolios 
disappear rapidly. Although they are reshuffling their portfolios (e.g., by reducing 
their risk assets, disposing of cross-shareholdings and writing down non-performing 
assets) in an effort to put their house in order, it will probably be some time before 
this helps their insurance and investment operations to break out of the impasse in 
which they currently find themselves. 


