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ACCJ Viewpoint

Recommendation

The American Chamber of Commerce in Japan
(ACCJ) calls on the Government of Japan to
create a level regulatory playing field between
licensed insurance companies regulated by the
Financial Services Agency (FSA) and kyosai
(mutual aid cooperatives that provide insurance
products). Under Japan’s international trade
commitments, the Government of Japan has a
responsibility to ensure that kyosai are subject to
rules and regulations equivalent to those applied
to foreign insurance companies. Until FSA-
regulated foreign and other insurance companies
and kyosai receive equivalent treatment under
Japan’s laws and regulations, the Government

of Japan should prohibit any insurance business
expansion by kyosai (including, for example,
offering new or modified products).

To ensure a level playing field, all kyosai that
compete with FSA-regulated insurance companies
should be brought under identical FSA supervision
under the Insurance Business Law (IBL). Doing
so would help ensure equivalent conditions of
competition between kyosai and FSA-regulated
insurance companies and would enhance the
welfare of Japanese consumers by requiring
kyosai to, for example: 1) contribute to a safety
net system to protect policyholders from potential
failures; 2) follow the same rules and regulations
as FSA-regulated insurance companies, including
the same reserve and market conduct rules; 3)
submit to FSA supervision consistent with globally
accepted standards in accordance with the

International Association of Insurance Supervisors’

“Insurance Core Principles and Methodology;” and
4) be subject to the same taxes as their FSA-
regulated competitors.

As a first step toward achieving equivalent
conditions of competition, the ACCJ urges the
Government of Japan to conduct a thorough
review of the rules and regulations governing

the supervision and inspection of all kyosai to
determine their conformity with FSA standards of

supervision for FSA-regulated insurance companies.

Issues

I. “Regulated” kyosai: Benefiting from
regulation by ministries or agencies
other than the FSA

“Regulated” kyosai are established under laws

other than the IBL and regulated by agencies
with jurisdiction over defined industry sectors
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outside of financial services. For example, the
Ministry of Agriculture, Forestry and Fisheries
(MAFF) regulates the agricultural kyosai, JA
Kyosai, while the Ministry of Economics, Trade,
and Industry (METI) regulates certain kyosai
aimed at small to medium-sized companies

and their employees. Similarly, the Ministry of
Health, Labor and Welfare (MHLW) regulates the
Seikyo Group of Cooperatives. These regulated
kyosai include the labor cooperative, Zenrosai,
the prefectural cooperative, Zenkoku Seikyoren,
and the consumer cooperative, the Japanese
Consumer’s Cooperative Union (CO-OP Kyosai).

Because many regulated kyosai membership

categories are so broad (for example, consumers,

laborers, residents of a prefecture, etc.),

and virtually any consumer can purchase an
insurance product from these regulated kyosai
after paying a nominal fee, products offered

by regulated kyosai are, in effect, being sold

to the general public. For example, within the
Tokyo area, a membership in the prefectural
cooperative (Kenmin Kyosai) can be purchased
for a one-time fee of only 200 yen, and an
associate membership in a JA branch that carries
JA Kyosai products can be purchased for just
1000 yen. Out of JA Kyosai's approximately
9.49 million policyholders, 4.67 million are such
associate members.

In addition, JA Kyosai has long been allowed by
law to sell up to 20 percent of its policies to the
general public (i.e., without requiring even the
modest fee discussed above). Because FSA-
regulated insurance companies are now able to
provide a full range of products to consumers

in rural areas, there is no reason for JA Kyosai
to continue to enjoy this special treatment.
Moreover, other regulated kyosai now enjoy the
same 20 percent privilege enjoyed by JA Kyosai.
For example, in 2006, METI amended the law
that governs its small to medium-sized company
kyosai, allowing 20 percent of their sales to be
made to the general public.

Agencies such as the MAFF, MHLW and METI,
which supervise JA Kyosai, Zenrosai, major
regulated kyosai, and other cooperatives, are
not expert financial regulators. Their inspection
standards are not as rigorous, transparent,

or as stringently enforced as those of the

FSA. Unfortunately, the FSA is currently not
authorized to oversee the fiscal soundness or
risk management systems of such regulated
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kyosai, and does not have the authority to
engage in market conduct inspections of kyosai
sales agents. Exempting regulated kyosai

from the FSA’s transparent and rules-based
system of regulation is inconsistent with Japan’s
international trade commitments and provides
less protection for Japan’s insurance consumers.

This lax regulatory environment has allowed
regulated kyosai to command a substantial share
of the Japanese insurance market. For example,
according to the most recent data available,
kyosai regulated by ministries or agencies other
than the FSA hold approximately 32 percent

of all insurance policies (excluding fixed and
variable annuities) in force in Japan, including a
33 percent share of the market for individual life
insurance products.

II. Different regulatory standards create
gaps and are inconsistent with FSA’s
own efforts toward better regulation

In April 2006, the FSA created the small
amount, short-term insurance provider (SASTIP)
program through amendment of the IBL. The
SASTIP system required previously unregulated
kyosai, by the end of March 2009, to: (1)
become licensed under the IBL as an insurance
company; (2) register under the IBL as a
“SASTIP insurance company”; or (3) close down
operations. Kyosai businesses operated by public
interest corporations were required to meet the
requirements of the SASTIP system by November
30, 2013, in line with the Public Interest
Corporation Reform Law.

The FSA’s stated goal for the SASTIP program
was to “protect policyholders by making
unregulated kyosai subject to regulation under
the Insurance Business Law.” The ACCJ welcomed
creation of the SASTIP program as a step in the
right direction and urged the Government of
Japan to take additional measures to bring all
kyosai under FSA supervision identical to that

for foreign and other FSA-regulated insurance
companies.

On April 21, 2010, however, the government
released for public comment a proposal to place
the kyosai that were unregulated at the time

of the SASTIP program'’s implementation and
public interest corporation kyosai under the
regulation of the FSA or the kyosai’s respective
supervising ministry or agency as “authorized
specified insurance providers,” a new category
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to be created by the legislation (the April 26
closing date of the public comment process was
unfortunately only three business days later).
The government subsequently submitted to

the Diet a bill that would amend the Insurance
Business Law as proposed in the public comment
process without having a thorough discussion at
the government’s policy conference (the bill was
later passed on November 12, 2010). Under
this legislation, “authorized specified insurance
providers” — unlike SASTIP insurance providers -

would not be limited to selling only small amount,

short-term products, and would not be required
to become a licensed insurance company if

they exceeded a certain size. Furthermore,
Kyosai businesses operated by public interest
corporations will be supervised by the ministry
or agency that currently supervises them, not by
the FSA.

Having different standards of regulation for
providers of the same services creates regulatory
gaps and allows the government to pick winners
in the market. The ACCJ respectfully urges the
FSA and the broader Government of Japan to do
its utmost to achieve the original policyholder
protection goal of the SASTIP system and refrain
from creating additional carve-outs such as

the “authorized specified insurance providers”
regulatory category. Indeed, all kyosai should

be brought under the IBL and subjected to

FSA regulation that is identical to that applied

to foreign and other FSA-regulated insurance
companies.

II1. Lax oversight of kyosai inconsistent
with consumer protection

Because kyosai sell insurance products to the
public in direct competition with FSA-regulated
insurance companies, the same consumer
protection concerns that apply to private

insurers should logically apply to kyosai as well.
Nevertheless, kyosai are not subject to the

same safeguards. For example, kyosai do not
contribute to the Life Insurance Policyholder
Protection Corporation or maintain the same

high levels of reserves. In the case of regulated
kyosai, they are not subject to FSA supervision
consistent with globally-accepted standards in
accordance with the International Association of
Insurance Supervisors’ “Insurance Core Principles
and Methodology” and are not required to receive
FSA inspections or file regular, detailed reports
with the FSA.
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Such lax oversight means less protection

for consumers. If robust regulation of FSA-
regulated insurers is necessary for consumer
protection, the same standards should apply to
all competitors selling similar products, including
kyosai.

IV. Government of Japan’s favorable
treatment of regulated kyosai
inconsistent with its GATS commitments

The Government of Japan made specific
commitments under the WTO General Agreement
on Trade in Services (GATS) with respect to
financial services, including insurance and
insurance-related services. Those commitments
do not allow any exemptions for kyosai, yet

the Government of Japan continues to provide
kyosai with competitive advantages and accord
FSA-regulated foreign insurance companies less
favorable treatment inconsistent with Japan’s
GATS obligations. The Government of Japan has a
responsibility to adhere to its GATS commitments
by ensuring that kyosai are subject to rules and
regulations that are equivalent to those for FSA-
regulated foreign insurance companies.

The favorable treatment accorded to regulated
kyosai undermines the Government of Japan’s
ability to promote the sound development

of Japan’s financial markets and threatens

the progress made to date under its financial
reforms. Further, it raises concerns with regard to
Japan’s international trade commitments under
the GATS.

Conclusion

Kyosai were originally conceived as cooperatives
formed by groups of individuals with the common
purpose of mutual aid, or “sougo fujo.” But with
customers numbering in the tens of millions,
with the largest kyosai writing more policies and
holding more assets than many FSA-regulated
insurance companies and distributing their
products through networks of private sector
financial services companies, it is clear that
kyosai are directly competing as insurance
companies. Therefore, until a level playing field
is established, kyosai should not be allowed

to expand their businesses or enter into new
markets.
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