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     R&I applies its rating methodology for non-life insurance companies to domestic and overseas 

insurance companies whose core business is non-life insurance. Many non-life insurance companies 

are not confining their business domain solely to non-life insurance, but are diversifying it into life 

insurance and asset management, for instance, and also seeking geographical diversification 

through reinforcement of overseas expansion. Therefore when evaluating non-life insurance 

companies, R&I first assesses each domain such as "non-life insurance" and "life insurance" 

separately, using its industry-specific rating methodologies, and then prepares a final 

comprehensive evaluation. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     Non-life insurance, which is defined under the Insurance Business Act as "insurance where 

insurance premiums are received under contracts to compensate for damage caused by a certain 

fortuitous accident," provides one means to compensate firms and households for an economic loss. 

While life insurance is insurance in connection with the life or death of individuals, the risks that 

are the subject of non-life insurance vary broadly, ranging from retail to wholesale, from the direct 

insurance business to the reinsurance business, and from short tail to long tail risks when viewed 

from the time required from the occurrence of an accident to payment of the insurance claim. 

Japan's non-life insurance industry also successively developed insurance products that cover new 

risks, including marine insurance, fire insurance, auto insurance, accident insurance and new types 

of insurance (general liability, guarantee, industrial accident, expense and construction insurance), 

in tandem with socioeconomic development. In light of the points described below, R&I evaluates 

the industry risk to basically be low. 

 

(1) Market size, market growth potential and market volatility 

     According to Swiss Re's "sigma study," the size of the global non-life insurance market in 2019 
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was about 3.3 trillion dollars on a gross insurance premium basis. The market size is large and 

expanding moderately. The breakdown shows that the U.S. market accounts for about half of the 

global market. The second largest market is the rapidly growing Chinese market, followed by 

Germany, Japan and the U.K., which represent almost the same volume of premium income. In 

Japan, the non-life insurance market is centered on products for individuals including auto 

insurance. Its insurance premiums exceed 10 trillion yen, and total assets are over 30 trillion yen. 

     With the global market driven by large premium income in developed countries, market 

growth is anticipated to be gradual, in line with their GDP growth rates. Developing countries in 

Asia and other regions, which will likely enjoy the spread of private automobile ownership and 

expansion of the middle income bracket, are expected to see their markets grow at a fast pace, 

though the size of the markets is still small compared with that of developed countries. 

     Because typical non-life insurance products such as auto insurance and fire insurance are 

indispensable to the economic activity of individuals and corporations, the volatility of the non-life 

insurance market is viewed as fundamentally low. 

     When viewed globally, non-life insurance businesses are required to address environmental, 

social and governance (ESG) factors in order to achieve a sustainable society. In particular, high 

frequency and severity of natural disasters stemming from climate change are widening the gap 

between economic losses and loss compensation through insurance. The need to mitigate the risk of 

climate change has created new opportunities for the non-life insurance industry and non-life 

insurers, urging them to utilize new technologies and develop products and services to prepare for 

unprecedented disasters. The non-life insurance market may expand, driven by payments for 

insurance-related services in addition to insurance premiums. 

 

(2) Industry structure (competitive environment) and customer continuity and stability 

     The industry structure and competitive environment for non-life insurance are affected 

strongly by the regulations in each country, including pricing flexibility and the conservativeness of 

standards for policy reserves. 

     In the U.S., where insurance regulations are enacted at the state level, there are over 2,000 

non-life insurance companies, and the competitive situation is intense. The number of non-life 

insurers is about 200 in the U.K. and 100 or so in Germany and China. 

     As deregulation of premium rates progresses, a market cycle consisting of soft and hard 

market phases will emerge. In a soft market phase, premium rates stabilize or fall, making it easier 

to purchase insurance. In a hard market phase, on the other hand, premium rates rise and 
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obtaining insurance becomes difficult, which leads to higher earnings for insurance companies. For 

this reason, premium-based competition during a soft market phase is fierce in developed countries. 

In many developing countries, premiums are regulated, and premium-based competition is limited. 

     In Japan, premium rates were deregulated in 1998, and around 50 companies are licensed for 

non-life insurance operations. Because of advanced oligopolization by three major groups through 

consolidation and reorganization, the competitive environment is not so severe. Compared with the 

life insurance industry, foreign companies and new market entrants do not have a large presence in 

terms of premium income. As regards lines of insurance businesses, retail products such as auto 

insurance account for a large portion of a company's portfolio, making premium rates more stable 

than in Europe and the U.S. In recent years, premium rates have become more elastic. An increased 

risk of earnings volatility, especially from typhoon and other natural disasters with severer impact, 

has driven companies to seek a return that is commensurate with the risk and cost from the 

perspective of risk management. Customer continuity and stability are relatively high. While many 

non-life insurance products in Japan require annual policy renewal, policyholders have a high 

degree of trust in the three major groups, and insurers are also striving to retain quality 

policyholders through insurance agents. Under such circumstances, the vast majority of auto 

insurance policies are renewed at maturity. Meanwhile, customers' switching cost may decrease due 

to the rise of new entrants from different industries on the back of advancements in digital 

transformation, though such entrants must build a sales channel and a network of loss adjusters. 

     The analysis of the three major Japanese groups, which are the main entities rated by R&I, is 

based on the Japanese market and also takes into account the industry structure and competitive 

environment in other countries where they operate. The larger the proportion of overseas 

operations in their business portfolios becomes as they grow as global players, the more stringent 

the evaluation of the industry structure and competitive environment will tend to be. 

 

(3) Protection, regulations and public aspects 

     The protection and regulations for the non-life insurance industry reflect the prudential 

regulatory framework, resolution approach and supervisory authorities' willingness and ability to 

provide support in each country and region. The protection and regulations are considered to be 

relatively solid, though not as strong as the robust safety net for depository financial institutions, a 

key player in the financial system, as a factor underpinning individual insurers' creditworthiness. 

     Overhaul of the framework for insurance regulation is proceeding globally, including the 

introduction of Solvency II in Europe and the tightening of regulations on internationally active 
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insurance groups (IAIGs) by the International Association of Insurance Supervisors (IAIS). For 

non-life insurance in Japan, prudential regulations based on the solvency margin ratio (SMR) are 

in place, just as for life insurance, as a means of administrative supervision to prevent insurer 

bankruptcies, and resolution procedures are set forth in the Insurance Business Act and the Act on 

Special Treatment of Corporate Reorganization Proceedings and Other Insolvency Proceedings of 

Financial Institutions. The Non-life Insurance Policy-holders Protection Corporation of Japan has 

been established as a mechanism to protect policyholders in the event of an insurer's bankruptcy, 

and policies eligible for restitution are protected through procedures such as the transfer of the 

bankrupt insurance company's policies and provision of financial assistance for insurance payments. 

With the revision of the Deposit Insurance Act, insurance (holding) companies were added to the 

scope of "Measures for Orderly Resolution of Assets and Liabilities of Financial Institutions for 

Ensuring Stability in Financial Systems" in Japan. 

 

2. View of individual firm risk 

(1) Value of the franchise 

     When R&I assesses a non-life insurance company's franchise, it focuses on the insurer's (a) 

market position and competitiveness and (b) business and geographical diversification. 

Consideration is also given to the insurer's operating markets, including the economic size and 

growth potential of operating regions, insurance premiums as a percentage of GDP, per capita 

premiums, a regulatory environment and the particularities of businesses. 

 

(a) Market position and competitiveness  

     To evaluate the growth potential and stability of a non-life insurer's business, R&I looks at 

factors such as the size and quality of the policyholder base, the level of underwriting capabilities, 

the productivity of sales channels and progress in multi-channel strategies, as well as cost 

competitiveness and brand strength. These factors are analyzed primarily based on the company's 

share of direct premiums in each line of insurance business, whether it enjoys a close-knit corporate 

group that helps it to develop its insurance distribution network and customer base, whether it has a 

partnership with other parties that possess a prime customer base or sales channels, and whether 

an extensive loss adjuster network is in place. R&I highly evaluates companies with a distribution 

network that achieves superior productivity. Irrespective of whether the business is life or non-life 

insurance, R&I pays attention to how successfully an insurer secures agents that operate 

independently as an insurance sales channel. 
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     Even if its premiums per agent are low, R&I may evaluate an insurer highly provided its sales 

costs are low and it is able to generate steady profits. For cost competitiveness, R&I refers to items 

such as underwriting profitability, and particularly personnel/non-personnel costs, as well as the 

efficiency of business operations as indicated by agent commissions and other factors, and the 

investment capabilities that support the insurance business. 

 

(b) Business and geographical diversification 

     Depending on the frequency of natural disasters and the amount of policies underwritten 

especially for long tail coverage, the underwriting profitability of a non-life insurer may fluctuate 

significantly. A company that restricts its business area to a specific region or specializes in a 

specific line of insurance business will be more strongly affected by the business risk from that 

specific region or line of insurance business. R&I must incorporate this concentration risk as a 

restrictive parameter of its evaluation. 

     In order to reduce the volatility of group profits, major companies are working to diversify 

their business portfolios by line of insurance business, engage in fee-based businesses that do not 

involve underwriting risk, and offer risk management services, for instance. They are also 

strengthening life insurance and asset management businesses, which are more stable than the 

non-life insurance business, and stepping up expansion into overseas markets, which have risk 

characteristics different from their home market. 

     R&I judges the growth potential (as evidenced by insurance premiums and average premiums 

per policy) and stability of a company's business based on a product lineup, whether it provides 

products matched to customer needs, and how its business and operating regions are diversified. 

R&I will highly evaluate a company if it believes the company has stable profitability and strong 

growth potential, with the group's insurance premiums coming from diversified businesses, such as 

domestic non-life insurance, domestic life insurance, overseas insurance and reinsurance, and asset 

management and other financial operations achieving a solid business/financial base. 

 

(2) Risk profile and risk appetite 

     The risk profile and risk appetite, which highlights how an insurer is taking the main risks to 

continue its business, is a factor that will determine future changes in financial risk (i.e. changes in 

risk resilience, earning capacity and liquidity). In its evaluation R&I focuses primarily on the 

insurer's risk control, including risk-taking policies for insurance underwriting and investment, its 

ability to develop, manage and monitor businesses, its risk appetite associated with M&A, and risk 
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reductions. R&I specifically assesses, among others, how management utilizes enterprise risk 

management (ERM) and whether market risks, such as equity risk and interest rate risk, and the 

aggregate risk of natural disasters are being controlled appropriately. Moreover, R&I notes whether 

or not heightened risk appetite stemming from an undue focus on earnings has led to premium 

rates that do not match risk-return expectations, an increase in high-risk assets, a tendency toward 

business expansion based on M&A, or an earnings structure that is sensitive to changes in 

gains/losses on asset sales. Another important factor is the degree of penetration of risk culture 

across the organization, from the front office of insurance underwriting and investment to the 

middle and back offices. The evaluation includes non-financial risks such as operational risk and 

conduct risk. When assessing ERM practices, R&I looks at an insurer's risk profile and risk 

appetite together with its risk resilience. 

     For risk management practices, ERM is vitally important, and continuous sophistication 

efforts are necessary. Since the introduction of Solvency II in Europe, an insurer has been required 

to understand the current risk profile of the entire group or company thoroughly and accurately. To 

determine an appropriate risk profile for the future, company-wide risk control, such as formulation 

of strategic risk-taking policy and monitoring through own risk and solvency assessment (ORSA), is 

essential. This is very important from the viewpoint of rating evaluation as well. Nevertheless, even 

if an appropriate ERM framework is in place, such efforts will be in vain if the outcome is not 

reflected in the way the business is managed. R&I evaluates this by ascertaining a company's 

current status from the perspective of risk recognition, risk control (including quantification), risk 

utilization (e.g. allocation of risk capital) and risk disclosure (enabling more sophisticated risk 

control through disclosure of risk status, etc.). Furthermore, attention is paid to a company's efforts 

to prevent a risk management process from becoming a mere formality. Such efforts include 

enhancing management awareness about risk control, strengthening checking functions within a 

management team, creating a mechanism to maintain discipline under government and market 

scrutiny, and incorporating issues identified in the PDCA cycle for ERM into management 

strategies as appropriate. 

 

II. Evaluation of Financial Risk 

1. Risk resilience 

(1) Capital adequacy 

     R&I will quantitatively verify the adequacy of a risk buffer that absorbs risk facing a non-life 

insurance company. While R&I's own approach to risk resilience is used, the economic solvency 
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ratio of an insurer or group and numerical figures from an internal model will also be referred to.  

     When gauging the soundness of a non-life insurance company based on public information, 

SMR provides one clue. SMR serves as a trigger for the initiation of early corrective measures by 

administrative authorities, as it quantifies risks (insurance risk, investment risk, etc.) that exceed 

the normal anticipated risks through a preset calculation equation and indicates whether an 

insurer has ensured a sufficient solvency margin as preparation against those risks. Nonetheless, 

SMR still has the following problems: (1) it does not value a risk buffer and each risk appropriately 

and (2) the solvency margin does not necessarily reflect "economic" figures and ratios of the 

insurance company because of accounting shortcomings. R&I therefore makes its evaluation based 

on its own quantitative indicator of risk resilience. 

     While the supervisory standards for ensuring companies' soundness, such as SMR and actual 

net worth, are in line with the current accounting standards and cannot be ignored, the regulatory 

environment is moving in the direction of prudential assessment on an economic value basis. In 

addition to Solvency II in Europe, the Insurance Capital Standard (ICS) Version 2.0 was approved 

as an economic value-based prudential regime for IAIGs, and discussions are underway in Japan to 

introduce economic solvency regulations. In countries and regions where economic value-based 

regulations are not in place, an insurance company will not be bankrupt even if its capital on an 

economic value basis has become negative. For non-life insurers with a high rating, R&I places a 

stronger focus on a solvency evaluation on an economic value basis, as in the case of life insurers 

with a high rating. 

     The key points for the calculation of risk resilience on an economic value basis are as follows: 

R&I calculates the risk buffer used as the numerator by making adjustments to net assets on 

balance sheets. Such adjustments include using fair value to the extent possible and adding the 

portion of debt that is considered to have equity credit. It also considers making adjustments for 

goodwill, restricted capital and other factors. For the risk amount, R&I basically uses the items for 

SMR calculation while referring to the numerical values of each company's internal model, and 

adjusts them, considering the calculation methods under Solvency II in Europe and the ICS. The 

main components of the total risk amount used as the denominator are the amount of investment 

risk, general insurance and reserve risk, windstorm and flood risk, earthquake risk, foreign 

exchange risk associated with business investment, and operational risk. For the overall evaluation 

of risk resilience, R&I sets a higher confidence interval for insurers rated in a higher category. It 

uses a value at risk at a 99.5% confidence level (over a one-year time horizon) as a yardstick for the 

BBB rating category in consideration of foreign regulatory trends and other factors. Diversification 
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effects are also conservatively taken into account. Windstorm and flood risk and earthquake risk 

are calculated by incorporating each company's reinsurance program, among others. 

     When evaluating risk resilience on an economic value basis quantitatively, R&I emphasizes 

the results of several stress scenarios that incorporate market fluctuations, such as a fall in interest 

rates and a decline in share prices, and lower diversification effects, for example. R&I takes into 

account details of contingency plans, risk management effectiveness, risk control policies, the 

results of each company's stress tests and other factors. 

     Assessments of natural disaster risks such as typhoons and earthquakes entail a technical 

challenge that the fat tail risk amount may be difficult to capture accurately in a scientific approach. 

Degree of conservativeness of assessment varies among different internal models, which makes 

simple comparison among companies' assessments difficult. To calculate risk resilience of non-life 

insurance operations, R&I confirms the degree of appropriateness and conservativeness of risk 

amount measurements to the extent possible while referencing each company's statistical model for 

measuring catastrophic risk amounts, for instance, and makes adjustments so that risk resilience 

can be compared among insurers. R&I also assesses risk resilience of an entire group 

comprehensively by factoring in evaluations for life insurance and other operations. 

 

(2) Risk and capital management structures 

     As a means of supplementing the quantitative indicators in (1), R&I qualitatively evaluates a 

non-life insurance company's ability to maintain risk resilience in the future. It examines how a 

framework for conforming to group-based regulation has been established, particularly for global 

insurance groups. As regards group companies that operate in their respective regions, compliance 

with solvency regulation on a non-consolidated basis is examined as well, from the viewpoints of the 

group's capital strategies and policyholder protection. R&I also assesses the probability of an 

insurer's future business and investment plans, risk reduction measures and capital strategies, 

which cannot be reflected by a quantitative evaluation, and incorporates the results from a 

qualitative perspective. 

     For the internal model of each company or group, R&I confirms how the insurer itself 

evaluates, recognizes and allocates its capital, as well as whether the results are utilized effectively 

in business decisions. In this process, R&I mainly examines whether the insurer is able to 

comprehensively and correctly recognize risks, constantly verifies business risks that could have 

significant impacts on its operations, addresses limitations and weaknesses of models, and 

establishes necessary measures in advance to cope with a situation when a risk is realized. The 
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positions of CRO (Chief Risk Officer) and risk manager within the insurer and their voices are also 

important factors. These viewpoints become especially important in the evaluation of an insurance 

company that is pushing ahead with global expansion and diversification of its business. 

     Through discussions with the management team and risk manager, among others, R&I 

confirms an ORSA process based on each company's ERM practices, by looking at whether or not 

risk tolerance, risk limits and loss limits are excessively high relative to capital and risk 

management capability, as well as the insurer's response to a loss exceeding the limit, and the 

status of stress tests and scenario analysis. 

 

2. Earning capacity 

     To determine earning capacity of non-life insurance operations, R&I uses, among others, the 

following quantitative indicators: (1) combined ratio and (2) adjusted profits divided by premiums 

(equivalent to return on revenue). 

     Earnings sources of a non-life insurance company consist of profits from insurance 

underwriting and investment income. The combined ratio can be used to determine basic earning 

capacity related to insurance underwriting, and the return on revenue to determine earning 

capacity of the entire business, including investment income. R&I adjusts profits to reflect the 

differences on the insurance and accounting systems in each country. Investment income is based 

on income gains. For both indicators, R&I assesses numerical values using standards that 

correspond to the different product categories, and makes adjustments for compulsory automobile 

liability insurance and other special factors. Further adjustments may be made when, for example, 

there are differences in accounting systems, such as the methodology for accumulating policy 

reserves. Evaluation is based on the values over several years, instead of a single-year value. R&I 

uses this approach to judge how well earning capacity enables equity capital to be stably 

accumulated. 

     Non-life insurance operations are susceptible to profit fluctuations stemming from the 

economic situation, financial environment, non-life insurance market cycle and natural disasters. 

From both quantitative and qualitative perspectives, R&I judges how well a company has mitigated 

business risk through diversification by business line, region and source of earnings, as well as risk 

management, and has achieved stable earning capacity. 

     As discussed above, R&I emphasizes the economic value-based approach for non-life insurers, 

just as it does for life insurance companies. In this case, earnings first of all indicate an increase (or 

decrease) in economic value and are more inseparable from risk resilience or risk management. R&I 
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focuses on not only earning capacity at the bottom line, but the profit margin against the risks 

(return on risk) by business line, product category and sales channel as well. 

 

3. Liquidity 

     For many firms in the financial sector including banks, liquidity risk ranks with solvency as a 

critical parameter that can become the final trigger of a bankruptcy. For the U.S. insurer AIG, the 

immediate factor that put it under government control was a liquidity crunch in the company's 

financial services business. Japanese insurance companies enjoy excellent liquidity risk resilience, 

with stable premium income prospects and ample liquid assets. This is a major factor supporting 

their ratings. 

     Liquidity risk for non-life insurers includes funding for making timely claims payments in the 

event of a catastrophic disaster as a primary insurer until receiving reinsurance claims payments, 

and possible surrender of saving-type insurance policies during a period of rising interest rates. 

Because of the prolonged period of low interest rates, actual data concerning the behavior of 

policyholders facing rising interest rates is not sufficiently complete, however, and there is 

significant room for elaboration of quantitative evaluations. R&I undertakes a quantitative 

evaluation of liquidity risk by focusing on the degree to which cash/deposits, public and corporate 

bonds and other liquid assets can cover the two risks mentioned above. 

     Unlike other evaluation factors, there are no typical indicators that can be used to evaluate an 

insurer's liquidity. R&I therefore qualitatively evaluates an insurer's ability to maintain liquidity in 

future years. The extent to which stable premium income can be anticipated is an important 

consideration. Another key point is whether a company has prepared its management methodology, 

reporting methods and settlement procedures according to the severity of a cash crunch (normal 

periods, periods of heightened concern and crisis periods) and secured the necessary means of 

funding. 
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III. Rating for Non-life Insurance Industry 

 

 

 

 

 

 

 

 

 

 

 

 

* This report replaces all previous versions that have been released to date. 

Importance Indicator Importance

Market position and competitiveness ◎ Capital adequacy ◎

Business and geographical Risk and capital management structures ◎

diversification Combined ratio ◎

◎ Adjusted profits divided by premiums

(equivalent to return on revenue)

Earnings quality, stability and diversification ◎

Ensuring liquid assets (for natural disasters

and savings accounts) ○

Liquidity risk management structure ○

Note) Importance is indicated by ◎: extremely important, ○: important, or △: relatively important.

○

Liquidity

Earning capacity

Industry Risk: Low

Issuer Rating / Insurance Claims Paying Ability

Individual Firm Risk Financial Risk

Risk resilience

Risk profile and risk appetite

◎
Value of the franchise

The Rating Determination Policy and the Rating Methodologies R&I uses in connection with evaluation of creditworthiness (collectively, the 
"Rating Determination Policy and Methodologies") are R&I's opinions prepared based on R&I's own analysis and research, and R&I makes no 
representation or warranty, express or implied, as to the accuracy, timeliness, adequacy, completeness, merchantability, fitness for any particular 
purpose, or any other matter with respect to the Rating Determination Policy and Methodologies.  Further, disclosure of the Rating 
Determination Policy and Methodologies by R&I does not constitute any form of advice regarding investment decisions or financial matters or 
comment on the suitability of any investment for any party.  R&I is not liable in any way for any damage arising in respect of a user or other 
third party in relation to the content or the use of the Rating Determination Policy and Methodologies, regardless of the reason for the claim, and 
irrespective of negligence or fault of R&I.  All rights and interests (including patent rights, copyrights, other intellectual property rights, and 
know-how) regarding the Rating Determination Policy and Methodologies belong to R&I.  Use of the Rating Determination Policy and 
Methodologies, in whole or in part, for purposes beyond personal use (including reproducing, amending, sending, distributing, transferring, 
lending, translating, or adapting the information), and storing the Rating Determination Policy and Methodologies for subsequent use, is 
prohibited without R&I's prior written permission. 
 
Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in 
Japanese and the information written in languages other than Japanese the information written in Japanese will take precedence. 


