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Interest rate risk management strategies of
Insurance Company

Korean insurance companies have just realized the importance of interest rate
risk, after observing that a number of foreign insurance companies went into
bankruptcy because of negative interest rate spread. At the bottom line, it is
impossible for insurers to pursue sustainable growth without taking interest rate
risk, All the time, there exists a possibility that the return on assets drops below
the return level guaranteed by insurance contract,

Once negative interest rate spread occurs, it is difficult to find ex post remedies
by which insurers recover realized economic loss, The importance of prior
interest rate risk management cannot be overstated. Insurers need to estimate the
long-run equilibrium level of market interest rate, to identify causes of negative
interest rate spread, to search affordable interest risk management tools, and to
establish suitable interest rate risk management strategies,

In this study, we collect various interest rate risk management practices from
both Korean insurance companies and foreign ones, compare pros and cons of
each practice, and then evaluate the effectiveness of risk management strategies.
Feasible approaches to mange interest rate risk could be classified as product
portfolio adjustment, asset portfolio adjustment, and risk hedge. The pros and
cons of each approach as well as actual experiences of Korean insurers are
discussed by surveying relevant literature, Our main results are as follows:

First, Korean insurance companies have focused on coping with interest rate
risk through product portfolio adjustment. For example, insurers have increased
the portion of interest-sensitive products or investment-type products instead of

fixed-interest products,



Secondly, it is observed that foreign insurers tend to make use of more active
asset management strategies. Insurance regulators and supervisors of a number
of countries have relaxed asset management regulations on the insurance
companies,

Third, it seems that Korean insurers had better pay more attention to the asset

portfolio adjustment in order to maximize their firm values.
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#2008 2= S8 971= QIR AR Am ] 7] olls EEoleol dF
SRl A o] F2] ol 7k AA| oA HA EEol&o] met AEd I
gole Ageto]l HESARe] A2 Rl FAlo]dES ARlthe Aol ¥
olof 200918 &] o ol et FEolE AEA ol &fste] A E A AL

HE719= 20009 12 Ae2A S 7%1 20104 011%101%0] 7@]*1547

BEO|E ABAE 1| AEA T} fAHA Sl AT U Hlo®

N

, AeEl71E AAEA RHdibe gel=laas ded Ah-ae
(ALM : asset-liability management) 7} 73 % 21 2] Al o] =] Q1 31,18) 71 WAL z}AL
I FA ] FgEES AT AY Fagt ARk B o] FHloldE A
7] d 23] s AT A= sl AHte] 2R wlo] S wheld ke
Al AIL(GAHE - 0] 8], 2002), =74 Y FA TS 2= 5
TAIE golste] Hs|Ate] A e84 AlofS o5 e WEe = i3l

AZ|AREFA7E vl FRE A7 o= Blet A7 AR A o2 HE S Ake] AT
e FEEY 5 e ATl AR, S LA 5t fAaE vhst

FEE -G FAZE AEEEA S5 S A A o] BAAAIE

o > HA RS AR RS Aol o]of wheEt st A A S
SEAE|Eoj| A YA B E Fej 2 debsial gl

J1Ee] BUA] A7 |Ap Al Aol 3ol AHgehs shutel Aakg T3l
T 9lo] AP BARAZE oFR A, Hi o R s ot 2 4 9
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al, o= EAJE|ERFA 9] 7]E HleftAlet HebAQl WAE FASHL AUk

b
e 200098 A k] Eape]Aae AlEste] TefsHs RBC Alw7t
ol Wt divkr FAFAlE SetE s ke e dehE AL, A8HS
A A HA 2 54 FEE-EAL s FA, aAtE 5 TR 6l
ARt B]E e TE FA B AL QU

17) 845982 A@oR 20084 o Folg Agte] A= ct

18) 27 AV =z
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3) = A A5-9Z(AH R oHDF)
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1. 99| YS9 FH

7} SEIHSTH HRS|AL mHAR0)

1960 th7hA] FejHE52 B3 A A 2 A17F obY STt vl=o] -
4.5% 2=Z=o| it} 18U} 1970d o]
SolA A ASe gttt FE7F 55k 389 e E AX L B

=
5] B B £02 FO WA RAAGS YR 3 FHThEo] F7l5kn

f
i
o
ol
)
2
i
fu)
N
N
A
4>
19
i
flo
Do
}

AL FeeHY B EOIL ATAE BulE el Feleano)
o9 Fokat 7t Holeh o)oh 2o WAL AW EUC|ME S o
oft}.

Lk 19809 T] FHE A AL AR B vl B slAps o] wHk
o} AAPH AR AF(SPDA : single payment deferred annuities) | 2 A3 &
=gl Bl =(Baldwin United)7} 19831 0ll, GICS 23t 3| AE 0|14 €l
B (First Executives)@t FFUHARE 2 A o= A 5 A E 7] u] eh(First
Capital Holdings)2 1991 o] mhAgITE 1990 off o= =72 5 F 7|13 A

oF g2l ARre] wAysto] HoA| oAt oftttiEoly siefFES S0l

=

19) A4, B3 AT AEATLA AE ALY Y (haeskim@kiri, or, kr) 0] ZHA]
20) Swiss Re(2000)2] W-8-& 7] B



ojRtm Y] Ham HAJARY] AL otk Ui WAl
5~5.5%2] FelEdE Aael olxtubyl Feto s 19973 kg on, nj=e]
Ale ot 217H(General American) 372 259 @29 f-sAhhS EH-3kaL Q)
AEole AL W AFolzhs dfjdo] Abd 59 gele SalaS ¢
A F3f 5 RHo R 19999 A7) el Soizith 59| st

Y 4] o) RHubAS AT A F5ka Aol A HET,

_IR

Lt Xhabat 2xo| ZeietE|(ALM)QE XERAIE

TElREo] e R IARY] A o stol| Hi-S-ste] ATl BEA
=9 Afgolee] gtE A
€ =R vl=ro] 1980 dH| o ARl AdEE EEolE Aee XU #E
A2 FAEE =UshaL, 23 S e Ao d5H HEol& 4l
A 5ol =JE AT 1990 Ho] Solet A= 5 Aol ko] K
ABIALS sfjefE oyt o2 Saxo]l of BA| P VA=A LaLA . o]
o] 1993 v]= NAIC= +&71 1986\ d o] = dRt a2 Al v e 245 =t
Ao 5524 (cash flow testing)s HYB|AL] 8317] AFGILL, Bt

Moody's 5-0] 4187}l & £ 4830 2N RYIAES dF55E4
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= Utk ol GAl ol wet Hsste s, FelHEol uhet wlol o]
A (convexity) 7HA] LR A|AOF SR AIE AT 4= AT oFeF
TS AT BRAT FEER ) R AFEE A} BE s R
@oto] AIME 53t el aa g o] SEe AR ez A

= AleFo] th(Swiss Re, 2000).
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31, Davis(1998)2} Davis - Steil(2000) 5-& %3 3|Are] £A14 7} v ol 4 %
A7 Skoke 31 A ] gro] e 2 AR A o] Wreg Uete] Bl
A BT A B I A B A ekshi Uhete] Bl s abt A
Ao Bep U AThe dis 20w BRI, chort BAAES T)ute
& 4015 visfel ket AATFAE Rk A%l MEsHe 02 Uebrt,

(A8 v-1) 228 AI22EAEY Hl»

o
1

« HKG

[ « CHE
8 + USA

« MYS

« NLD + DNK « BEL -+ FIN « JPN

Capital Market Size / GDP

UR « TP SHA
: « HUN PHL . « IND
POL .
NZL .o b . MEX PAK . DN
PER - © SVK +« RUS
0 | 1 J
0.5 2.0 3.5 5.0
ot — Z8FH B — ¥

L=+ 733 H(2000)

olo] whe} 1990\ o WHE 20004t 22 A Fe] AekS AFT
ot AR F2E T vl 5, Ao RAAE] AET0l
4, 2e) L Yo A8 Al 58 AE a7t Uk s 95 53
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SRS} REATRYE Sl BAs qlgich T 1800 &
Aol GOz 7| AS shto] FEFAT, HEAL 471%E Y2PEUA Rek
Foreae 4715ke 919 AMAE Sehet Felolshe ALatart. 1 B
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ojof whe} th= 0] A3 B AE0] HET AHR-S st 26| HallA 4]
SALR A$Hdemutualization) s} 1, R IALE 7F elgtH oL} BAF & L

2Ao] FusA AW e BHoR, BANASS FAEY L L)
A
=

FRHSE st TR dE S Ak, 1w AdEol sl
M AesaelE B9 AtAe FAFol&(new money rates)= 7]E 22 A%
0] &2 515F 24 o= 5 AAFEAE$ 2] (ALM : asset-liability management) 3
ol A Aol th-5-5H7] A2 Aabd ol A= 2 A8 ol A T4
HS= 521, B84k 5 0 o] W2 A4k vl S-& Fashs WFo = o35
LHZkeH ol 9=, 2003).

A= Sl = a7 Aoty ae71del dieh A3 o] 23t

jm
Aol 7S F71H e Brste] gatd 2] Whgshs ol&
B} A]7F8] Al (mark-to-market) 7]0] =QE At} 53], R@AE2] 49 197
FAEE(RBC ! risk-based capital), AH4E 9 F2f 2|30 Hl-5-8h= AT EH]

Ak, 22]al ERlgS ST Ak A5 E50] SREAIE vtk Al

i)
39
VH

=
%= (asset adequacy test) 7} HA[Zof] EJE AL 1990t Z2REe] Po|oh(k
S Bal oA 2001).

(B V-1) stAHS0l M=HE}

TS A7 a5t A7)
3l AH3 '7}'211(:\_}a)76]x - A ‘?"Z_;ﬁ}\é Q}Q'
WU | g megas s | AATAS Zxolga
CERAYFUBAE £ | - AAAARAAE 5]
e = e A OA] 201 7]
= — &4 O]%iﬂ AEPor - 17124 T RBOA =
HYSALe] FHlgid €8t | - ZAaEH|gAlE =Y

AR 0 93 - A ZF(2005)

oo} 2 %

_L4

2] /2 20009 ZHto E gt 2pe TR =8 19909

o uko] o] Roj7 A=A Pu] Fo= Qlef 11 G2 oo Blsf AL



SN 63

82 37 g2 A o= Holu, GhA] ula AbEH]- 238 9] 7] 5 o] A-&(The Federal
Fund rate)2 20004 54 2] 6.5%) 4] 2003 1.0%= 3}2Fst 3 2004 12€ 714
A&7k 2D 109 vH7] AFEEAYE T2 A 19999 H 6.45%<] 4] 20039 5
ofl= 3.37%7HA] s om, A B oAb F 7IXE 7.44%¢°) A 4.38%
7HA] SR eH(Smith, 2004). ©]8}9] =9]of| A= 2000t Z2\H] A F2 5 SA4
o g e, 59, o) Aee A RS AHE AR = g

Lt SlAHRb xSk 12| FXt

vzt BE3IA7E B3 EXRARS Au|EE =S 9)(NAIC: national
association of insurance commissioners) & +&2-& wE - 37| o|AAEXAE
T AR FAA e 2 AT ox ke SA e = A 9 @I, I,
223 REAEEFESAEIA]) 5o F2IA ] LA, AEFAA el
HEFA AEZH(hybrid securities)©] E3HE A EF5AH 183 IRE
A(oint ventures) 9} THAAHE o] EFHE 7| EpAHAbo] et

(# V-2) 0|= YEEE3AL RpMTY
(9] 1 %)

= 1996 (1997 [1998 1999 [2000 2001 [2002 2003 [2004 2005 [2006 [2007 [2008
OJZAAE 194.0 93,9 [94.0(93.6 |93.6 [93.9 |94.6 |94.6 |94.8 95.0 [93.3 [92.7 |92.8
27]A 14,1 |13.3 |13.2 |13.6 |13.4 [12.6 |11.6 |11.0 |10.6 |10.7 |11.0 |11.5 |11.7
AEEZL 160 6160 |64 |64 |61 |54 54525067 |7.3|7.2

o

1370 717H1996~2000, 1999~2003, 2003~2007) ©] ZA} EEB|A} 427} T}E,
ZFE : Conning(2001, 2005, 2009)

U3 AERBBAE ] A Gol A Leht S o7t W A §)
o) =xo itk e A7 WAL FE AFe)7|S A5 Aeg 9E

21) 20044 12€0] 2.2502 BS540 0, 2006W 6Qol 5.2502 AEFic ol ZFad 2
S$715 AJ3l 2008 1099 ThA] 1.5%= 3}t
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o K] S Kol 7} MelTh, Al 717k Fok B AR BL vl 2 PR
3} A REA )L ol uhw, A7) AL £ wFL 7t ek, E
R5A B30 Y Selet FAHE 7] YE AT ARIH dBF L W]
AL v1FE AFH 45 WS Hol T ek, 7|E S FHEAT} 25
o231 glOoLt, o] 1 ulFo %7} SFero R Qls) Mo E el

2|23 S A AT wAE] 7HAI7E s 371 el th(Conning, 2009).

SE

o|X

N

o
o, R

rlo

(ad NV-3) 0|7 YA Xty

1996 1997 1998 1999 2000 2001 2Z00Z 2003 2004 Z005 2006 2007 2008

NMESEREN S NEEA g ET Mo T MDY R R TR MED O R

Ea =

% Ayeho] FARA ol 3 Hstere] Wit W Y| RAY,
Z}& : Conning(2001, 2005, 2009)
S, AHELA| o] el 0] o] A EE BARE 2] AR G- A TEA ol A
& ol Be Apshs TR Aol ¥F YA thRol x| glow Auk
Ao = BRI EAbe] RS AA sk Qleks BAE melth, Txs})
Aol MBSE Walshs FA(SHEA DL A2 BHo S
A} ol WasHe Moo Tt Aok A G ARS YR FF hEA
2 7) 2440 2 Y QMBSO i3 17 R85 o] gk,

H1
ﬂ?r
o
>4



shel A [N

(# V-3) 2R 40 MAFXI0[AUS

(k9] %)
2003 | 2004 | 2005 | 2006 | 2007 | 2008
=) 5.5 5.4 6.3 6.1 5.2 6.9
A2 3.5 3.1 2.7 3.0 3.0 3.1
%‘ij SIARI(ERD | 55.8 | 560.9 55.7 54.9 55.6 54.7
SIAAHEZD | 5.9 4.7 4.3 4.1 4.1 4.6
3l =4} 1.8 2.1 1.9 1.8 1.8 2.0
MBS(=¢l5H) | 6.9 6.9 6.4 6.0 5.6 5.6
Fz3} MBS(CMO) 9.7 9.4 11.1 12,1 12.0 11.1
A ABS 24 | 32 3.3 27 | 30 | 26
CMBS 8.5 8.3 8.2 9.3 9.7 9.4
=21 Chndl 576 | 574 | 5.68 | 577 | 578 | 5.48
ole&" A7 613 | 722 | 363 | 501 | 509 | -4.58

F11) FAHol OB 2 Ul 8-S A7 wRAREL,
2) AR Wi 9 olxjeo], ujztel 2 AHE T ghol 1, A7k e
gsho] b3 4.
Z}& 1 Conning(2009)

o) AR ) ALe] A AEAATHE uTf o] Exfolol B X 4H o I
g

&S Y7t Felats 7] & Ak 2005d o) AW B 5 Hks 59
Fo g stestal glom, Y F597|7F At 2008 ofl= HrH <=2 w2zt
&, BrFEC R Qsto] AR BAEA S 7S5k o

AR 1= o] ZAhGF Al ok oA HlgtAl FEj = o] Folx|aL
F24] 15%, F-5A4F 10%(52E 5%), T7]A]

[e]
o
600 40009 AR T3 ek, SEAR] AS ol ks FolA
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3. 5%

7t S22 dF #1FY

ZuAIE

2000 Zube] B7) A0k AT BB B HETAI Y B
ol u]e] 1990 ) 2 R GARRE A0 el IuE 59U B

=
Hl3) £ FAAGo] Hrk 2 Zo 2 sletetuA FAALE AABT RS

A= 5o 227 Q3 v & WYY 2
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filo
1A
32
o

(A3 V-4) SY MY HF27| A 7Y
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50.0%
25.0%
0.0% T T T
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=kl =g S x= ==
F: ) 2geko] 470 Sol 1, Mg A,
A& A.M.Best(2006)
2000~200391 2] AF2|715 AXUA HISAHES 58] FREFH A
oF Q=5 Foftth 2Hol® Eskar 20079 AR A EE SJALe] AR
oA FREHL HA| FUEF RO 38.3%E Aot 79 FHolth Aa
AR o) o] HFo] AHH o2 i1 A £ $H AT B

o] A stetshH A2 AFI FA thfRt e Alsshs YRRl A

22) BUolA] 45 Fot 7HISH ARES 7|E2o 2 A AES VFoR B uf AGFE Al
H-SLS 70Ul 4] 45% =Zo 7 05l A AT AEL A3 THDembowski, 2009).
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L. HSHQ! iEXIe HESEXe| EHa

=9 AYRBINEL Felnd o] WS T4 A A4 0% o]
AFE AUTH AFEAF AR TASTL Sleh, BUSAIEE 19904 4t 0]}
& o2kl 271 A& ATSEA AU sietol dhgsto] 24 B AHEA
% d(shares in pooled investments)ol] tigt FAHE S8k or, ol= A5 7|
ol &= fFAFSHA] LrEhtaL Qi

r\!

(38 V-6) =Y YL 1Y F0|

100.0%

F5.0% +

50.0% ~

25.0% +

0.0% A
1959 2000 2001 2002 2003 2004 2005 2008 2007

oz "mTEem Tsss Wrm RIyasn THaE TaE

ZFE : GDV(2001, 2008) 2F#x8}o] 2HA4

ofX

Y| 2000 ) ¥l FohFetet Felskete] SAlo] HAY B
FF7HH 4 20019 A4 70002 102 AT 712 5 50% o)A 5ty
@A AER, 2005), Tl o Hol & Holw FHR Ha7
o 3 A Feskn SA5ee] gastel ARER uFo|
1520060 25He AHPBAE F QR HPAEoIA b Felurt
Exjololgo] Wolx|i= o] aheiublo] 2 wahs £A|7H WAISHAA AAel A H

S Al = A

o

O



el A [N

it
14
£
of.
I"I

0] £11 91 2] H(Pfandbriefe : covered bonds)24) H]=0] 531 It} o] uw}t

o 2| ALe] ]FL SAPER 54150 550 2 LERLE B3t 8% 558 Wo| T
et
£ PEYFEBFnE A F2E 02774 FEE SYAY PRI

Expejabo] F7bske B A4S EF A (AnV)S AFHE 2XE Ak F
2 UL 4 5 UGN 2 HEAAIEHRET) S Eshs HEAL o
E5909) AN E AR, ABS B CIN FAH7,59%)9h 814 HE(f 24 4
A AER AT FA A0S AR hAFA] FEE AT ek

L o] 2w}

filo
"

A

(&9 %)
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

A - o= 09 08| 11 1.3 12| 11| 07| 08| 09
A 66,6 64.0| 621| 63.0| 635| 659| 657| 0654| 0657
HEEZ} 19.4| 215 20.6| 23.0| 23.3| 22.0| 232| 238| 249
4 3.6 4.1 3.5 2.0 1.4 1.1 1.5 1.6/ 1.3
H5A 3.1 29| 26| 26| 23| 22| 21 200 17
71et 54| 56| 70/ 67| 70| 66| 60| 60| 55
oloj &Y 73| 77| 61| 47| 51| 49| 52| 48| 46

F11) HARAHS A gk AFak-go|dEY.
A} & 1 AXCO database, A, M, Best(2006), GDV(2002, 2008)

23) o] A]7]o| oAkt Aol A 7} glslo| A W (Mannheimer Leben)o]t}, EAF2] A oF
9 FQEAYE ) 2002 AHE 7|7 B A 9FRF R S 7] (Protecktor) THDembowski,
2009).

24) ARSI FFREY YE&S 7|2 e g o= A
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AAA RN AH4b-§ Ah-E K, 5Y AR S|A] F2} 7] 2= P A 0]
I gHA = BaAlolth, A 7I7EE AXHA o] AaEA o] A €]
85~95%0°] Dotar, A ZFAL B[S F AEFAF BIS2 5~15% ool A o] A
L A0 7 Yehal glom(A M. Best, 2006), =2 &8$717F 2438 2008
o= A EFA} H| S 8% W] =l WEIL ek

A= A& o7 shetelal Ql= FAFo| ol E = HEA oFAbo A oF&3t o
= TEAE 4= Qo AlA oFof tsli A A]-8-5k= ol&2 Awe7] ol

9] 4%0ll A 2005 2. 75% 8 3FEFH 0125 F 717t B S|AF B A oF Ao
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