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Executive summary

Japan’s commercial insurance market is the fourth largest in the world with total 
premiums of USD 38 billion in 2016. Penetration (premiums as a percentage of 
gross domestic product (GDP)) has been rising in recent years, but is still low relative 
to other advanced markets. Commercial insurance penetration in Japan was 0.8% of 
GDP in 2016, compared to 1.6% in the US and 2.4% in the UK. By line of business, 
motor1 accounted for close to 42% of commercial insurance premiums in 2016. 
The next biggest lines were property (17.5% of premiums) and liability (17.2%).2

In 2017, premiums are estimated to have risen by 2.7%, after just 0.5% growth in 
2016. The 2017 gain was underpinned by a recovery in property insurance and 
improved economic performance. The positive momentum is expected to continue 
in 2018, with overall commercial insurance premiums projected to rise by 4.7%. 

Natural catastrophe risk is the top corporate concern in Japan, according to a recent 
survey by the World Economic Forum.3 The country is exposed to a wide spectrum 
of natural perils including earthquakes, typhoons, windstorm and floods. A major 
loss in assets or disruption to production can reduce a firm’s creditworthiness and 
even lead to bankruptcy. Commercial property owners and corporates have 
increasingly come to see earthquake and business interruption (BI) insurance as  
core components of their risk management strategies, especially after the earthquake 
and tsunami in 2011, and floods in Thailand in that same year. Nevertheless, 
property risk remains heavily underinsured. Moreover, globalisation has connected 
most multinationals and even mid-sized companies to a chain of suppliers across the 
world. This has resulted in more complex supply chains and has further increased 
corporate focus on BI and related risk management issues. 

Innovative insurance solutions can help improve the efficiency of risk transfer, reduce 
earnings and cash flow volatility, and expand the scope of insurability. Over time,  
the nature of insurable commercial property risks has broadened from traditional 
property damage (eg, to buildings and machinery), to BI and contingent business 
interruption (CBI). Non-physical damage business interruption (NDBI) is the next 
step in the evolution of providing solutions for exposures that have hitherto been 
difficult to insure. 

Innovation is offering new ways to mitigate risk. However, digital technology also 
creates new risks for businesses. The increased use of data, the proliferation of 
sensor technologies and rising interconnectedness of factories, buildings, machines 
and other physical objects means greater exposure to potential cyber threats. 
Overall, global premiums from cyber insurance are still small relative to total 
exposures. The main challenges in the development of protection solutions for cyber 
risk are uncertainty about the frequency and severity of losses, and the potential 
correlation of risks. Richer data about cyber incidents will support further 
development of a dedicated market. 

1 Including both voluntary motor and compulsory third party liability.
2 This includes workers compensation.
3 Global Risks of Highest Concern for Doing Business, World Economic Forum, 2017, http://reports.

weforum.org/global-risks-2017/global-risks-of-highest-concern-for-doing-business-2017/#country/JPN

Japan is the world’s fourth largest 
commercial insurance market, but 
penetration is low relative to other 
advanced countries.

The near-term outlook remains positive: 
commercial insurance premiums are 
forecast to grow by 4.7% in 2018.

Corporations are increasingly concerned 
about business disruption.

Innovative insurance solutions can make 
risk transfer more efficient, and reduce 
earnings and cash flow volatility.

Cyber insurance premiums are still small 
relative to total exposures.
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Introduction

Corporate risk management is the control and mitigation of an organisation’s 
exposure to losses, and is an inherent part of a company’s economic activity.  
The risk landscape changes as the economy and the legal environments evolve,  
and as new risks emerge as a result of, for example, new technology, globalisation 
and geopolitical events. How companies manage these risks has a great impact  
on their market value, financial strength and funding costs. 

Given the diversity and changing nature of exposures, corporations must constantly 
reassess whether to insure or to retain these risks. Some risks are part of a company’s 
core business and can be sensibly retained. Others are well and better-suited for 
transfer to the insurance market. More and more, insurance buying is becoming part 
of corporate risk management strategy, with buying decisions being made in the 
context of a holistic risk management framework.

This report reviews the key trends shaping the commercial risk landscape in Japan.  
It addresses the key risks facing corporations and discusses how evolving insurance 
solutions can help firms deal with an ever-more complex risk landscape.

 

Risk management is the dynamic process 
of controlling and mitigating a company’s 
exposure to losses.

Japanese corporations need to constantly 
reassess whether to insure or to retain risks. 

This report reviews key trends impacting 
commercial insurance in Japan.
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Japanese corporations are 
underinsured relative to peers 
in the US and the UK. 
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Market overview

The world’s fourth largest commercial insurance market

In 2016, direct premiums written (DPW) in Japan’s commercial insurance market 
were USD 38 billion, equivalent of 46% of the country’s total non-life insurance 
premiums.4 Japan’s commercial insurance market is the fourth largest in the world 
in premium volume terms, after the US, the UK and China.

Rank Country
Commercial insurance 
DPW (USD bn)

Commercial share of 
non-life market

Commercial premiums  
as % of GDP

1 US 301 50% 1.6%
2 UK 64 68% 2.4%
3 China 59 43% 0.5%
4 Japan 38 46% 0.8%
5 Germany 27 34% 0.8%
6 France 22 34% 0.9%
7 Italy 14 41% 0.7%
8 Canada 13 30% 0.9%
9 Australia 12 44% 0.9%

10 South Korea 10 15% 0.7%
World 720 45% 1.0%

Note: Estimates of total non-life premium written in 2016 (excluding health). The Japan and South Korea 
non-life figures exclude saving business. The UK figures include approximately USD 33 billion of premiums 
from the London market. 
Source: Swiss Re Institute. 

Commercial insurance penetration in Japan has been rising steadily in recent years, 
but Japanese corporations are spending less on insurance (as a percentage of GDP) 
than companies in many other advanced markets. In 2016, penetration in Japan  
was 0.8% of GDP, compared to 1.6% in the US and 2.4% in the UK. In the same year, 
automobile risk, including compulsory automobile liability insurance (CALI), 
accounted for 41.9% of direct commercial insurance premiums written in Japan.  
The next largest segments were commercial property (17.5%), liability (17.2%) and 
marine (4.7%).

Commercial  lines 46%
Personal lines 54%

Motor, voluntary 35.3%
CALI 6.6%
Marine 4.7%
Others 18.7%
Liability 17.2%
Property, commercial 17.5%

Source: The Statistics of Japanese Non-Life Insurance Business, General Insurance Association of Japan, 
Swiss Re Institute.   

4 All Japan data refer to fiscal years. For instance, 2017 refers to FY2017/18 (year ending March 2018). 

Commercial insurance premiums in 
Japan were USD 38 billion in 2016.

Table 1  
The world’s 10 largest commercial 
insurance markets in 2016

Japanese corporations are underinsured 
relative to peers in many advanced markets

Figure 1 
The business mix of Japan’s commercial 
insurance market in 2016
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Natural catastrophes and  
fires are core to business 
interruption risk scenarios  
in Japan. 
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Market performance

Commercial insurance in Japan

Commercial insurance premiums in Japan are estimated to have grown by 2.7% to 
JPY 4 297 billion (USD 39 billion) in 2017, after having contracted by 0.5% in 2016 
(see Figure 2). The gain came alongside improved economic performance. Demand 
for commercial insurance, especially specialty lines, is sensitive to economic cycles, 
and GDP is estimated to have picked up to 1.5% in 2017 from 1.0% in 2016, 
underpinned by stronger exports and government monetary and fiscal stimulus. 
Another main contributing factor to the overall gain was that commercial property 
insurance premiums returned to growth in 2017 as the negative impacts from the 
shortening of long-term fire policies in 2016 faded. Marine insurance premium 
growth also recovered, alongside gradual improvement in global trade. However, 
the motor business, the largest segment, was hit by cuts in premium rate and low 
sales of commercial vehicles. 
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Meanwhile, overall commercial insurance penetration has stabilised in the past two 
years, after rising strongly between 2011 and 2015 (see Figure 3). 
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Commercial insurance premiums rose 
by an estimated 2.7% in 2017.

Figure 2 
Commercial insurance direct premiums 
written (JPY billion) and growth rate 
(year-on-year %)

Penetration has stabilised in the last two 
years.

Figure 3 
Commercial insurance penetration rate 
(% of GDP) 
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Commercial motor insurance

Motor is the main line of business, accounting for 41.9% of Japan’s total commercial 
insurance premiums in 2016. Automobile insurance protects companies against 
liability claims and property damage involving the vehicles they own. Liability 
insurance is mandatory for all accredited vehicles. Most motor liability claims are 
high-frequency and low-severity nature. In many advanced markets, larger firms 
usually do not insure the property part of the risk. But many Japanese corporations 
still insure their motor fleet’s own-damage risks.  
 
In 2017, motor business was affected by premium rate cuts and low sales of 
commercial fleets vehicles (see Figure 6).5 Overall commercial motor premiums are 
estimated to have contracted by 0.7% last year. Compulsory motor premium rates 
were cut by an average of 6–7% in April 2017.6 Direct premiums from commercial 
motor insurance are estimated to have stabilised at JPY 1 740 billion (see Figure 4) 
with a penetration rate of 0.32% of GDP in 2017 (see Figure 5).

In the near term, motor business will remain volume-driven at lower prices. Major 
Japanese non-life insurers said they would lower voluntary motor premium rates by 
an average of 2–3% starting in January 2018. This came after the General Insurance 
Rating Organisation of Japan (GIROJ) published lower guiding rates for voluntary 
automobile insurance to reflect lower claims due to widespread use of advanced 
safety technologies such as automatic brakes. 
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5 The General Insurance Rating Organisation of Japan (GIROJ) calculates two types of premium rates:  
(1) reference loss rates for voluntary motor insurance; and (2) standard full rates for CALI. For voluntary 
motor insurance, insurers can adopt the GIROJ reference rates and add expense costs to decide the 
premium rate, or calculate their own rates. Insurers are required to file their own premium rates for FSA 
approval. If the insurer uses the GIROJ rates, no FSA review is required. If insurers use their own rates, the 
FSA will review the difference. The standard full rates for CALI are determined on a “no-loss, no-profit” 
basis. All non-life insurance companies are required to adopt the standard full rates.

6 Announcement on revision of standard full rates for compulsory automobile liability insurance, General 
Insurance Rating Organisation of Japan, 3 February 2017, http://www.giroj.or.jp/english/
press_2017/20170203.pdf

Motor is the main line of business in 
Japan.

Rate cuts hit commercial motor premium 
growth in 2017.

Motor business will remain volume 
driven at lower prices in 2018.

Figure 4 
Commercial motor insurance direct 
premiums written (JPY billion)
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Market performance
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Figure 5 
Penetration rate in commercial motor 
insurance (% of GDP)

Figure 6 
The growth of commercial motor 
premiums and commercial vehicles 
(year-on-year %)
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Commercial property insurance 

In 2017, DPW of commercial property insurance are estimated to have increased 
by 2% to JPY 747 billion. This came after a sharp fall in 2016 (see Figure 7), which 
happened due to a shortening of long-term fire contracts from a maximum of 36- to 
10-years. Meanwhile, the penetration rate of property insurance is estimated to have 
been around 0.14% of GDP in 2017 (see Figure 8).

In Japan, most corporate earthquake and BI cover is included as a rider to fire 
insurance policies. Many large corporations insure their property on an indemnity 
basis and do not buy loss-of-business or earthquake cover, while many smaller 
enterprises are largely uninsured. That explains why, for instance, of the  
USD 210 billion in economic losses after the earthquake and tsunami in 2011, only 
17% were insured (that including the amount covered by the Japanese government’s 
earthquake reinsurance scheme). After 2011, and in light also of the Thai flood in that 
year, commercial property owners and corporates have increasingly come to see 
earthquake and BI insurance as core components of risk management strategy. 
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Commercial property insurance 
premiums returned to growth in 2017, as 
the negative impact from a shortening of 
long-term fire policies faded.

Earthquake and BI are increasingly 
considered core to corporate risk 
management, but commercial property 
insurance penetration remains low.

Figure 7 
Commercial property insurance direct 
premiums written (JPY billion)

Figure 8 
Penetration rate in commercial property 
insurance (% of GDP)
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Market performance

Liability insurance 

Liability premiums are estimated to have increased by 1.5% to JPY 731 billion in 
2017 (see Figure 9). Compared with other advanced markets, Japanese companies 
underspend on liability insurance, which reflects the country’s benign litigation 
culture. In Japan, companies prefer to settle out of court. Moreover, Japan’s liability 
market is highly concentrated and only a few large firms purchase global coverage. 
In 2017, liability insurance penetration is estimated to have remained steady at 
around 0.13% of GDP (see Figure 10). 
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Japanese companies spend less on liability 
cover than their advanced- market peers.

Figure 9 
Liability insurance direct premiums written 
(JPY billion)

Figure 10 
Penetration rate of liability insurance  
(% of GDP)
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Marine insurance 

In 2017, marine premiums in Japan are estimated to have increased by 3.3% to  
JPY 203 billion alongside a gradual recovery in global trade and shipping (see  
Figure 11). Over the last few years, ship owners have refrained from placing more 
orders due to excess capacity. The low ocean freight volumes depressed rates in  
the container segment, and that led to consolidation among shipyards and ocean 
carriers globally and in Japan. In 2017, the new shipbuilding market showed 
tentative signs of recovery and ocean freight volume increased (see Figure 13 and 
Figure 14). In the first half of 2017, major Japanese liners reported better profits.  
The positive momentum is expected to carry onto 2018. Meanwhile the marine 
insurance penetration rate for 2017 is estimated to be 0.037%.
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Marine insurance premiums recovered 
in 2017.

Figure 11 
Marine insurance direct premiums written 
(JPY billion)

Figure 12 
Penetration rate in marine insurance  
(% of GDP)
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Market performance
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Figure 13 
Japanese cargo insurance premiums and 
port container throughput at major ports 
of Japan (4QMA, year-on-year %)

Figure 14 
The growth of hull insurance premium, 
shipbuilding new orders and new export 
orders at shipyard (year-on-year %)
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Credit and surety insurance 

In 2017, Japan’s credit and surety insurance premiums volumes are estimated to 
have increased by 2.0% to around JPY 44 billion (see Figure 15). The pattern of 
credit and surety insurance premiums development has largely mirrored the trend 
in corporate insolvencies (see Figure 17). There were around 15 000 corporate 
insolvencies in Japan in 2008 and in 2009, and that number declined to around 
8400 in 2016. In 2017, credit and surety penetration in Japan is estimated to have 
remained at around 0.01% of GDP (see Figure 16). 
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Credit and surety insurance premiums 
grew modestly in 2017.

Figure 15 
Credit and surety insurance direct 
premiums written (JPY billion)

Figure 16 
Penetration rate in credit and surety 
insurance (% of GDP)
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Market performance
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Figure 17 
The growth of credit and surety 
insurance premiums and corporate 
bankruptcies (4QMA, year-on-year %)
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The risk of business 
interruption is rising, driven  
by technology, globalisation 
and societal changes.
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Growth drivers

Top corporate risk concerns in Japan 

Among insurable risks, natural catastrophe and cyberattacks are among the top  
risks cited by Japanese corporations in 2017, according to a survey by the World 
Economic Forum.7 The same survey ranks economic risks, including fiscal crisis, 
deflation and energy price shocks among the top concerns. Many of these are not 
insurable. 

Property and business interruption risks remain underinsured 

Natural catastrophe risk is the top corporate concern in Japan. The country is 
exposed to a wide spectrum of natural perils, including earthquakes, typhoons, 
windstorm and floods. A major loss in assets or disruption to production can reduce 
a firm’s creditworthiness and even lead to bankruptcy. Premiums in commercial 
property insurance in Japan returned to strong growth after the 2011 earthquake/
tsunami disaster and the floods in Thailand in that year.  
 
More and more, commercial property owners and corporations see earthquake and 
BI insurance as core components of their risk management strategies. Nevertheless, 
properties (commercial and residential) remain underinsured for catastrophe and 
other exposures. According to sigma, Japan has the world’s biggest property 
protection gap: an estimated USD 41 billion coverage shortfall, or 310% of the 
property premiums written by local non-life insurers in 2016 (see Figure 19 and 
Table 2).8 

7 World Economic Forum, op. cit.
8 See sigma No 5/2015 – Underinsurance of property risks: closing the gap, Swiss Re.

Natural catastrophes and cyberattacks 
are the two top corporate risk concerns 
in Japan.

Figure 18 
Top risk concerns of Japan businesses  
in 2017
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Source: World Economic Forum.

Increasingly, corporations see 
earthquake and BI insurance as core 
components of risk management.

Even so, property exposures in Japan are 
underinsured.
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Annual expected natural catastrophe property damage losses

Note: Expected losses generated by Swiss Re’s natural catastrophe risk model MultiSNAP. 

Source: Swiss Re Institute and Non-life Risk Transformation. 9 

Rank Country
General property  

underinsurance 
Nat cat property  

protection gap
Total property  
protection gap

1 Japan 13.1 27.9 41.0
2 China 13.6 22.7 36.3
3 US -- 30.9 30.9
4 Germany 7.8 2.1 9.9
5 Mexico 2.2 5.2 7.4

World 68 153 221

Note: Expected losses generated by Swiss Re’s natural catastrophe risk model MultiSNAP. The natural 
catastrophe property gap measures the estimated uninsured losses from natural catastrophes, while the 
general property underinsurance measures the shortfall in the amount of property insurance purchased 
relative to the amount that would be economically beneficial to buy. 

Source: Swiss Re Institute and Non-life Risk Transformation.10 

9 Ibid.
10 Ibid.

Figure 19  
Expected insured and uninsured natural 
catastrophe property losses (USD billion)
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Table 2 
Property (commercial and residential) 
protection gap (USD billion) 
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Growth drivers

More and more, BI is being linked to cyber risks. Businesses that possess personal or 
sensitive data are increasingly exposed to cyber security breaches. For example, in 
June 2017, Honda Motor halted its production plant at Sayama for a day after finding 
the WannaCry ransomeware affected the company’s computer network.11 And in 
2016, there were 468 cases of cyber incident in Japan. These involved more than  
15 million personal information data sets being stolen and estimated losses of  
JPY 299.4 billion, according to survey by the Japan Network Security Association.12 

To date, global premiums from cyber insurance have been small relative to total 
exposures. The main challenges in the development of protection solutions for cyber 
risk are uncertainty about the frequency and severity of losses, and the potential 
correlation of risks. Richer data about cyber incidents will support further 
development of a dedicated market.13 

Globalisation is another area of risk potential for modern corporates. Many 
companies – both multinational and mid-sized – have developed long and complex 
cross-border supply chains. With these comes potential for costly BI and product 
recall scenarios, which insurance coverage can help mitigate. Japanese corporations 
have wide-reaching interests globally, with manufacturing facilities in Europe, the  
US and many economies in Asia (China, Thailand, the Philippines, Indonesia and 
Vietnam). At the end of 2016, total outward direct investment from Japan was  
USD 1 359 billion, up from USD 271 billion in 1998 (see Figure 20). 

As a specific example, the Japanese auto and auto-related sector has a truly global 
spread. In this sector, recalls are happening more frequently and are becoming more 
expensive as a result of longer and more complex supply chains, and more stringent 
product safety rules and regulations (see Recalls in the automobile industry on the 
rise). In 2016, Japanese manufacturer Takata was liable for USD 1 billion in fines and 
compensation due to its faulty airbags. There was a massive recall of vehicles 
globally because of the faulty airbags. 
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11 “Honda plant hit by WannaCry ransomware attack” Financial Times, 21 June 2017  
https://www.ft.com/content/a0f5d047-2e20-3db9-b258-565d3be17bba

12 2016 Survey report of information security incident (Japanese only), Japan Network Security 
Association, 20 June 2017. 

13 For more about cyber risk, see sigma 1/2017 - Cyber risk: getting to grips with a complex risk,  
Swiss Re Institute.

BI is increasingly being link to cyber risks.

The cyber risk insurance market is still 
small, in spite of large exposures.

Globalisation has led to more complex 
supply chains, and heightened corporate 
focus in Japan on BI …

… and also product recall risks.

Figure 20 
Japanese overseas direct investment 
(USD billion) and year-on-year % change
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Recalls in the automobile industry on the rise
Recalls in the US automotive industry have reached record highs for the past three 
years running, amounting to around 53.2 million vehicles in 2016 (see Figure 21).14 
A massive recall due to potentially faulty airbags made by Japanese manufacturer 
Takata was a major contributor to the high level in 2016. According to the National 
Highway Traffic Safety Administration, some 42 million vehicles will ultimately be 
affected by this recall alone, with 19 automakers impacted to date.15 As a result of a 
US Justice Department investigation into ruptures of its airbag inflators, Takata will 
pay a USD-25-million fine, set up a USD-125-million victim compensation fund 
including for future incidents, and pay another USD 850 million to compensate 
automakers for the massive recall costs involved.16 In June 2017, Takata filed for 
bankruptcy protection in Japan and in the US. 
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This increase in recalls is mirrored across Europe. According to the Q1 2017 Recall 
and Notification Index, auto recalls rose again in the quarter, mainly driven by faulty 
airbags. In particular, the number of passenger vehicle recalls in Europe increased to 
122 in the first quarter of this year, the highest level in the history of the index, with 
airbags accounting for more than 40% of these incidents. Steering and emission 
related problems also contributed. By country of origin, Germany topped the list  
with 40 recalls, followed by France with 29 and the UK with 14.17 

14 “US auto recalls hit record high 53.2 million in 2016”, Reuters, 10 March, 2017;  
http://ca.reuters.com/article/businessNews/idCAKBN16H27A-OCABS.

15 U.S. DOT accelerates replacements of Takata air bag inflators, NHTSA, 9 December, 2016,  
https://www.nhtsa.gov/press-releases/us-dot-accelerates-replacements-takata-air-bag-inflators.

16 “Takata to plead guilty, pay $1 billion U.S. penalty over air bag defect”, Reuters, 14 January, 2017.
17 “Airbags Cause Automotive Recalls to Inflate to Highest Level in RAPEX History”, ExpertSolutions,  

11 May, 2017, http://www.stericycleexpertsolutions.co.uk/airbags-cause-automotive-recalls-inflate-
highest-level-rapex-history/

Recalls in the US automotive industry 
reached record highs for the past few years.

Figure 21 
Number of recalled vehicles and number 
of recalls in the US 

This increase is mirrored across Europe
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Innovative insurance solutions

Innovative insurance solutions18  

Rapid technological progress, in particular digital transformation, is changing the 
nature of business. There has been a rise of new types of company and business 
model, for example in the sharing economy. New transportation firms like Uber own 
no cars, and Airbnb owns no rental units, yet they are overtaking traditional players 
in their respective sectors in terms of growth and market capitalisation. Neither Uber 
nor Airbnb operate in Japan but in June 2017, the government did pass a new law 
(minpaku) providing a legal framework for home-sharing type services.19 Local 
regulations still prohibit ride-sharing. The corporate sector has also transformed from 
being rich in physical assets to deriving more value from intangibles and services. 
These changes have seen a concurrent emergence of new and innovative insurance 
solutions, moving from asset and balance sheet covers, to protection for earnings 
and cash flow risks (see Figure 22).
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Source: Swiss re Institute.

Over time, the nature of insurable commercial property risks has also broadened 
from traditional property damage, such as damage to buildings and machinery, to BI 
and CBI. Non-physical damage business interruption (NDBI) is the next stage in this 
evolution. With NDBI, the insured risk is detached from traditional asset-related 
property risk, as the cover protects earnings even when there is no physical damage 
at an insured’s own or a third-party property. Some examples of potential NDBI 
events are electricity blackouts, political events such as strikes, organized blockades 
or government actions, a withdrawal of regulatory approval or product license  
(eg, due to quality problems or safety issues), and bankruptcy at a key supplier. 
Digitalisation is another key driver of NDBI losses, as data is increasingly turning into 
a critical asset and firms are becoming more vulnerable to events that prevent data 
from being used, as well as to cyber-attacks, software errors and cuts to internet 
access.

18 For more about product development and innovation in commercial insurance, see sigma 5/2017: 
Commercial insurance: innovating to expand the scope of insurability, Swiss Re Institute.

19 “Japan Prime Minster and His Cabinet”, Policy News, 15 December 2017 https://www.kantei.go.jp/jp/
singi/keizaisaisei/miraitoshikaigi/4th_sangyokakumei_dai3/sankou7.pdf (Japanese only)

Innovative risk covers are being developed 
to cater to the needs of new types of 
business model.

Figure 22 
Expanding scope of first party insured risk 

Non-physical damage business interruption 
is the next step in the evolution of BI risk 
protection covers.
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Events that cause NDBI can result in significant economic damage that have 
traditionally been difficult to insure or hedge. Because exposures can vary in each 
case, there is no standard NDBI solution. Moreover, the disconnect of NDBI risk from 
traditional property risk factors gives rise to asymmetric information and data 
availability issues, rendering traditional insurance covers inappropriate. Instead, 
parametric products can be used to expand the limits of insurability and facilitate 
NDBI covers, as long as the solution provider is able to model the indices used for a 
trigger, the correlation of the exposure and the damage resulting from a triggering 
event, and there is a sufficiently high correlation of the index with an insured’s loss 
scenarios. The following are some examples of innovative trigger-based commercial 
insurance solutions in Japan that have helped address NDBI risks, and thereby 
protect assets that are difficult to insure and reduce earnings volatility.

Mortgage-linked insurance cover for banks

Background: The mortgage business in Japan is highly competitive. A large bank 
with a substantial mortgage portfolio wanted to differentiate its product and 
enhance client loyalty by offering optional disaster relief cover with home loans.

Insurance solution: An insurer designed a unique product with disaster relief cover 
for the bank, whereby persons with a mortgage can get loan repayment relief in the 
event their property is damaged in a natural catastrophe event. Depending on the 
severity of damage caused by the event, the loan repayment relief (principal plus 
interest) can extend for up to 24 months. To be able to over this cover, the bank 
charges a slightly higher interest rate on mortgages. 

Benefits: This product offers disaster relief to both the bank and the mortgage 
borrower. It also covers earthquake risk, which most private home insurance policies 
do not, and which cannot be fully secured by a government scheme. The borrower 
enjoys a relief period in case of a disaster, thus increasing financial resilience and 
helping the borrower recover from the loss while also keeping the property. The 
bank, meanwhile, can offer a more compelling mortgage product, differentiate itself 
in the market and strengthen existing relations with borrowers without taking on 
additional risks.

Parametric cover for non-damage business interruption for retailers

Background: A luxury goods company in Tokyo has concerns about a significant 
drop in shop business (and thus revenue) in the aftermath of a major earthquake. 
The company’s traditional property damage policy provides BI cover in the event 
the store is damaged. However, the policy does not provide cover for “non-damage” 
events.

Insurance solution: A multi-year insurance policy that pays out pre-agreed amounts 
based on the level of an earthquake shake intensity index.

Benefits: The index-based solution is simple and speeds up claims the handling 
process. It also offers protection for the earnings volatility from the store, including 
NDBI cover.

 

 

NDBI solutions can improve the 
efficiency of risk transfer and enhance 
extend the boundaries of insurability.

A bank with a substantial mortgage 
business differentiates its product  
with optional disaster relief cover.

An index-based solution to protect 
against significant drop in shop business 
after a major earthquake.
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Innovative insurance solutions 
can improve the efficiency  
of risk transfer, reduce 
earnings volatility and expand 
the scope of insurability
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Market outlook

Premium outlook is more positive

The premium outlook is more positive on expectations of steady economic growth 
and an improving insurance pricing environment. The Japanese economy grew more 
than expected in 2017, driven by pick-up in external demand and fiscal stimulus.  
In 2018, the economy is expected to expand at a steady, albeit slightly slower, pace, 
with real GDP growth forecast at around 1%. Indications are that the stronger global 
economy will likely sustain in 2018. For instance, forward-looking manufacturing 
PMIs of advanced markets point sustained expansion. As such, the outlook for global 
trade remains positive, which bode well for Japan’s exporters. On the policy front, 
accommodative monetary policy and fiscal stimulus in Japan is expected to 
continue. The ruling party won re-election in October 2017 with a clear majority,  
and Shinzo Abe was re-elected Prime Minister in November 2017. 

Overall, total commercial insurance premiums are forecast to grow by 4.7% in 2018. 
In motor, however, premium growth will likely continue to be capped by rate cuts. 
Major Japanese non-life insurers have announced plans to lower voluntary motor 
premium rates by an average of 2–3% starting in January 2018.

Direct premiums written* 2014 2015 2016 2017E 2018F

Commercial lines, JPY billion 3 963 4 202 4 182 4 297 4 498
Liability  657  684  721 731 749
Property  751 822 732  747 776
Motor 1 622 1 719 1 753 1 740 1 747
Marine  230  225  197  203 216
Others  703 752 780  845 973

Credit & surety  45  42 43 44 45

Commercial lines, yoy % 4.8% 6.0% –0.5% 2.7% 4.7%
Liability 1.0% 4.1% 5.4% 1.5% 2.3%
Property 5.5% 9.4% –11.0% 2.0% 4.0%
Motor 4.7% 6.0% 2.0% –0.7% 0.4%
Marine 3.0% –2.0% –12.6% 3.3% 6.0%
Others 8.4% 7.0% 3.7% 8.3% 15.2%

Credit & surety –2.4% –6.3% 2.1% 2.0% 2.0%

Note: *All insurance data refer to fiscal year. For instance, 2017 refers to FY2017/18  
(year ending March 2018).

Source: The Statistics of Japanese Non-Life Insurance Business, General Insurance Association of Japan, 
Swiss Re Institute.

The outlook for commercial insurance is 
positive. 

Segment premiums are expected to 
increase by 4.7% in 2018.

Table 3  
Japan commercial insurance forecasts
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Conclusion

Commercial insurance penetration in Japan has risen steadily in recent years. 
Nevertheless, Japanese firms are generally underinsured relative to their peers in 
other advanced markets. Demand for commercial insurance is sensitive to the 
economic cycle. In 2017, commercial insurance premiums are estimated to have 
increased by 2.7%, after a sluggish 2016. The 2017 gain was underpinned by 
improved economic performance and a recovery in property insurance. The positive 
momentum will likely continue in 2018: premiums are forecast to rise by 4.7% on the 
back of a stable economic backdrop and an improved insurance pricing 
environment.

There is growing corporate concern in Japan about BI risk, which is increasingly 
linked to cyber risks. Globalisation has resulted in more complex supply chains and 
has further increased corporate focus on BI and related risk management processes. 

Rapid technological progress, in particular digital transformation, is changing the 
nature of business. Over time, the nature of insurable commercial risks has 
broadened from traditional property damage (eg, to buildings and machinery) to BI 
and CBI. Non-physical damage business interruption (NDBI) is the next step in the 
evolution of providing solutions for exposures which traditionally, have been difficult 
to insure. Data analytics is leading to a better risk assessment. This, and innovation in 
product design is driving the continuing development of new risk covers for a wider 
range of threats and perils that businesses face. 

Commericial insurance penetration in  
Japan has increased in recent years but 
is still below levels in other advanced 
markets.

Corporate risk managers are increasingly 
focussing on BI risks...

...and data analytics and innovation are 
driving the development of new risk 
covers.
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