Presentation of Mack Okubo, Nippon Life, for the
APFF Symposium on July 7th, 2014, in Seattle

Thank you very much. I am honored to have this opportunity to talk about long-term roles of
insurers and pensions. As previously introduced as someone who is traveling around the world,
I’ve been to 19 different economies in 5 continents for this year only. A good thing is that I am
seeing the same people everywhere. Maybe we can form an association like “Usual Suspects
Association”, that would be USA.
This year APEC is chaired by China, and I am always drawing attention to my last name,
OKUBO, which consists of three Chinese characters. The first character “大” means big. The
Second “久” means long-term. The third “保” means insurance. I’m Mr. Big Long-term Insurance,
and very happy to serve as the sherpa of the work stream.
But I have to tell you that when I spent 5 years in New York in 1990s, short-term minded Wall
Street kind of people tended to remember my last name as “OK! You Buy Out!” I’m sorry. This is
not the business we are in. We have long-term commitments.
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Now, our work is to help develop policies and regulations to support long-term business roles of
insurance and pension funds, and also the development of retirement systems. We are focusing
on effectively providing long-term funding, supporting financial stability and economic and
infrastructure development, which is a key word for this year, and also serving the needs of
aging society.
We are especially working on identifying and addressing regulatory, accounting, market and
operational issues that may constrain insurers and pension funds from playing these roles. We
are trying to come up with some high level recommendations.
Interestingly, unlike the other insurance working groups, we are a very unique work stream,
only half of which are coming from the insurance industry. We are a group of experts from all
the financial sectors, the public sectors, and regional and international organizations. The idea is
that everyone is sitting together and discussing together what would be the expected roles of
insurance companies and pensions funds to support the region and how to promote those
activities.
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Let’s talk about regulations. The list of issues described in our interim report is based on the
issues identified in the Sydney Symposium in April last year.
First, especially about the economic-based valuation, we would like to say that economic-based
regime should have a long-term vision. For example, I’m always using an analogy that insurance
management is like a long journey in a ship. Supposed that you attended the APEC Finance
Ministers Process Seminar in Dalian and are trying to go to Seattle to attend the ABAC meeting.
If you make slight mistakes in the direction you go, and neglect all the tides and the winds, you
may end up arriving in Santiago de Chile. It was over two months ago, sorry! In order to address
that problem, we are using economic valuation for internal purpose. But we are not an F1 driver,
we don’t change directions immediately. We take time, choosing right moments. It’s good for
the customers, because we don’t have to lose money in a crisis time. It’s good for the market,
because it would not bring pro-cyclicality.
But when it comes to a short-term minded economic valuation, discussions tend to focus on
current interest rate, liquidity spreads. It’s all about current status and very short-term minded.
Assuming the current interest rate remains forever, it would bring a huge volatility if you have
long-term products. It may probably be ten times as much as profits currently reported. It is
impossible to accept such volatility. It would give disincentives to provide long-term business,
give incentive to shift risks to customers, and make it difficult to invest in something other than
fixed income assets. Using the same analogy, for example, when you are going towards Seattle,
you find an iceberg in the way. What would you do? Of course, you would go around. But when
you are about to go around, you would hear a voice from sky. “No, you can’t. You are going to
Auckland. It was a February meeting”. We should avoid that kind of situation.
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The next item is that unintended consequences might occur if banking regulations were copied
for insurers. Insurance companies have a role to invest long-term. Also, life insurers play an
important role for social security. As biology says, diversity is needed to support a sound
development of the environment. We are fortunate to be different. We can help each other in a
crisis time. I think investments by insurers are something like bridges between the two lands.
We have seen beautiful bridges everywhere. If you look at them as dangerous interconnectivity
between the two lands which may collapse in the future, you may want to destroy them today to
reduce uncertainty. But it may not bring happiness for the region.
Banks would have to have liquidity all time. Insurers could wait 30 years or 40 years, so they
could have long-term investments. If the regulations are copied from banks to insurance
companies, not because of the nature of the business, not because of the demand from the
customers, but simply because of the regulatory requirements, insurers should keep their
liquidity positions, and might find it difficult to make long-term investments. For example, most
penalized investments, in terms of capital charges, may include long-term investments,
infrastructures, stock investments, or maybe SMEs. Those are the key issues. So, Basel III should
not be copied and pasted to insurance companies. By the way, when I said this to a Japanese
colleague, I received a question regarding English vocabulary. “You always say copy and paste, but
shouldn’t it be cut and paste, instead? I’m confused.” And I responded, “I think it copy and paste,
otherwise it would be too good for banks, because Cut and paste would remove Basel III
requirements from banks. That’s not fair!”
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Another matter is “One-size-fits-all” issues. “One-size-fits-all” models would not work because
there are a lot of business models that exist in the Asia Pacific region. Everything happens for
reasons. There are different consumers’ risk preference, different expected roles of the insurers,
and different state of development of financial markets. There are a wide range of different
insurance products, reflecting those differences. I have visited a number of economies in the Asia
Pacific region, and found that the challenges they are facing are all different, because of different
business models. For example, economies like the US, Japan or some other Asian jurisdictions,
they have large long-term business, and if short-term minded economic regime should be
introduced, volatility would be a big issue. In other economies, volatility may not be a big issue,
but they do not have a lot of long-term business to justify long-term investments. In such
jurisdictions, how to promote long-term business would be a challenge. We feel that different
solutions might be needed to respond to those different challenges. Again, “one-size-fits-all”
solution may not work here.
I’m always telling people that international competition is like an Olympic game. We have
different players. Don’t force everyone to run 100 meter dash to judge the quality as an athlete.
We have long distance players. I think insurance companies and pension funds would deserve
gold medals for the marathon game in the financial sector.
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The next topic is accounting. Volatility issue is also important for accounting. We are telling the
people that assets-liabilities interactions are important. I would say that insurance accounting is
something like dancing salsa or tango. A dancing woman is like assets in the balance sheet. She
may be moving all the time, changing positions. But if a man, as liabilities, is dancing together
with the woman, the distance between the man and the woman can be stable. This would bring
us stable capital, and stable profits. It is extremely important to have consistent measurements
for assets and liabilities in accounting, which is not always the case for the proposed IFRS. The
proposed scope for consistent measurements is so narrow and limited to contracts, such as unitlinks, which have a tight contractual linkage between assets and liabilities, and would not
capture a wide range of participating products that are sold in the Asia Pacific region. It would
bring a significant volatility for long-term business. Let’s say, we have different dancing, salsa,
merengue, bachata, tango, depending on different market in different economies. But IASB is just
looking at lambada only, because otherwise a man and a woman are not close enough. When I
said this, one Canadian member asked me why a woman was assets and a man was liabilities.
Here is my response. “Well, primarily it’s because women are assets for the society. But we have
two other reasons. In salsa dancing, it’s a man who leads a woman, which is the case for
insurance. The liabilities drive the assets. Also my salsa teacher told me that a woman should
turn more often than a man to look beautiful. In Asia Pacific region, since long-term capital
market might not be well-developed, and the duration of assets tends to be shorter than that of
liabilities. Assets turn more quickly. We need reinvestments.”
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Also, we have a lot of different issues. Volatility in the income statement may be addressed by
OCI. There are also other significant issues for traditional long-duration contracts. We would
like to have those issues properly addressed in accounting to make sure long-term business and
long-term investments would be feasible in the Asia Pacific region.

The next one is about capital market. As we have seen, we have weaknesses. We are in the
development stage. So, we would like to have flexible regulation and accounting. But it would
not mean that we should just let it be. Drinking a lot of beer to forget current problems would
not mean long-term vision. We have to work on it. Our project is also to identify what are the
weaknesses and challenges of the capital market and the system we would like to improve, so
that insurance companies and pensions fund can invest long-term. For example, long-term
capital market may not be deep and liquid for many economies. There is lack of sufficient
financial instruments, for example, derivative and hedging tools are missing. As a company in
the private sector, we need to manage the risk. But tools are not available in many cases.
Also, we need to have long-term business to justify long-term investments. So, how to stimulate
both the supply side and the demand side would be a key, for example, how to motivate
companies to provide long-term business and people to prepare for the retirement.
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There are also operational issues. We would like to have transparency in credit rating. We
would like to have certainty in legal framework, such as creditors’ rights and resolution.
Obviously, we need to collaborate with the Capital Market Work Stream, Cross-border
Financial Market Work Stream, and the team working on PPP. In this regard, I would like to
officially shake hands with Rebecca here.
An important thing is that since improvements may take time, if we wait for the completion of
all the improvements, it may be too late. Because emerging markets may need long-term
investments and funding today. What we may probably do is that, using an analogy of a ship
again, we start a ship now, but bringing architects and engineers on board, upgrade the ship on
the way. Short-term minded regulators might say, “It’s something like jumping off the cliff, and
building your wing on the way down, and it’s dangerous.” I see what they mean, but trust me.
We have much more time than that.
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Next, let me talk about a holistic framework. I would like to draw your attention to a lot of
different roles that insurance sector and the pension sector would play in our society. We can
support macro-economy, financial stability, sustainable development, social security and
insurance protection. Not only in a happy time, but also in a difficult time, we contribute to the
society for growth and development. For example, in Japan, we had huge earthquakes more than
twice. Don’t forget that not only we just paid claims, but also we helped the town to be rebuilt
and get back on, as a long-term investor. All of those functions should be taken into account,
when designing a framework and making policy decisions.
Today, July 7th. is “Tanabata Festival” in Japan. Children are decorating a bamboo with beautiful
papers with their wishes on. Here are the three wishes from the work stream members. First,
regulation and accounting that would allow and promote long-term business and long-term
investments by insurance companies and pension funds. Second, address the weaknesses of
capital markets so that our long-term investments would make sense. Third, based on those
successful outcomes, we promote the role of insurance companies and pension funds to provide
longevity solution. Those are all connected. I think it’s all of us who make those dreams come
true, not a bamboo.
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Lastly, in Santiago de Chile, I talked about Spanish language. In Dalian, I talked about Chinese
philosophy. I may be expected to include a US-oriented joke in my presentation here in Seattle.
Therefore, I would like to deliver our key messages with a flavor of President Obama, modeled
after his famous Victory Speech in Chicago.
I have a question here. Can we establish a win-win-win situation, having sensible regulation and
accounting, improved capital market, as well as longevity solution? You know my answer?
YES WE CAN!
Should we just copy and paste bank-minded regulations on insurers, without taking into
account the specificity of insurance? Should we just copy and paste short-term minded
economic regime?
NO WE NEED CHANGE! THAT’S THE CHANGE YOU CAN BELIEVE IN!
We can work like a team. Cause’ we have never been just the collection of individuals. We have
never been just the collection of G20 and non-G20. But we are, and we will always be the
United People of Asia Pacific Region. THANK YOU!
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