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| The Subsidiary GAs: Evaluation and Recommendations

ABSTRACT

The number of subsidiary GAs is increasing as insurers try to improve
operational efficiency and sales competitiveness. Now, not only
large—sized and foreign insurers but also financial holding companies and
mid-sized insurers hold subsidiary GAs, and they seem to rely on their
subsidiary GAs more than before. Given that the tied agents, subsidiary
GAs, and traditional GAs would compete in the distribution market,
insurers must develop marketing strategies suitable for their competitive
advantage and distribution channel characteristics.

1. Background and Characteristics of Subsidiary GAs

As the separation between developing and distributing products accelerates across
the financial sector, the number of insurers establishing a subsidiary distribution
company has increased since mid-2010. Following the first appearance in 2004,
fourteen insurers (nine life and five non-life) hold subsidiary general agencies (GAs)
as of June 2023.

An increase in subsidiary GAs is due to (D deterioration of tied agents’ operational
efficiency, @ high turnover rate of tied agents, ® increased product comparison,
and @ changes in the insurance distribution regulations. First, while insurers find it
harder to make new contracts, the increase in fixed costs leads to lower
profitability, highlighting the need for cost management. Furthermore, retaining tied
agents is challenging since many agents have left to join GAs and hardly find new
agents to fill in. Finally, since platform companies will start providing insurance
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comparison services, insurers should improve their operational strategies for
distribution channels.

Recently established subsidiary GAs exhibit characteristics that differ from traditional
GAs in terms of (O the utilization levels across life and non-life insurers, @
establishment entities, and ® the sources of revenue. First, many insurers,
especially life insurers, have established subsidiary GAs by spinning off their
in—house distribution department to deal with high turnover among tied agents.
Second, not only large-sized and foreign insurers but also financial holding
companies and mid-sized insurers have started to hold subsidiary GAs. Bank
holding companies are now allowed to directly hold sales agencies following the
revision of supervisory regulations of financial holding companies, and they want to
expand customer touchpoints in specialized markets. In addition, mid-sized insurers
aim to improve brand awareness by establishing subsidiary GAs. Third, although
subsidiary GAs are extending business partnerships with insurers other than their
parent companies, most revenue of GAs comes from the parent companies. By
doing so, they try to alleviate a decrease in the market shares of their parent
companies resulting from holding subsidiary GAs.

The proliferation of subsidiary GAs has affected distribution channel utilization and GA
market structure. With the increasing number of subsidiary GAs by life insurers,
their primary distribution channel changed to GA channels from tied agents.
Additionally, the GA market came in two: traditional GAs and subsidiary GAs. And
the entry of insurers into the GA market through holding subsidiary GAs has
intensified competition in the market and widened the polarization of profits.

2. Implications

Given that tied agents, subsidiary GAs, and traditional GAs would compete in the
distribution market, insurers must develop marketing strategies suitable for their
competitive advantage and distribution channel characteristics. In this regard,
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insurers should note that each channel has its strengths. Tied agents have an
advantage in customer management and maintenance services, subsidiary GAs
would be suitable for supporting their parent companies, and traditional GAs have
strengths in customer accessibility and sales power. Therefore, when formulating
distribution strategies — such as establishing a GA - insurers should consider
various factors, including the operational efficiency of tied agents and their product
competitiveness.

As subsidiary GAs possessing multitudinous sales agents enter the GA market, GAs
would pursue business expansion strategies by recruiting more agents or M&As to
secure their market share; because having skillful sales agents is particularly crucial
for GAs, which rely heavily on face-to—face sales.

Last, since the GA channel became the mainstream of the distribution market,
financial authorities should prevent excessive competition among GAs which can
harm consumers. Because inordinate cost competition among GAs to secure
sales agents and the high turnover of agents may result in mis—selling or
replacement of insurance contracts.

Donggyum Kim, Research Fellow
dgkim@kiri.or.kr
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