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(L) Working Title

Yoshihiro, Asai (2015) “On SMEs Life Insurance Demand in Japan”, Journal of Household Economics, Vol.42, pp.1-13.

(M)Basic Research
Question

What is the determinants of life insurance demand in Japanese SMEs?

(N) Key paper(s)

Main, Brian G. M (1983) “Corporate Insurance Purchases and Taxes”, Journal of Risk and Insurance, 50(2), pp.197-223

Hoyt, E.R. and Khang, H (2000) “On the Demand for Corporate Property Insurance”, Journal of Risk and Insurance, 67(1), pp.91-
107.

Asai, Y (2015) “Empirical Study about Cancellation of Life Insurance in SME”, Journal of Life Insurance, Vo0l.192, pp.31-48.

(O) Motivation/Puzzle

The motivation for this study was to unravel the determinants affecting life insurance demand in Japanese SMEs. While SMEs account
for a majority of corporations in Japan, previous literature has studied the demand for non-life insurance in large listed corporations.
SMEs are more constrained in finance than large corporations, and their ownership style is quite different from that of large
corporations, in that ownership and management are not separated. Also, SMEs face business issues like business succession,
inheritance tax, and severance pay. The question that remained was if the SME insurance demand would be different from large listed
corporations, and this study aimed to unravel the characteristics of SME business in terms of life insurance demand.

THREE

Three core aspects of any empirical research project i.e. the “IDioTs” guide

(P) Idea?

The core idea is to study the demand for life insurance in manufacturing SMEs in Japan. The hypotheses would be that life insurance
demand in SME depends on Three factors 1) that determine life insurance demand 2) that are idiosyncratic to life insurance in SME
and 3) regarding the relationship between SMEs and banks. The first factor contains firm size and bankrupt probability, and ownership
style. Leverage and credits risks are surrogates for bankrupt probability. If the correlation between leverage and life insurance is
significantly positive, a company with low bankrupt probability would pay more life insurance premium to reduce its cost of capital
and avoid the risk of bankruptcy. Alternatively, a corporation with low risk of bankruptcy would purchase the insurance fee to moderate
the issue of underinvestment. For hypothesis 2), while previous studies show that purchasing insurance stabilizes performance
fluctuation, this study posits that the motivation for SME to purchase of life-insurance is to reduce taxes, such as inheritance tax, for
smooth business succession, based on studies by Main (1983) and Asai (2015). In hypothesis 3), life insurance is an alternative tool
for building relationships with banks for SMEs’ financing.

(Q) Data?

This study uses data of 737 Japanese SMEs which is collected from questionnaire 3600 Japanese SMEs conducted in 2015. To avoid
biased data, the data collection focuses on medium sized corporations in the manufacturing sector. The demand of life insurance is the
insurance fee paid to corporate officers and this fee is divided by asset. This study uses leverage and credit score as surrogates to
precisely measure the bankrupt probability. Credit score is collected from the “TEIKOKU databank” (credit research company). Data
is analysed by classifying and dividing the data table into criteria of independent or dependent corporations, corporations buying
insurance with expectation of tax reduction, corporations buying insurance with the expectation of business succession, and
expectation of severance pay.

(R) Tools?

This study uses OLS-regression to analyse the relationship between life insurance demand and factors that determine life insurance
demand in SMEs. This study generates regression models to examine the effect of corporate size, bankrupt probability, ownership
structure, and relationship with banks, on the demand for life insurance.




TWO

Two key questions

(S) What’s New?

This is a seminal study that explores the demand for life insurance in SMEs. This study examines the effect of corporate tax and
succession of business in SMEs, which are unique issues among Japanese SMEs. Furthermore, this study unravels the relationship
between life insurance demand and the SMEs’ business based on three areas: insurance, finance, and business management.

(T) So What?

This study reveals that the demand for life insurance in Japanese SMEs is affected by factors such as firm size, bankruptcy probability
and ownership structure. Additionally, it shows that in some SMEs, the purchase of life insurance is associated with the relationship
with banks. These results reveal that the purchase of life insurance is related to the SMEs’ financing and business.

ONE

One bottom line

(U) Contribution?

This study makes an exploration for the life insurance demands in SMEs, followed as previous studies focus on non-life insurance in
large corporations. The study successfully identifies factors affecting the demands of life insurance in SMEs. It provides new insights
and significance that demand of life insurance is related with business in SMEs, which is not revealed in previous insurance studies.

(V) Three Key Findings

(1) As corporate size increases, the demand for life insurance tends to decline.

(2) Corporations that do not have strong relationships with a main bank and do not expect the effect of tax reduction are inclined to
purchase life insurance.

(3) Corporations with a low bankruptcy risk have high demands for life insurance.




