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CEO Brief

CEO Brief is a report highlighting key current issues the insurance industry faces.

I Challenges for Restoring Trust in the Insurance Industry (1):
Insurance Distribution

The Korea Insurance Research Institute presents the CEO Brief and CEO Report series,
"Challenges for Restoring Trust in the Insurance Industry’, to support the Korean insurance
industry in becoming a reliable partner for the public.

ABSTRACT

Given the long-term aspect of insurance contracts, intangible services, and
the high reliance on face—to—face interactions, building trust between
consumers and suppliers in the insurance distribution market is essential.
However, high competition for insurance solicitors and a strong focus on
short-term commission structures have introduced inefficiencies in the
insurance market, eroding consumer trust. Therefore, insurance companies
and general agencies should adopt a long—term approach in developing
distribution strategies, moving beyond short-term gains to strengthen
customer relationships. Additionally, financial supervisory authorities should
review many regulations on commission and implement policies selectively,
considering factors such as acceptability, stability, and effectiveness.

1. (Consumer) Trust in the Insurance Industry

Insurance services are intangible and long—term in nature, with contracts primarily
established through face—to-face interactions. Therefore, building trust between
consumers and those selling insurance is essential. However, consumer evaluations
of the market tend to be negative. Notably, according to global consumer surveys
and various complaint reports within the domestic financial industry, the level of
consumer trust in the domestic insurance industry is comparably lower than the
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level in other domestic financial sectors, as well as insurance sectors of foreign
countries. For instance, according to surveys conducted by Edelman (2024) and
LIMRA (2022), only 50% and 47% of respondents trusted life insurance companies
and general insurance companies, respectively. Additionally, the proportion of
respondents who trusted insurance solicitors was globally among the lowest, just
above Japan.

The primary reasons for consumer distrust in insurance companies and sellers can
be attributed to misleading information and inappropriate product recommendations
during the insurance contracting process. Additionally, disputes with insurance
companies during the claims process further exacerbate this distrust. For example,
in the life insurance industry, which typically involves relatively long contract
periods, most of the complaints occur during the insurance distribution and claims
stage, both of which involve direct interaction between consumers and insurance
sales agents.

2. Root Causes of Declining Trust in the Distribution Market

Supplier—driven distribution practices are the primary reason consumers perceive the
insurance distribution market negatively. Insurance commissions should be designed
to align with a company's long—-term objectives. However, many insurance
companies have structured their commission systems to reflect short-term
performance. Those policies include high advance payment rates, compensation
schemes linked to sales volume, high sales promotion spending, and an excessive
sign—on bonus. These practices have intensified conflicts between sellers and
consumers within the distribution market and have also accelerated
commission—based competition, leading to excessive costs and market
inefficiencies. Furthermore, instead of focusing on cultivating and managing
skilled—sales—agents insurance companies have prioritized the recruitment of new
sales agents, thereby failing to provide high—quality insurance services to
consumers.
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These short-term performance-oriented compensation structures and agents
management policies have led to issues such as (i) high turnover of sales agents,
(ii) biased information transmission, (i) low persistency rates, and (iv) unfair policy
replacements, all of which contribute to a decline in trust in the insurance industry.

3. Key lIssues

To enhance consumer trust in insurance companies within the distribution market,
it is essential to move away from supplier-driven, commission—based sales
strategies and shift toward consumer—centered approaches. For instance, insurers
should accurately identify consumer needs and provide the desired experiences
through their insurance services. Additionally, from a sales organization management
perspective, it is crucial to develop solicitors’ expertise and establish a
compensation schemes that fosters consumer trust. Simultaneously, insurers should
strengthen the management responsibility of general agencies.

Financial supervisory authorities should also thoroughly review various commission
systems and implement policies selectively, taking into account factors such as
acceptability, stability, and effectiveness. Policies related to insurance commissions
in major foreign countries include setting commission payment limits, adjusting
compensation structures, restricting commission payment items, limiting sign—on
bonuses, implementing clawback systems, and establishing disclosure
requirements. It is also important to carefully determine whether the responsibility
for implementing these policies should rest with government bodies or private
organizations.

Donggyum Kim, Research Fellow
dgkim@kiri.or.kr
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