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Comparison and assessment of returns on Default
Option products among financial sectors

ABSTRACT

The introduction of default option scheme to occupational pension amid
market changes such as increase in reserves and change in investment
behavior is expected to affect the market shares among financial sectors.
During the trial period, the scheme’s reserves reached to 1.1 trillion KRW,
with banks contributing the most at 90.1%. It is noteworthy that insurance
sector had a 7.26% return on assets, higher than banks and securities
sectors. This means that occupational pension providers can include
financial products across the sectors such as funds and insurance in their
default option products, so the competition for returns of default option
products depends on the availability of product selection and the provider's
capability to control asset management companies.

1. Overview of Default Option Scheme

Default option scheme refers to a fund management method that automatically
invests in the pre-designated financial instruments (funds, etc.) if the occupational
pension holder (DC plan, IRP) does not direct how the contributions are to be
invested. The scheme was implemented in earnest on July 12th, 2023, after a
one-year trial period starting July 2022, to improve the investment returns. The low
returns were attributed to the contributions being managed primarily as
principal-guaranteed type products due to pension holders’ indifference and lack of
expertise in managing their contributions. The introduction of default option scheme
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is anticipated to impact the market shares in the realm of occupational pension
funds among banks, insurers, and securities companies. This shift is projected to
occur as the financial market landscape evolves, driven by the rise in occupational
pension reserves and changes in investment patterns. Hence, this report compares
reserves and return performance of recently disclosed default option schemes and
examines the potential for future changes in the market shares among financial
sectors.

2. Comparison of reserves and returns of default option products by
financial sector

At the end of June 2023, reserves in default option schemes reached to 1.1 trillion
KRW. Among financial sectors, banks accounted for 90.1%, followed by securities
companies for 9.4% and insurance companies for 0.5%. Considering that banks
accounted for 50.8%, insurance for 25.9%, and securities for 22.0% of the total 336
trillion KRW (end of 2022) in occupational pension funds, the scale of insurance
companies’ investment in default option products is relatively low. When categorized
by risk level, the share of reserves in the scheme is largest for ultra—low-risk
products at 85.2%, followed by low-risk products at 7.3%, medium-risk products at
4.4%, and high-risk products at 3.0%. The large share of ultra-low-risk products
suggests that most pension holders have designated their default option funds as
principal-guaranteed, which is similar to the 85.4% share of total contributions
invested in principal-guaranteed type products.

The overall six-month return for default option schemes was 5.8%, and among
financial sectors, insurance companies achieved the highest return at 7.26%,
followed by securities companies at 5.77% and banks at 5.36%. Notably, the
insurance sector's returns were higher than other financial sectors, even when
examined by risk level. By risk level, ultra—low risk products returned 2.26%, low
risk products returned 4.23%, medium risk products returned 6.09%, and high-risk
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products returned 8.88%. Meanwhile, the total fee for default option schemes was
0.47%, with the highest fee for securities companies at 0.50%, followed by insures
at 0.46% and banks at 0.44%.

3. Implications

During the trial period, the return of the default option products was 5.8%, more than
double the return of the ultra—low-risk product consisting of principal-guaranteed
type products, which was 2.26%. This indicates that the default option scheme has
achieved its own objectives. It is noteworthy that during the trial period, the
insurance sector’'s default option fund was small, but its return was higher than
those that of other financial sectors regardless of the risk level. On the other hand,
it is necessary to keep in mind that the short trial period and the rapid increase in
interest rates during the same period, make it difficult to view these results as a
general situation, and it is necessary to examine the long term process of change.
However, given that banks and insurance companies have a similar fund
composition by risk level, analysis suggests that the trend will be similar to that of
the banks in the future.

Occupational pension providers can incorporate financial products across the sectors
such as funds and insurance, within their default option products. Consequently, the
competitiveness regarding returns on these default option products depends upon
both product choice and the provider's capability to control asset management
companies. Market power is expected to be gained by the providers who are able
to increase contributions to default option products and deliver higher returns on
such products.
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