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Abstract
What is needed for the Life Insurance Policyholders’ Protection Fund in Vietnam is to review 

and improve its system so that it is consistent with any anticipated changes of the insurance 
market in Vietnam, by taking advantage of the experience of the Life Insurance Policyholders’ 
Protection Corporation in Japan where large scale bankruptcies have occurred in series. More 
specifically, the key points are: (i) introducing a scheme where contract transfer is proceeded with 
even in the event that no savior insurance company steps forward, and placing emphasis on the 
indemnification of coverage-based insurance products in which the market is expected to grow, 
(ii) increasing the burden on policyholders of conventional deposit-based products, for example, 
a reduction of assumed interest rates, in an effort to increase necessary financial resources, (iii) 
developing professionals who are specialized in evaluating the values of bankrupt insurance 
companies and (iv) promoting thorough information disclosure and validating the soundness 
index.
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1. Introduction
The life insurance market in Vietnam is 

comprised of 14 companies, and sustains rapid 
growth, although its size is yet small. Since the 
nation’s population as of 2013 is 92 million, its 
potential market size is quite large. The market 
is overwhelmingly dominated by foreign affili-
ated companies, with the exception of just one 
Vietnam capitalized insurance company (71% 
owned by the Ministry of Finance), which pres-
ents a largely different structure from that of 
China where the market is dominated by na-
tionally capitalized companies.

Although there is no single known case of 
bankruptcy of a life insurance company in Viet-
nam, in preparation for potential life insurance 
company bankruptcies a life insurance policy-
holder protection system will be required in 
the future because the nation’s life insurance 
market is rapidly expanding in line with the 
increasing national income. Coincidentally, 
the Law on Insurance Business was amend-
ed in December 2011 in Vietnam, and the bill 
concerning the establishment of the “Insurance 
Policyholders’ Protection Fund” passed (effec-
tive on February 16, 2012). 

This paper discusses, from the viewpoint 
of consistency with the life insurance market 
in Vietnam, whether the system of the Life 
Insurance Policyholders’ Protection Fund of 
the country will work sufficiently in 10 years 
time when the market grows significantly. The 
need for a system of the Life Insurance Poli-
cyholders’ Protection Fund is at present not so 
large, as the life insurance market in Vietnam 
is small in size and the majority of the poli-
cyholders in the market are relatively high in-
come earners. In the future however, when a 

large number of common people, who do not 
have as much information as that owned by 
insurance companies, purchase insurance pol-
icies and the Vietnamese life insurance market 
opens to the general public, the Life Insurance 
Policyholders’ Protection Corporation will play 
an important role. In the country, an insurance 
policy is regarded as one of saving products, 
and the Life Insurance Policyholders’ Protec-
tion Corporation is so designed that its focus 
is placed on protection of “deposit-based in-
surance” at the present. In terms of insurance, 
in advanced Asian countries such as Japan and 
Taiwan in contrast, “coverage-based products” 
which protect households in the event of loss 
of earners have become the mainstream of the 
life insurance market in accordance with an in-
crease in national income. The Life Insurance 
Policyholders Protection Corporation in Japan 
is designed mainly to protect coverage-based 
insurance policies.

The Japanese government hastily established 
the “Life Insurance Policyholders Protection 
Fund” after the bankruptcy of an insurance 
company was anticipated, and its system failed 
partly due to lack of resources. The government 
newly set up the “Life Insurance Policyholders’ 
Protection Corporation.”

The lack of resources of the former organi-
zation was attributable to the adopted approach 
where all policyholders were equally protect-
ed. The structure of an insurance policyhold-
er protection corporation differs depending on 
whether protection is provided to policyholders 
of coverage-based insurance or deposit-based 
insurance policies.

Therefore, in order to discuss the Life Insur-
ance Policyholders Protection Corporation in 
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Vietnam, it is necessary to assess the future of 
the life insurance market in Vietnam, more spe-
cifically the coverage-based insurance market. 
What is important for the Life Insurance Poli-
cyholders’ Protection Corporation is to pursue 
high consistency with the market.

The purpose of this paper is “pointing out 
problems of the current Life Insurance Policy-
holders’ Protection Fund in Vietnam and pro-
posing solutions based on the prediction of the 
life insurance market in Vietnam in 10 years 
time and the experience of the operation of the 
Life Insurance Policyholders’ Protection Cor-
poration in Japan.”

This paper is composed of seven sections: 
Section 1: Introduction; Section 2: Outline of 
Insurance Policyholders’ Protection Funds in 
Vietnam and Japan; Section 3: Bankruptcy pro-
ceedings taken by the Insurance Policyhold-
ers’ Protection Corporation of Japan; Section 
4: Current state of the life insurance market 
in Vietnam; Section 5: Prediction for the life 
insurance market in Vietnam; Section 6: Im-
provements in the Life Insurance Policyhold-
ers’ Protection Corporation in Vietnam and 
Section 7: Conclusion. 

2. Outline of Insurance Policyholders’ 
Protection Funds in Vietnam and Japan 

The framework of Insurance Policyhold-
ers’ Protection Fund in Vietnam (hereinafter 
referred to as the “Protection Fund”) is pre-
scribed in the “Provision No. 123” which was 
established on December 28, 2011 in associ-
ation with the amendment of the Insurance 
Business Act. The details of the Protection 
Fund, including the scheme and indemnifica-
tion, are specified in “Order No. 101” dated 
July 30, 2013. This order was implemented on 

September 15, 2013, and the Protection Fund 
was officially established in Vietnam. The op-
eration and management of the Protection Fund 
is conducted separately for life insurance busi-
nesses and nonlife insurance businesses, both 
under the Vietnam Insurance Association. All 
insurance companies are obliged to participate 
in the fund. 

The Protection Fund is used to protect the 
rights of policyholders if an insurance compa-
ny becomes insolvent or bankrupt. When insur-
ance contracts are transferred from a bankrupt 
insurance company to a company that bails out 
the bankrupt insurance company (hereinafter 
referred to as the “savior insurance company”), 
the Protection Fund provides necessary finan-
cial support to the savior insurance company. 
The Protection Fund covers 90% of the poli-
cy reserves for life insurance, with a limit of 
200 million dong per contract. Depending on 
the type of insurance products, any of the fol-
lowing payment rules apply: (1) if an insurance 
benefit is not paid in spite of the occurrence of 
an insured event, the amount corresponding to 
the right specified in the insurance contract to 
the extent of the upper limit; (2) for an insur-
ance contract which has a high saving propen-
sity or cash surrender value, the cash surren-
der value at the time of the announcement of 
insolvency or bankruptcy; (3) for a coverage 
based insurance contract without any cash sur-
render value, the amount corresponding to the 
paid premium; and (4) for an investment based 
insurance contract in force, the balance in the 
account of the policyholder as of the time spec-
ified in (2) above shall be paid. 

The Protection Fund is financially support-
ed by contributions that are paid by insurance 
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companies in advance. The upper limit of the 
contribution for each year is 0.3% of the total 
amount of direct writing premiums received by 
an insurance company during the previous fis-
cal year, and the amounts to be paid by respec-
tive insurance companies are announced by the 
Ministry of Finance by April 30 each year. This 
pre-funded system is continued until the capital 
of the Protection Fund reaches the levels of 5% 
of the total assets of all nonlife insurance com-
panies and 3% of the total assets of life insur-
ance companies. Insurance companies are sup-
posed to pay 50% of the contribution by June 
30 and the remaining 50% by December 31. 

The core functions of the Protection Fund 
are the management committee, the steering 
committee and the audit committee. The man-
agement committee primarily acts as the deci-
sion-maker of the Protection Fund. The chair of 
the committee is assumed by the chairperson of 
either of the Insurance Associations, and com-
mittee members are representatives of the Min-
istry of Finance and the top three companies of 
both life insurance and nonlife insurance busi-
nesses. 

The steering committee is mainly engaged in 
calculations and payments of insurance bene-
fits and cash surrender values to policyholders 
and savior insurance companies. The chairper-
son of the committee is a vice chairperson of 
an Insurance Association and members are the 
executive secretary of an Insurance Association 
and representatives of the fourth to sixth largest 
insurance companies from both life insurance 
and nonlife insurance businesses.

The audit committee is mainly responsible 
for auditing the activities of the Protection 
Fund. The chairperson of the committee is se-

lected by the votes of member companies and 
the management committee. Committee mem-
bers are representatives of the seventh and ninth 
largest companies from both life insurance and 
nonlife insurance businesses.

The insurance policyholder protection sys-
tem in Japan formally started with the “Insur-
ance Policyholders’ Protection Fund” which 
was established when the new Insurance Busi-
ness Act was implemented in 1996. The Insur-
ance Policyholders’ Protection Fund was de-
signed to provide financial support to insurance 
companies which act as saviors for bankrupt 
insurance companies, and its system has a bet-
ter transparency than the former relief system 
(established in 1940) by which the government 
ordered compulsory relief. However, the fol-
lowing three problems emerged in relation to 
the protection fund when Nissan Mutual Life 
Insurance Co. (hereinafter referred to as “Nis-
san Life”) went bankrupt in 1997: (i) the finan-
cial support to a savior company is limited to 
200 billion yen and no other support; (ii) if no 
company comes up as a savior company, no fi-
nancial support is provided; and (iii) participa-
tion in the Insurance Policyholders’ Protection 
Fund is not mandatory. 

In fact, due to the absence of savior compa-
nies, the Life Insurance Association of Japan 
had no choice but to establish “Aoba Life” as 
its own subsidiary company in order to have it 
take over the insurance contracts from Nissan 
Life. The shortfall of Nissan Life exceeded 300 
billion yen, which forced the protection fund to 
exhaust its funds as it paid the upper limit of 200 
billion yen to support the insurance company. 
Furthermore, foreign affiliated companies did 
not participate in the Insurance Policyholders’ 
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Protection Fund, and Japanese companies were 
required to make larger contributions. 

Subsequently, the “Insurance Policyholders’ 
Protection Fund” was abolished in December 
1998 and replaced by the “Insurance Policy-
holders’ Protection Corporation (hereinafter 
referred to as the “Protection Corporation”). 
The Life Insurance Policyholders’ Protection 
Corporation and the Non-life Insurance Poli-
cyholders’ Protection Corporation are different 
organizations, and both are intended to protect 
policyholders by providing financial support so 
that insurance contracts and other activities of 
bankrupt insurance companies are transferred, 
in each of which every insurance company was 
mandated to participate. 

The financial support applies to all domes-
tic direct insurance contracts, except those that 
have accounts of performance-linked invest-
ments and reinsurance contracts. The calcula-
tion method of the indemnification rate varies 
depending on whether the assumed interest rate 
of an insurance contract is high or not. The in-
demnification rate for the latter is 90% of the 
policy reserve of the relevant contract. The rate 
for the former is to be calculated by deducting 
the exemption rate from 90% (with a lower 
limit) of the policy reserve. 

Under the new system, if no insurance com-
panies assume insurance contracts of a bank-
rupt insurance company, (1) the Protection 
Corporation itself takes over the transfer of 
insurance contracts of the bankrupt insurance 
company, or (2) the Protection Corporation sets 
up a succeeding insurance company and causes 
it to take over the contracts from the bankrupt 
company. The main purpose of the succeeding 
insurance company is to take over insurance 

contracts through a transfer of contracts or a 
merger of the bankrupt insurance company, and 
manage the transferred insurance contracts. 
The succeeding insurance company is a sub-
sidiary of the Protection Corporation, which 
owns 50 percent or more of the voting rights. 
The bankrupt insurance company may request 
financial assistance from the Protection Corpo-
ration (through donation of money or purchase 
of its assets) simultaneously when it requests 
the transfer. The financial assistance may be 
provided even when insurance contracts are 
transferred after a succession or takeover 
(re-succeeding or re-transfer) is performed.

In the case where an insurance company 
serves as a savior, the Protection Corporation 
provides financial assistance in relation to the 
transfer of insurance contracts from a bank-
rupt insurance company to the savior insurance 
company and other activities to cover the poli-
cy reserves of the relevant insurance contracts 
up to the specified percentage. This includes 
“transfer of insurance contracts,” and “merger” 
or “acquisition of a bankrupt company’s shares 
by a savior insurance company or others (sub-
sidization).” 

The financial assistance is provided by do-
nation of money, purchase of assets and other 
methods. The amount of the financial assistance 
is calculated from: (i) the policy reserves, etc. of 
the bankrupt company multiplied by the appli-
cable indemnification rate, (ii) minus the assets 
(including goodwill) which are determined by 
the Protection Corporation to correspond to the 
policy reserves, etc. of the bankrupt insurance 
company, and (iii) plus the amount correspond-
ing to estimated costs needed for the transfer, 
etc. of insurance contracts that are approved by 
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the Protection Corporation. 
The Protection Corporation is funded by 

contributions by member insurance companies 
which are obliged to continue paying them 
each fiscal year until the contributions reach 
the amount specified in the articles of incorpo-
ration of the protection fund. The financial re-
sources are contributions paid in advance, and 
the limit of the accumulated amount of the pro-
tection funds and the amount of the annual con-
tributions are stipulated to be 400 billion yen 
and 40 billion yen, respectively. If the cost re-
quired for the financial assistance, etc. exceeds 
the accumulated amount, the Policyholders’ 
Protection Corporation is able to borrow from 
financial institutions the necessary amount up 
to a ceiling of 460 billion yen upon approval 
from the Prime Minister or the Minister of Fi-
nance. Government guarantees are also avail-
able as appropriate. 

Furthermore, in preparation for cases where 
the cost in question and the loan balance of the 
Protection Corporation exceeded 460 billion 
yen, a system was established to allow the Pro-
tection Corporation to receive financial support 
from the government in the amount correspond-
ing to all or part of the cost required for bank-
ruptcy proceedings for a member insurance 
company during the period from April 2006 
to March 2012, to the extent of the amount set 
by the budget, upon approval from the Prime 
Minister or the Minister of Finance, for legal 
requirements.

The protection fund had a system in which a 
shortfall of a bankrupt insurance company was 
basically covered by a savior insurance com-
pany and the protection fund, however, under 
the new system, the Protection Corporation 

covers a shortfall in cooperation with a savior 
insurance company and policyholders, which 
allows the Corporation to take reorganization 
proceedings and include ordinary reorganiza-
tion claims and labor claims into its financial 
resources. 

3. Bankruptcy proceedings taken by Poli-
cyholders’ Protection Corporation of Japan

Due to the sharp decline and long-term 
downturn of interest rates and stock prices, 
seven life insurance companies, including Nis-
san Life went bankrupt in series during a peri-
od from 1997 and 2001. In October 2008 after 
Lehman’s Collapse, Yamato Life also failed. 
The bankruptcy proceedings of these eight 
companies are outlined in Table 1. Because 
of space limitation, this section only discuss-
es the cases of Nissan Life, the first company 
for which bankruptcy proceedings were taken 
under the Insurance Business Act, and Chiyoda 
Life, a company treated under the Court-guided 
Rehabilitation Law. 

Nissan Life was ordered a suspension of 
operations and collapsed in April 1997 as a re-
sult of the massive sales of personal pension 
products with high assumed interest rates and 
failure in asset management including exces-
sive stock investment. The shortfall amounted 
to about 302.9 billion yen. Since no companies 
took over the insurance contracts of Nissan 
Life, The Life Insurance Association of Japan 
established “Aoba Life” as its own subsidiary, 
to which the protection fund provided financial 
assistance in the amount of 200 billion yen. 
While the reserves for the policies in force were 
fully protected, assumed interest rates for all 
personal pension and personal insurance plans 
were reduced to 2.75%. As an attempt to pre-
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vent the funds from flowing out, a system was 
also introduced, by which, for early cancella-
tions, the cash surrender value was reduced. 

The burden of policyholders was reduced up 
to the 100% protection of the policy reserves 
and to the assumed interest rate of 2.75%, 
which is not so low compared to the prevailing 
level of interest. 

Chiyoda Life, in contrast, was subject to re-
organization proceedings, instead of the con-
ventional bankrupt proceedings under the In-
surance Business Act. With respect to liability 
reduction, in addition to the policy reserves, or-
dinary reorganization claims and labor claims 
that are usually prioritized were also cut down. 
To cover the shortfall of approximately 595 bil-
lion yen, the policy reserves were reduced to 
90% and the assumed interest rates to 1.50% 
and a 100% cut of ordinary reorganization 
claims and a 25-38% cut in labor claims fol-
lowed. Since the goodwill was determined as 
320 billion yen, no financial assistance was 
provided by the Protection Corporation. In this 
case, a great burden was imposed on policy-
holders while efforts were exerted so that the 
shortfall was made up with money from vari-
ous sources. 

The revenue from insurance premiums of 
these eight companies accounted for 18% of 
the total revenue of the market and their fail-
ures brought a great impact on the entire pop-
ulation of Japan. When insurance companies 
went bankrupt, the nation and industry were 
faced with the serious challenge of determining 
which life insurance policies should be protect-
ed with the limited resources. Since death cov-
erage products, which are designed to support 
remaining family members in the event of death    N
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of heads of households, were massively sold in 
Japan, the government developed the scheme 
to protect not the insurance products, with their 
emphasis on deposit, but those with emphasis 
on coverage. The framework of a policyhold-
er protection corporation is determined by the 
characteristics of the life insurance market and 
the type of insurance products to be preferen-
tially protected in the country. The Life Insur-
ance Policyholders’ Protection Corporation in 
Vietnam should be also operated consistent 
with the size of the Vietnamese life insurance 
market in the future; in particular, that of the 
market of death coverage insurance products. 

The authors would like to discuss a Life In-
surance Policyholders’ Protection Corporation 
that is suitable for the life insurance market 
in Vietnam, based on the experience of Japan 
which addressed failures of many large life 
insurance companies. Let’s look at the current 
and future life insurance market in Vietnam in 
the next section. 

4. Current state of the life insurance mar-
ket in Vietnam

The life insurance business in Vietnam start-
ed when Bao Viet, a non-life insurance compa-
ny expanded its business to the life insurance 
market in 1996 (privatized in 2007 and 18% 
stock acquired by Sumitomo Life in 2012). 
Foreign-affiliated domestic companies and 
100% foreign companies started to rush into 
the market in 1999. As of March 2014, there are 
only two 100% domestic and foreign-affiliated 
domestic life insurance companies, and all the 
remaining eleven companies are fully owned 
by foreign life insurance companies. In the 
background of a market dominated by foreign 
life insurance companies, there is consideration 

that (1) it is not easy for Vietnamese domes-
tic companies with small capital bases to enter 
into the life insurance business which requires 
large capital bases, and (2) foreign companies 
have superior capabilities in product and sales 
channel development, which contribute to the 
growth of the life insurance market in Vietnam. 
In fact, foreign companies that entered into the 
life insurance market in 2000 and thereafter 
contributed to the growth of the market, includ-
ing the diversification of life insurance prod-
ucts. As shown in Table 2, the premium reve-
nue, or sales of insurance companies, in 2012 
is 880 million dollars, which account for 0.03% 
of the total premium revenue in the world. The 
per capita premium revenue is 9.8 dollars, one-
four hundredth of that of Japan. The revenue of 
the Vietnamese insurance market is one-tenth 
of the China market that is also in the develop-
ing stage, and yet small in size compared with 
markets in other Asian countries. However, the 
increase in the premium revenue in Vietnam 
during the decade from 2003 to 2013 is signif-
icant; 2.66 times larger than that in 2003 on a 
dollar basis, and 2.96 times on a local curren-
cy basis, whereas Japan, the U.S. and Europe 
grew about 1.5 times larger than the same year. 
The insurance market in Vietnam is highly like-
ly to rapidly grow as its economy size expands. 

As illustrated in Figure 1, the premium rev-
enue of Vietnam in 2012 is 18.4 trillion dong 
and steadily grows at an average annual growth 
rate of 13.8% from 2006 to 2012. A double-dig-
it increase continued except in 2005 and 2006. 
The reasons for the slowdown in those two 
years are that (1) the interest rates of insurance 
products dropped below the interest rate level 
of bank deposits, and real assets such as gold, 



Journal of Economics and Development Vol. 17,  No.2,  August 201513

when insurance policies with a high saving pro-
pensity signed around 2000 reached maturity, 
and consequently enormous numbers of exist-
ing contracts were cancelled in those years, and 
(2) embezzlement of premiums by an insurance 
sales person was discovered, which spread dis-
trust of insurance companies among consum-
ers. The proportion of premium revenue from 
endowment insurance and pension products 
in the total premium revenue declined below 
the level of 50% for the first time in 2007. This 
fraud case, however, contributed to the shift 
from sales of conventional deposit-based prod-
ucts to coverage-based insurance products such 
as whole life insurance and term insurance, and 
also led to the establishment of an information 
sharing system for sales personnel by the In-
surance Association. Thus, the Vietnamese life 
insurance market is young, and the product 
composition and sales channel will be subject 
to dramatic change. This is why looking at the 
future market of life insurance products is so 
important when the system of the Life Insur-
ance Policyholders’ Protection Corporation is 
explored. 

The trend of product diversification is 
demonstrated more clearly by the figures of 
product sales of each company. Figure 2 shows 
the trend of the coverage index of leading in-
surance companies in Vietnam. The ratio of se-
curity to premium is calculated by dividing the 
total value of insurance coverage (total amount 
of insurance in force) by total premium reve-
nue. A larger index value indicates the growing 
needs of coverage-based products. The index-
es of the three companies, ACELife, AIA and 
Dai-ichi Life, have sharply increased since 
2008, which denotes that they have focused on 
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sales promotion of coverage-based products. In 
particular, Dai-ichi Life and AIA show double 
to triple increases. Coverage-based insurance 
products sharply increase when consumers be-
gin to recognize the risks associated with their 
families in line with the increase in national 
income. Coverage-based products bring high 
profit, and thus are what insurance companies 
are willing to primarily and strategically pro-
mote when the needs emerge in the market. On 
the other hand, the remaining three companies 

do not show the same trend, and therefore, the 
diversity of the sales strategies of the insurance 
companies is observed. 

In the following paragraphs, let’s look at the 
life insurance market in Vietnam in comparison 
with the insurance market in Japan in its long 
history.

Great differences are observed when the 
economy and market sizes of Vietnam are 
compared with those of Japan at present, but 
not so many differences are detected between 

Figure 1: Changes in insurance premium paid-in and product line in Vietnam

Source: Data compiled from The Life Insurance Association of Japan; Life Insurance Fact Book (1979-2012). 
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those of Vietnam at present and Japan in the 
1960s. The nominal GDP of Vietnam in 2013 
is 170.6 billion dollars, and the nominal GDP 
per capita is 1,896 dollars. The Japanese nomi-
nal GDP per capita increased from 758 to 2,017 
dollars during the period of high growth from 
1963 to 1970. The current Vietnamese econo-
my corresponds to Japan’s economy in this pe-
riod. The total amount of insurance in force in 
2012 is 580 trillion dong, approximately seven 
times larger than the figure in 2003, 84 trillion 
dong. Its average growth rate during the decade 
is 28.0%, almost 10 percent points above the 
growth rate of the nominal GDP during the cor-
responding period, 19.7%. Since the nominal 
GDP of Vietnam in 2012 is 3,245 trillion dong, 

the amount of the coverage in comparison to 
the respective economy size (the total amount 
of insurance in force, from which the amount 
of state-operated postal life insurance is ex-
cluded, and then which is divided by nominal 
GDP: hereinafter referred to as the “macro cov-
erage rate”) is about 0.2 times.  

The macro coverage rate of 0.2 times in 
Vietnam is comparable to the level in the late 
1950s in Japan.

The macro coverage rate of Japan started 
to show a sharp increase in 1963 (0.51 times) 
when the GDP per capita exceeded 700 dollars, 
and jumped above the level of 2 times high-
er than the nominal GDP in 1987. Endowment 
insurance with a high saving propensity ac-

Note: The coverage index is calculated by dividing the total value of insurance in force  by premium revenue. A larger 
index value indicates more preference for coverage based products.

Source: Data compiled from Association of Vietnam Insurers.

Figure 2: Trend of “Coverage Index” of life insurance company in Vietnam
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counted for almost 80% of the total amount of 
personal insurance in force in the early 1960s, 
while insurance products with high coverage, 
such as term insurance accounted for only 1%. 
Later, however, the share of endowment in-
surance decreased to about 9%, and both term 
insurance and whole life insurance increased 
up to 12% in 1980. The endowment insurance 
products with high coverage as term riders ac-
counted for about 7% of the total amount of 
personal insurance in force in 1961, but be-
came main products in 1980, occupying the 
majority share.

The focus of the life insurance market in 
Japan basically shifted from deposit-based 

products in the early 1960s to coverage-based 
products in the 1980s with the exception of a 
period where single premium endowment life 
insurance sold well, taking the opportunity of 
the decline of interest rates after the Plaza Ac-
cord in 1985. After the collapse of the bubble 
economy, the macro coverage rate peaked in 
1995 (2.94 times, excluding postal life insur-
ance products in order to show the long-term 
series), and then continued declining in the 
2000s. As economic growth slowed down and 
population aging was accelerated, consumers 
decreased their spending, and demanded pen-
sion and health insurance products more than 
death coverage. Consequently, the macro cov-
erage rate declined to 1.85 times in 2012. 

Figure 3: Long-term outlook of Vietnamese market based on market trend in Japan

Source: Data compiled from Association of Vietnam Insurers; The Life Insurance Association of Japan; Life Insurance 
Fact Book (1979-2012). 
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In Figure 3, the economy size and macro 
coverage rate of Japan are plotted for the period 
from 1960 to 2012, on which the corresponding 
data of Vietnam from 2006 to 2012 are super-
imposed. Since the GDP per capita of Japan 
in 1963 is almost equal to that of Vietnam in 
2006, 758 dollars and 797 dollars, respectively, 
these are taken as the starting points. Although 
the amount of coverage of Vietnam is unlikely 
to overshoot so much as that of Japan, it is no 
wonder if the macro coverage rate of Vietnam 
will increase to the level of one time, or 100%, 
when viewed in a time span of around the  next 
three decades (in around 1990 in Japan and 
2040 in Vietnam in the graph).

It is not certain whether the Vietnamese in-
surance market will follow the model of Japan 
and for Vietnam to become a superpower of in-
surance in future, however, the coverage mar-
ket undoubtedly will continue growing in line 
with the increase in income.

5. Prediction of the life insurance market 
in Vietnam

As stated above, the Life Insurance Policy-
holders’ Protection Corporation in the future 
depends on how much the market of cover-
age-based insurance will grow. It is not easy to 
predict the market of coverage-based insurance 
because it is determined, as shown in Figure 
1 and Figure 2, by several factors, including 
those of suppliers such as marketing strategies 
of insurance companies, those of demanders 
who take out insurance policies, such as in-
come level, and the positioning of the public 
pension scheme (the public pension determines 
the number of personal pensions sold, and 
coverage-based products decrease as personal 
pension products increase). In addition, some 

factors other than economic and social ones 
such as avian influenza, SARS and other infec-
tious diseases may exert influence. However, 
the growth of the life insurance market was not 
largely affected by the outbreak of avian influ-
enza in China from 2005 to 2006 and the pre-
mium revenue of life insurance policies actual-
ly increased by more than 10%. Therefore, we 
believe that economic and social factors have 
far much greater impact on the market than ill-
ness.

As a matter of course, economic devel-
opment substantially differs from country to 
country, depending on the industrial structure 
and other influential factors. However, human 
beings have a universal desire to protect their 
families from economic risks arising from the 
death of earners, illness of family members or 
longevity. So, the life insurance markets in the 
world may appear to have different character-
istics and to be peculiar to respective countries 
but in fact they have much greater common 
ground than general industries in the world 
when viewed from different time points. 

The life insurance markets in the world are 
roughly divided into two groups, one centered 
on conventional deposit-based insurance prod-
ucts and the other on coverage based-insurance 
products in which emphasis is placed on death 
coverage and medical coverage for earners. As 
a characteristic trait, many of Western coun-
tries’ markets belong to the former group and 
Asian countries’ markets rather to the latter 
group. At the emerging stage, however, no life 
insurance market has a concept of “protecting 
family members” at all, in any countries at this 
stage; conventional deposit-based products are 
preferred (this situation was observed in the 
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Japanese market in the 1960s and is currently 
observed in the Vietnamese).

The profit margins of conventional depos-
it-based products are significantly different 
from those of coverage-based insurance prod-
ucts (the latter is 10 to 20 times greater than the 
former), and therefore insurance companies are 
eager to sell coverage-based insurance prod-
ucts, if the market accepts it. In other words, 
their desire to market products with higher 
profit margins is the common attitude around 
the world, and the question is whether the mar-
kets accept such a marketing strategy or not. 
Therefore, the “amount of coverage” (more 
specifically, amount of death coverage) serves 
the most significant indicator to predict the life 
insurance market. 

The “macro coverage rate,” a simple indi-
cator, which is obtained by dividing this death 
coverage amount by nominal GDP is capable 
of explaining the insurance market straight-
forwardly. Furthermore, this indicator allows 
for the comparison of life insurance markets 
throughout the world just because of its sim-
plicity. 

This can be resolved by the equation as pre-
sented in the box below.

The first term of this identical equation in-

dicates how much demanders, or consumers, 
spent for purchasing life insurance products out 
of their income, that is, household expenditure 
propensity for life insurance (i.e. selecting not 
other consumer goods or financial products but 
life insurance products). The second term rep-
resents the merchandise strategy determined by 
suppliers or life insurance companies on what 
coverage they include in their products. The 
third term indicates the ratio of the premium 
revenue from personal insurance to the sum of 
the premium revenue (P) of personal insurance 
products (attaching a relatively heavy weight 
to coverage) and the revenue from personal 
pensions (attaching a relatively heavy weight 
to deposits), which denotes the preference for 
coverage-based products or pension/deposit 
based products. In advanced countries where 
public pension programs have not yet been 
established, they are substituted by personal 
pensions, and therefore this value tends to in-
crease. The fourth term represents the ratio of 
household budget to the total economic value. 
Thus, the macro coverage rate may be said to 
be an indicator that consists of the elements 
of demanders and suppliers in the market and 
macroeconomic elements. The first term, sec-
ond term, third term and fourth term on the 
right-hand side are called “Preference for Life 

Macro coverage rate =    
Amount of personal insurance

Nominal GDP (local currency basis)

=    
(Personal Insurance P + Personal Pension P)

Personal disposal income  x 
Amount of personal insurance

 Personal Insurance P

      x 
Personal Insurance P

 (Personal Insurance P + Personal pension P)  x 
Personal disposal income

Nominal GDP
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Insurance,” “Ratio of Security to Premium,” 
“Preference for Insurance over Pension” and 
“Ratio of Household Budget,” respectively.

According to Kubo (2005), this indicator 
shows that the life insurance markets around 
the world are linked when viewed from differ-
ent time points. Figure 4 indicates the results of 
the contribution analysis on the changes of the 
macro coverage rate of Japan for 25 years from 
1982 to 2004 for each of the four factors as stat-
ed above. Although not discussed in this paper 
due to the limited space, the authors also ana-
lyzed the changes of the indicator for the mar-
kets in Taiwan, Korea and the United States.

The macro coverage rate of Japan dramat-
ically elevated in the mid-1980s. During this 
period, bold monetary easing measures were 
taken to address the economic downturn fol-
lowing the sharp appreciation of the yen after 
the Plaza Accord. The interest rate of 7% or 
more of long-term government bonds dropped 
to 4% at that time. In the Taiwanese financial 
market, the official discount rate was lowered 
from mid-5% in 1997 to below 2% in 2003 
due to the measures taken against the IT reces-
sion and influence of the world-wide decline 
of interest rates. This is similar to the Japanese 
environment in the mid-1980s. The structure 
(contribution composition) of the macro cov-
erage rate in Taiwan from 1999 to 2003 closely 
resembles the structure in Japan during a pe-
riod from 1982 to 1987 as shown in Figure 4 
(Circle 1). 

Since then, Japanese life insurance compa-
nies have dramatically changed their business 
strategies in which they increased the amounts 
of their personal insurance products by raising 
the ratio of security to premium in the early 

1990s. This is similar to the strategy taken by 
Korea around 2000 in which they focused on 
coverage-based insurance products. The Kore-
an structure of the macro coverage rate from 
1999 to 2005 resembles that in Japan from 
1989 to 1994 as shown in Figure 4 (Circle 2).

In Japan, the sales of personal pension prod-
ucts over the bank counter sharply grew in 
fiscal year 2002, which dramatically changed 
the picture of the market. While the sale of per-
sonal pensions with a higher premium revenue 
boosted up the “preference for life insurance,” 
it triggered the transfer in consumer spend-
ing from coverage-based products to personal 
pension products, and the “ratio of security to 
premium” further dropped. This structure of 
Japan from 2002 to 2004, as shown in Figure 
4 (Circle 3), closely resembles that in the Unit-
ed States from 1999 to 2002 when the sales of 
personal pension products sharply increased in 
that country. 

Thus, the “macro coverage rate” indicates 
that insurance markets in different countries 
are linked at different time points”

In the following paragraphs, the macro cov-
erage rate in Vietnam is estimated. Kubo (2005) 
reported that the macro coverage rate of each 
country can be explained by a structural formu-
la that uses (i) Nominal GDP per capita (USD 
basis) as an “income factor” and (ii) difference 
of labor force participation rates between men 
and women as a “social factor” (female inde-
pendence factor), out of many economic or so-
cial factors that influence the macro coverage 
rate. Although they estimated the macro cover-
age rates not only for Asian countries but also 
for European countries and the United States 
in the earlier research, the authors limit their 
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estimation to Asian countries for this research. 
Since the analysis of only two countries, Japan 
and Vietnam, might produce biased results, 
the authors estimated the Asian average value 
of the macro coverage rate based on the data 
of five Asian countries that were in different 
stages of development, and then predicted the 
future coverage based insurance market in 
Vietnam with the use of the parameters of the 
structural formula. The analyzed five countries 
include Japan (including postal life insurance), 

Taiwan, Korea, Thailand and Vietnam. The 
analyzed periods were 33 years from 1980 to 
2012 for Japan, 11 years from 2001 to 2011 for 
Taiwan, 14 years from 1999 to 2012 for Korea, 
8 years from 2004 to 2011 for Thailand and 12 
years from 2001 to 2012 for Vietnam. The total 
number of samples was 78. 

The analyzed products were personal insur-
ance and personal pensions, and the following 
procedure was taken for the estimation. 

Figure 4: Macro coverage rate in Japan and linkage with other countries

Source: Author’ calculation based on data from: Swiss Re (2004, 2013); The Life Insurance Association of Japan; Life 
Insurance Fact Book (1979-2012). 
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Of the several candidate explanatory vari-
ables, the authors selected variables with high-
er accuracy as follows: We selected seven 
variables in total: three variables of “nominal 
GDP (dollar basis)”, “nominal GDP (dong ba-
sis)”  and “GDP per capita (dollar basis)” as 
economic factors, “rate of aging” (population 
rate of people aged 65 and older)” as a social 
factor, and another three variables of “labor 
force participation rate of men,” “labor force 
participation rate of women” and “difference of 
labor force participation rates between men and 
women” as family factors (as the labor force 
participation rate of women increases, the need 
for coverage for families decreases).

First, we conducted a single regression anal-
ysis for each of the seven variables above. 
Then we considered possible combinations of 
the variables and combined the two variables 
which showed a higher explanatory capability 
as a result of the single regression analysis. We 
conducted a multiple regression analysis for 
the combined variables. To improve the estima-
tion accuracy, single variable functions (R²0.6 
or more) of which the degree of freedom was 
adjusted and two-variable functions (R²0.75 or 
more) of which degree of freedom was adjust-
ed were logarithmically transformed, and func-
tions that had a much greater explanatory ca-
pability were selected. These were transformed 
into three-variable functions and also used in a 
multiple regression analysis.

The single regression analysis indicated that 
“GDP per capita,” “labor force participation 
rate of women” and “difference of labor force 
participation rates between men and women” 
were variables with a high explanatory capabil-
ity. The multiple regression analysis with two 

combined variables suggested that (1) “pop-
ulation rate of people aged 65 and older” and 
“nominal GDP (dollar basis), (2) “labor force 
participation rate of women” and “nominal 
GDP per capita (dollar basis),” (3) “difference 
of labor force participation rates between men 
and women” and “nominal GDP (dollar basis)” 
and (4) “difference of labor force participation 
rates between men and women” and “nominal 
GDP per capita (dollar basis)” were variables 
with the highest explanatory capability. 

From these candidate functions, we picked 
out those with a smaller value of R² and a 
smaller error for which the degrees of freedom 
was adjusted, and finally selected the following 
two functions: (1) Model 21 with “difference of 
labor force participation rates between men and 
women” and “nominal GDP per capita (dollar 
basis)” and (2) Model 22 with “labor force par-
ticipation rate of women” and “nominal GDP 
per capita (dollar basis).” 

Although we conducted the estimation with 
three-variables including a social factor of 
“population rate of people aged 65 and older” 
(Model 23 and 24), t-values of the variables 
were too low to adopt. Therefore, we finally se-
lected the two functions above, which are com-
prised of two-variables. 

Of all the models, the selected 24 models 
with a relatively high explanatory capability 
are shown in Table 3.

Finally, two functions were left after follow-
ing the procedure described above, and the es-
timation was made using these functions. The 
estimated and actual values of the macro cov-
erage rate for each country are shown in Figure 
5. Although the movements of these two esti-
mated values look similar, the estimated value 
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of Model 21 shows a higher similarity to the 
actual value than that of Model 22. The markets 
of coverage-based insurance in Japan and Ko-
rea are likely to grow as their estimated values 
exceed the actual values. On the other hand, 
the Taiwanese market may have become an 
excessively expanded market as its estimated 
value is lower than the actual value. Because 
the estimated value of Vietnam is almost equal 
to the actual value, the predicted value would 
be obtained by natural extrapolation. 

Let’s have a rough estimate of the size of 
the coverage based insurance market in Viet-
nam for the next decade, using Model 21 and 

Model 22. Nominal GDP, one of the explan-
atory variables is divided into GDP deflator 
and real GDP. From the viewpoint of suppli-
ers, the growth rate of the latter is comprised of 
three elements: (1) growth rate of population; 
(2) growth rate of capital; and (3) technolog-
ical innovation. To obtain extrapolation val-
ues, the author assumes that the total growth 
rate, consisting of the capital growth rate and 
the technological innovation will decline 0.1% 
each year from 4.5% to 3.5% 10 years later in 
2022, because the total growth rate of Vietnam 
in 2011 is 4.8% and in a downward trend over 
the past decade. The population increase is as-

Figure 5: Estimation of macro coverage rate

Source: Author’ calculation based on data from: Swiss Re (2004, 2013); The Life Insurance Association of Japan; Life 
Insurance Fact Book (1979-2012). 
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sumed to be at 1.1% each year, the same as the 
current level. The growth rate of the consum-
er price index is used as the GDP deflator. The 
deflator is assumed to increase by 8% because 
the consumer price index increased about 9% 
on average over the past decade. Consequently, 
the GDP growth rate of Vietnam in fiscal year 
2022 will be 4.7% and the growth rate of the 
nominal GDP will be 12.5%. 

The author expects that difference of la-
bor force participation rates between men and 
women in Vietnam follows the pattern of Japan, 
and will widen by 0.1% each year based on the 
level of Vietnam (one-third of Japan) compared 
to the gap growth rate of Japan at 2.8% during 
the period from 1961 to 1971. Using these ex-
trapolation values, the macro coverage rate of 
Vietnam will increase from 0.18 times in 2012 
to a level of between 0.37 times (Model 22) and 
0.42 times (Model 21, Estimation 2) 10 years 
later (in 2023). It is highly likely that the cov-
erage-based insurance market will significantly 
expand in Vietnam in line with rising incomes. 
When considering the Life Insurance Policy-
holders’ Protection Fund in Vietnam, its system 
should be designed on the premise that the cov-
erage-based insurance market will grow in the 
future. 

6. Improvements of the Life Insurance 
Policyholders’ Protection Corporation in 
Vietnam 

In the light of the experience of the Protec-
tion Corporation of Japan as stated in Sections 
1 and 2, and the estimation of Vietnamese fu-
ture life insurance market as stated in Section 
4, the Policyholders’ Protection Fund of Viet-
nam, at present, seems to have the following 
four issues.

Firstly, it should be ensured that the insur-
ance contracts of a bankrupt insurance compa-
ny are taken over by a savior insurance compa-
ny so that those contracts are maintained. The 
indemnification levels at the time of bankruptcy 
are differently defined for the different types of 
products. The indemnification level for deposit 
based products is calculated as 90% of the pol-
icy reserves to be paid as cash surrender value 
at the time of the bankruptcy (the balance of ac-
count for investment-based insurance) whereas 
the indemnification for coverage-based prod-
ucts is the amount equivalent to the premium 
corresponding to the period from the time of 
the bankruptcy to the maturity date of the rele-
vant policy. As for coverage-based products, it 
is highly likely that policyholders may not be 
able to purchase new products with the same 
coverage as before since the premiums would 
increase according to the aging population and 
health conditions even if the premiums for the 
remaining period are refunded. As discussed in 
the previous section, the focus of the household 
budget is going to shift from savings to cov-
erage, and the market of coverage-based prod-
ucts is highly likely to rapidly increase in the 
future. A unique property of life insurance not 
found in other financial products rests not on 
deposit function but on coverage function, and, 
therefore, if a private insurance company fails 
to fulfill its coverage function, the government 
will eventually have to play the role of using 
its welfare policy as it is thought to be a public 
issue. The financial resources required for cov-
erage-based products seem to be smaller than 
those for deposit-based products, so it is desir-
able to change to lay emphasis on the indemni-
fication of coverage-based insurance products. 
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In Japan, the indemnification rate of policy re-
serves for contracts with higher assumed inter-
est rates is set to be below 90% to give priority 
to the protection of coverage-based products

The second point is how to secure financial 
resources for the Protection Fund. Life insur-
ance companies provide their contributions to 
the deposit system every year in advance un-
til the total amount reaches 3% of their total 
assets. The funds deposited like this, however, 
are not enough if insurance companies fall into 
bankruptcy in series like those that happened in 
Japan. This is why new systems are needed to 
increase the burden of policyholders and bor-
row funds temporarily from external sources. 
Furthermore, it is important to enable the in-
jection of public funds in preparation for the 
need of a larger amount of funds, although the 
probability of the occurrence is low. In Japan, 
during the period from April 2006 to March 
2009 when the bankruptcy risk of insurance 
companies surged, a regulation was enforced 
to allow the Protection Corporation to receive 
financial support from the government in an 
amount exceeding 460 billion yen which was 
contributed by the private sector. Government 
guarantees were also available for private debts 
as appropriate.

Furthermore, policyholders of a bankrupt 
insurance company are certainly victims who 
should be relieved, but at the same time, are 
responsible for having selected the insurance 
company. It is necessary to not only reduce 
policy reserves but also to lower assumed in-
terest rates which should be reflected in future 
amounts of coverage. The financial resource of 
the Protection Fund comes from policyholders 
of sound insurance companies, and their bur-

den should be lightened as much as possible, 
whereas an increase in the burden on policy-
holders of bankrupt insurance companies is un-
avoidable. 

A reduction of assumed interest rates leads 
to a decrease in the coverage amounts of de-
posit-based insurance contracts, which con-
sequently protect coverage-based insurance 
contracts rather than deposit-based insurance 
contracts. As analyzed in Section 4, the Viet-
namese market of coverage-based products is 
likely to achieve explosive growth;, the focus 
of the Protection Corporation on the protection 
of coverage-based insurance contracts is high-
ly consistent with the market in the future. In 
Japan, in order to squeeze down the costs re-
quired for bankruptcy processing, the assumed 
interest rates are cut from 3 to 5.5% of the orig-
inal interest rates to about 1%, as shown in the 
line of “Assumed Interest Rates after Reduc-
tion” in Table 1. 

As a matter of course, before imposing a 
heavier burden on policyholders including re-
ductions in policy reserves and assumed inter-
est rates, sufficient information must be made 
available to consumers so that they are able to 
select an appropriate insurance company. It is 
necessary to ensure that insurance companies 
disclose their information. In other words, a 
full-fledged information disclosure system ap-
plicable to insurance companies must be devel-
oped as a prerequisite to the establishment of 
a policyholder protection system under which 
policyholders are required to share the burden. 

The Insurance Business Act of Japan im-
poses information disclosure on insurance 
companies, and they must prepare disclosure 
documents to describe their businesses and as-
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sets each year. The disclosure documents are 
available not only on the websites of respective 
insurance companies but are also kept in their 
head offices, branches, field offices and other 
business sites so that the information is easily 
accessed by various policyholders. In order to 
encourage life insurance companies to disclose 
further information, the Life Insurance Associ-
ation has established the “Disclosure Criteria” 
that require insurance companies to voluntari-
ly disclose items that are deemed necessary as 
well as the items specified by the law. 

Thirdly, to reduce the costs necessary for 
the contract transfer, the Protection Fund is re-
quired to have the skills needed for the evalu-
ation of goodwill value and assets to the sat-
isfaction of a savior life insurance company, 
which are to be performed after the calculation 
of the shortfall of the bankrupt insurance com-
pany and estimation of expected earnings that 
a savior insurance company would gain from 
the transfer. The Protection Fund should start 
now developing human resources with such 
expertise.

Fourthly, Vietnam must establish an effective 
system for judging the soundness of insurance 
companies in order to detect any bankruptcy of 
an insurance company in advance and respond 
to it at an early stage, while developing the sys-
tem of the Protection Fund. Solvency margin 
requirements were established under the law in 

2007 in Vietnam; still, the key point is to con-
tinuously validate the existing prudential regu-
lations and reflect any changes in the market on 
the soundness index. 

7. Conclusion
The life insurance market in Vietnam is 

small in size at present, however, it is highly 
likely to experience a rapid expansion, mainly 
in the coverage-based insurance market, in line 
with the future economic growth of the country. 
The current approach of the Protection Fund in 
which insurance contracts are terminated just 
by paying compensation to the policyholders 
should be replaced by a new one in which it 
lays emphasis on the characteristics of the mar-
ket in the future and operates on the premise 
that it “takes over contracts” of bankrupt in-
surance companies. In particular, the establish-
ment of a protection fund system based on the 
continuation of coverage is important for cov-
erage-based products, and would enhance the 
confidence of consumers in life insurance.

This proposition is applicable not only to 
Vietnam but also to other Asian countries in 
which life insurance markets are going to show 
huge expansion. The author hopes that the Life 
Insurance Policyholders’ Corporation of Viet-
nam will serve as a model for other countries 
and would be grateful if this paper makes some 
contribution to it.

References
Finance Service Agency (2008), Bankruptcy of Yamato Life, Policy reports, pp. 1-9.
Kubo H. (2005), The new current and future image of life insurance business in Japan, Chikura Publishing 

Co. Tokyo.
Swiss Re (2004), World insurance in 2003.
Swiss Re (2013), World insurance in 2012.


