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Good morning, ladies and gentlemen.  It is a great honor for me to make a presentation in the British Institute of International and Comparative Law (BIICL) Seminar by representing The General Insurance Association of Japan (GIAJ).

Today, I would like to talk about the following six points. They are:

1. Profile of the Japanese general or non-life insurance market and the current position of our member insurers' international operations.

2. Why we need liberalization?  I will try to discuss the benefits of liberalization to host countries and their people by focusing on the crucial role general insurance can play in social and human security such as prevention of and recovery from natural disasters and traffic accidents. 

Loss prevention and public awareness being embedded to the penetration of insurance shall be also discussed.

3. Challenges to developing countries in realizing these benefits.

4. Challenges to developed countries in realizing these benefits.

5. The changing paradigm to the FDI requires fresh views and approaches to developing nations.

6. Conclusion

Profile of the Japanese general or non-life insurance market and current position of our member insurers' international operations.

The Japanese private general insurance market, with direct premium of 86 billion US Dollars for fiscal 2003, is second biggest in the world after the US market.  Our member insurers cover approximately 95 % of this market.  Recently, some of them, especially larger insurers, are becoming active in international operations and investment.  The rather saturated condition of the domestic market tends to stimulate these strategies of major general insurers.

Member insurers of the GIAJ are operating in 46 jurisdictions either as branches, joint ventures or 100% owned subsidiaries. A little more than 500 Japanese expatriates are working for these entities with approximately 5,000 national staff.

In Japan, we have a fully open market with 26 foreign capitalized general insurers and branches of foreign insurers in operation.  Given that the geographical situation is so prone to natural catastrophes, Japanese insurers are active in ceding to international reinsurance markets.  Larger international reinsurers and brokers have kept cross border access to our market.

Also, in terms of share ownership, shareholders of our member insurers have a wider international spread.  At this point of time, around 35 % to 40 % of outstanding shares of our major member insurers are held by these international investors.

Why we need liberalization?
So, let me try to discuss about why we need liberalization?  What are the rationales for insurance market liberalization by developing countries?
"The Joint Statement on Liberalization of Financial Services" was circulated by 13 countries and the EU dated 17 February 2005. 

This statement communicates the importance of financial service liberalization by reiterating that "Opening the financial sector to foreign participation, coupled with strengthened regulation and supervision, helps accelerate such positive trends. There is now a large body of economic research, including the World Bank's Finance for Growth, which has found that an efficient financial sector, including foreign participation, is important for growth and stability." 

We, the GIAJ, fully applaud this message. 

However, in the wake of an unusually high number of natural catastrophes in 2004: hurricanes in the Caribbean islands and the US, typhoons in the Japanese islands and the most horrendous tsunami in the Indian Ocean, we have been led to seriously consider the social function of insurance and the necessity of further penetration of insurance in the region prone to natural hazards.  The promotion of public awareness for disaster prevention and preparedness through insurance and related services in the context of liberalization must be encouraged.

Natural Catastrophes: 

With our concerns over global climate changes, recent trends indicate an increasing number of natural catastrophes.

According to Swiss Re's Sigma No.1/2005, the developing regions of Asia represent 96 % of the global total human victims caused by natural catastrophes in 2004 but represent only 25 % of global insured losses.

This serious gap between huge human/economic victims and lower insurance penetration must be urgently addressed. 

Of course, insurance is not a panacea. What it can do for the public welfare has its own limit.  Nevertheless, it is worth re-focusing on the incentive for loss prevention, loss mitigation and awareness of disaster preparedness inherent in insurance services and their necessity to the local communities, consumers and business enterprises.

What I would like to stress here is “The more liberalized, deregulated and competitive the market is, the more benefits of this vital social role of insurance can be realized".
Let me give examples; In India, before the government allowed new insurers (most of them are JV of Indian capital and foreign insurers) to enter the market in 2001, both of general insurance and life insurance sectors were monopolized for 30 years and more than 40 years respectively by government owned insurers.

With enhanced competition in the market, after liberalization, among national insurers and new players coupled with the Indian government's development policy under The IRDA Act of 1999 to increase the penetration of insurance in rural areas, it has been reported that insurance awareness has gradually increased in rural and social sectors. 

One of the latest examples of insurers trying to tap the rural market is the launch of Weather Insurance policy, by a joint venture insurer with a 26 % stake being held by a Japanese general insurance company, that would provide Indian farmers with coverage against deficient rainfall based on a carefully worked out rainfall index for each area using historical data.                                       

Of course, the current situation is far from a satisfactory one and the level of insurance and risk management/mitigation awareness in rural areas of India is still lower than the international standard. However, we can say that the liberalized market has provided the impetus for a commercial breakthrough in serving new markets in the host country by forcing several companies to explore innovative approaches to introduce new services and to establish the lower cost of distribution channels in these sections of the market.

Another example of the positive impact from a liberalized/deregulated insurance market is in Japan.  The Japanese insurance market underwent an accelerated process of further deregulation /liberalization in the middle of the 1990s.

As a result of such a process of deregulation, I would say that the current Japanese market is one of the most competitive in the world.  Insurance customers, especially commercial customers have become tougher and more learned during the process of the market paradigm changes.

For insurers, a bid with just a lower premium and wider coverage is not enough anymore to retain accounts of important customers.

A proposal of risk management services tailored for each customer's specific business risk profile, either bundled with or unbundled from an insurance policy, is vital to stay ahead of the competition and to retain the target account.

This kind of competition, not a simple pricing competition but competition of total packages of risk management and risk finance programs, is working positively to enhance the level of risk management and loss mitigation awareness in the business community.

The requirement by investors and other stakeholders to strengthen corporate governance, internal control and risk management in order to increase corporate value is also helping this trend.    

Traffic accident victims:

Now let me touch upon another disaster, victims of road traffic crashes.

According to a report published by the World Health Organization, an estimated 1.18 million people died from road traffic accidents in 2002. While road traffic crashes are seldom headline news, I would say that this is another global disaster and human tragedy in light of an average of 3,242 deaths per day!
The WHO report indicates that while road traffic death rates have decreased in high -income countries from 1970s to 2000, rates in low-income and middle-income countries have increased substantially.  Also, the report predicts that the trend towards an increase in traffic deaths in low-income and middle-income countries will continue, unless deliberate action changes it.

In order to change this trend, well coordinated implementation of several measures have to be put into effect, including safety-conscious design and maintenance of roads, deployment of traffic signals, stricter execution of traffic safety laws and safe-driving education, etc. for the public.

While automobile insurance is providing incentives for safe driving by offering lower prices to car owners and drivers with a good record, I would say that the role of insurance is limited in decreasing the number of road accidents.

However, the recent case of the Japanese insurance market would be worth sharing with other jurisdictions, especially in emerging countries. 

Under a competitive market situation, insurers have to offer a new type of risk management program put together with insurance cover to business customers.

One such program offered to the owners of commercial vehicles such as transportation companies is "the promotion of safer and ecology-friendly driving with full utilization of a safety recorder". This recorder was invented by a small venture and provides analytical data driver by driver.

The data has been found to be quite effective for reducing traffic accidents and other irregular driver behaviour.  If used with a GPS (global positioning system), effective route-selection and fuel saving driving can be expected as well.

Again, what I would like to emphasize here is that these new loss prevention /mitigation services embedded into insurance were introduced under a deregulated, liberalized and competitive market paradigm.   Now I can rearrange an old phrase, competition is the mother of invention.

Challenges to developing countries in realizing these benefits

(1) Further liberalization focusing on the establishment of a commercial presence by foreign insurers is indispensable.  The GATS offers unique long-term guarantees of a predictable legal environment, safeguarding foreign suppliers' participation in insurance markets. The GATS commitment can only enhance opportunities for better risk-management, wealth creation and sustainable growth.     

(2) Liberalization on cross-border reinsurance for strengthening of underwriting capacity and risk diversification must be realized.  This is really important to make the domestic insurance industry a competitive service provider.

(3) Introduction and implementation of prudential regulation in a transparent manner must be encouraged to attract FDI. The actual cases in several jurisdictions prove this mantra is true.  

For these challenges to be met, "Insurance Model Schedule and Best Practices" compiled by the Financial Leaders Working Group is a really good guide.

Challenges to developed countries in realizing these benefits

(1) Developed countries must encourage developing countries to share a common awareness of the benefits that can be gained from liberalization of insurance services.

(2) Job creation/development in host jurisdictions must be honored. Job creation is the center of immediate attention, politically and socially, in most countries, both developed and developing. It would be easier for developing countries to seek liberalization if this benefit is honored.

(3) Development of human resources in the insurance and risk management field in host jurisdictions must be honored.  Given the situation where a shortage of human resources is a serious obstacle to financial and insurance market development, the importance of this challenge is expected to well recognize.   

The changing paradigm of FDI requires fresh views and approaches

A report recently published by the World Bank indicates that a FDI outflows from developing countries has increased dramatically. Developing countries are estimated to have accounted for one-third of FDI inflows to other developing countries. 

In fact, for example, Chinese companies are active investors acquiring equity stakes in Korean automobile manufactures, PC divisions of IBM and natural resource related ventures in African countries etc. The famous C.P. group of Thailand is actively deploying it's retail network and increasing the production capacity of motor cycles in China.  The Tata group, a giant Indian conglomerate, is rapidly expanding IT service operations in China.

In this way, there is an increasing number and amount of investments flowing from emerging economies.  The conventional stereotype classification of developed vs. developing countries would not work and no longer be appropriate in the context of the WTO or the GATS.

As a member of the FLWG (Financial Leaders Working Group), I share the understanding with my financial/insurance colleagues in Europe, Canada and the US that we have to persuade developing countries who have a consistent number of investors but remain reluctant to table an offer in this DDA by sending messages that " Business enterprises of your country are also international investors and the beneficiary of the multilateral rules and commitments by other countries". This is the reality of the paradigm which we, the private sectors, have to share.

Conclusion

As I reiterated in the previous paragraphs, it is vital for the message "the more liberalized and competitive, the more benefit of insurance "to be widely shared by as many jurisdictions as possible. 

In closing, I sincerely thank The British Institute of International and Comparative Law (BIICL) and CERF for your kind invitation to this valuable seminar.

Thank you indeed for your kind attention. 
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