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ABSTRACT

As of 27th June 2019, Korean financial authorities announced Implementation Plan 

for Modernizing Insurance Solvency Regime. In order to avoid the potential harm 

posed by excessive capital regulations, the financial authorities decided to provide 

reasonable implementation measures based on sufficient impact assessments. 

Particularly, the implementation plan proposed soft landing measures for new 

insurance solvency regime (K-ICS): setting transitional periods and applying RBC 

with K-ICS simultaneously at the beginning of implementation if necessary.

The implementation plan is expected to help a smooth transition to the new solvency 

regime. However, in addition to the improved capital regulations, the policies that can 

induce structural changes in insurance products and profit sources of the insurance 

industry will be needed.

Under the low interest rate environment, the proposed soft landing measures solely 

would not guarantee a smooth transition to the new solvency regime. Therefore, 

insurers should put further effort into improving their capability of risk-based decision 

making and innovating their business models to be resilient to interest rate risks.
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1. Main Contents of Implementation Plan for Modernizing Insurance 

Solvency Regime

Korean financial authorities (Financial Services Commission and Financial Supervisory 

Service) announced that they would adopt a new insurance solvency regime (K-ICS) 

to keep pace with the implementation of IFRS 17 (scheduled for 2022). Moreover, they 

will provide reasonable implementation measures based on sufficient impact 

assessments. Especially, the financial authorities noted that they would consider 

financial market conditions and insurers’ business situations as well as global financial 

regulatory reforms.

The implementation plan for K-ICS includes ➊ scheduling implementation of K-ICS 

in compliance with global financial regulatory reforms, ➋ providing sufficient transitional 

periods, ➌ applying RBC (current insurance solvency regime) with K-ICS simultaneously 

at the beginning of implementation in case of necessity, ➍ inducing insurers to improve 

their financial positions, ➎ proposing additional policy measures to facilitate restructuring 

of insurers’ assets and liabilities.

The financial authorities will continue to revise technical specifications  of the capital 

regulations by conducting sequential quantitative impact studies such as K-ICS 2.0 (the 

second half of 2019) and K-ICS 3.0 (the first half of 2020).

2. Assessments of Implementation Plan for Modernizing Insurance Solvency 

Regime

Considering the results of a quantitative impact study conducted in 2018 (K-ICS 1.0) 

which showed that many insurers could not fully cover their capital requirements, the 

implementation plan is expected to help a smooth transition to the new solvency regime. 

However, in order to take account of the increasing downward pressure on interest 

rates, the financial authorities need to prepare a more conservative implementation 

plan based on the worst interest rate scenario as well.



In addition to the improved capital regulations, the policies that can induce structural 

changes in insurance products and profit improvement will be needed. While insurance 

companies have changed their investment portfolios in response to the new regulation, 

there are no significant changes in insurance product features due to market competition 

and profitability. For example, whereas insurance companies achieved a significant 

increase in asset duration by investing more in long-term fixed income assets, the 

proportion of guaranteed products is still high in liability. An excessive financial impact 

of K-ICS on insurers will be inevitable unless there are fundamental changes in 

insurance product structures and sales practices. Therefore, the financial authorities 

need to induce insurers to find ways to generate sufficient underwriting profits through 

product innovations, since it is challenging for insurers to secure investment profits 

under the low interest rate environment. 

3. Recommendations for Insurance Companies

Since the low interest rate environment deteriorates financial soundness of insurance 

companies and the central bank is facing increasing pressure to cut interest rates, the 

proposed soft landing measures solely would not guarantee a smooth transition to the 

new solvency regime.

Therefore, insurers should put further effort into improving their capability of risk-based 

decision making and innovating their business models to be resilient to interest rate 

risks. Especially, insurers need to develop insurance products with lower levels of 

guarantees and create competitive advantages of insurance products other than 

guarantees.


