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1. Ultra-low interest rate environment  

The long-term interest rates recently fell below the benchmark rate (1.5%) resulting 

from sluggish exports, investment, and consumption; and external uncertainty. The 

downside risks continue to mount due to concerns over deflation (0% consumer price 

inflation in August), US-China trade war and South Korea-Japan trade dispute. Thus, 

there is a very high possibility that the Bank of Korea will cut the benchmark interest 

rate. 

Ultra-low interest rates, i. e. long-term interest rates at 1% or below, would stay low 

for longer if external uncertainty intensifies and it coincides with a decrease in potential 

growth rate caused by population aging. Even without worsening external conditions, 
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Market interest rates have plunged to their lowest levels due to the economic 

slowdown and growing external uncertainty. Ultra-low interest rates,  long-term 

rates at 1% or below, would stay low for longer if external uncertainty coincides 

with a further decline in potential growth rate caused by population aging. The 

ultra-low interest rate environment exacerbates financial soundness and 

increases interest rate risk of the insurance industry. To deal with the situation, 

insurers will increase the issuance of capital securities and purchase of 

long-term bonds. Moreover, fewer incentives to sell savings-type insurance 

products and higher premium rates of protection-type insurance products will 

worsen the growth of the insurance industry, while negative interest margin, 

additional insurance reserves accumulation, and an increase in capital securities 

issuance will aggravate insurers’ profitability. 

The insurance industry needs to focus on risk and profitability management and 

transform its business model to secure future growth and profitability. Also, the 

financial authorities need to establish a system inducing more efficient risk 

management and a policy fostering growth in the insurance industry. 
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Korean economic growth is expected to gradually fall after the 2020s due to the 

population aging, and such a decline in economic growth rate would lower the interest 

rates.  

2. Effects and challenges

[Financial soundness] As a decrease in discount rates leads insurers to set aside 

additional liability reserves and guaranteed minimum reserves for variable insurance, 

insurers’ financial soundness will deteriorate. To improve financial soundness, the 

insurance industry will issue more capital securities, such as subordinated bonds and 

hybrid bonds. However, it could worsen capital securities issuance conditions in the 

future, as an increase in capital securities supply, a decline in credit rating and concerns 

over not exercising call options can raise the spread for future issuance. In addition, 

since there exists high convexity between interest rates and the value of insurance 

liabilities because of the minimum guaranteed rates, the liabilities duration expands 

more than the asset duration when interest rates go down. Therefore, the insurance 

industry will purchase more long-term bonds to narrow the duration gap, however, 

it could lower long-term interest rates even further. 

[Growth, profitability] Insurers’ growth will deteriorate due to fewer incentives to sell 

savings-type insurance and a rise in protection-type insurance premium rates. Also, 

insurers’ profitability will worsen because of negative interest margin, additional 

reserves, and the issuance of capital securities. The decline of profitability caused by 

the fall in disclosed interest rates and a decrease in operating expenses reduce the 

incentive to sell savings-type insurance products. Also, the demand for protection-type 

insurance products is likely to decrease, as a decrease in assumed interest rates raises 

the premium rates of protection-type products. At the end of 2018, the average coupon 

rate of capital securities for 12 life insurers stood at 4.58%, which resulted in a negative 

interest margin of 1.16%p, compared with the rate of return on the investment of 3.42%.

[Industrial strategy] The insurance industry should not only carry out judicious risk and 

profitability management but also transform its business model to secure future growth 

and profitability. Insurers should execute risk transfer and a debt restructuring to prepare 

for the prolonged ultra-low interest rates environment. Also, the insurance industry 



should refrain from escalating risks and damaging profitability with excessive 

protection-type insurance expansion strategy and consider the structure of savings-type 

insurance products suitable for ultra-low interest rates era, such as equipping a product 

with a lower the minimum guaranteed rate and utilizing low-cost channels. In addition, 

insurers should make multilateral efforts to spur their growth and profitability, including 

the promotion of new businesses. 

[Industrial policy] The financial authorities need to establish a system inducing more 

efficient risk management, such as introducing contract transfer and buy-back schemes 

or helping insurers employ various risk transfer schemes such as reinsurance and 

financial derivatives. Also, the policies that promote and support new businesses in 

the insurance industry will be needed. 
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