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(Table 1) The misselling ratio by channel (Life & Non—life)

(unit: %, %p)

In—h
; Agent Agent enrolled by corporate ouse
Financial | enrolled channel
Year B by | H Total
NCass ome . .
. ™ ) GA | Mixed | Direct
individual | urance shopping
2011 0.53 0.23 0.37 1.14 1.26 1.12 2.21 1.42 0.81
2012 0.34 0.16 0.34 0.93 0.79 0.76 | 2.12 1.35 0.59
2013 0.35 0.20 0.44 1.48 0.63 0.67 | 2.16 | 0.85 0.59
2014 0.42 0.19 0.11 1.17 0.89 0.51 2.21 0.72 0.49
2015 0.31 0.12 0.09 0.80 0.78 0.44 | 1.25 | 0.60 0.40
2016 0.24 0.09 0.08 0.48 0.45 0.36 | 0.76 | 0.37 0.29
2017 0.19 0.06 0.05 0.33 0.33 0.28 | 0.53 | 0.26 0.22
rate of
improv-| -0.33 -0.17 -0.32 | -0.81 | -0.93 | -0.84 | -1.68 | -1.16 -0.59
ement*
Note: The rate of improvement is calculated by the difference between the ratio of 2017 and 2011.
Source: Disclosure room of Life Insurance Association and Non-life Insurance Association,
(Table 2) The misselling ratio by channel (Life)
(unit: %)
In—hou
) Agent Agent enrolled by corporate €
Financial| enrolled channel
Year M oy Ba = Total
NCass ome " ’
e ™ ) GA | Mixed | Direct
individual | urance shopping
2011 0.85 0.73 0.38 1.63 1.73 2.22 2,50 1.53 1.24
2012 0.53 0.79 0.35 1.21 1.27 1,71 2.40 1.56 0.93
2013 0.46 0.64 0.40 1.14 0.91 1.24 2.50 1.26 0.78
2014 0.59 0.72 0.10 1.34 1.10 1.09 2.95 1.01 0.67
2015 0.46 1.01 0.06 0.99 1.02 0.99 1.47 0.89 0.59
2016 0.36 0.60 0.06 0.65 0.56 0.82 1.21 0.57 0.44
2017 0.29 0.41 0.05 0.41 0.37 0.63 0.77 0.37 0.33

Source: Disclosure room of Life Insurance Association,
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(Table 3) The misselling ratio by channel (Non-life)

(unit: %)

: . Agent Agent enrolled by corporate N=AErES

Financial| enrolled channel
vear planner by  |Bancass Home : . Total

individual | urance ™ SrassTE GA | Mixed | Direct

2011 0.19 0.18 0.36 0.89 0.88 0.52 0.09 0.57 0.41
2012 0.17 0.12 0.32 0.80 0.40 0.40 0.15 0.41 0.32
2013 0.22 0.18 0.52 1.69 0.39 0.41 0.18 0.29 0.42
2014 0.25 0.17 0.16 1.09 0.69 0.28 0.30 0.31 0.34
2015 0.16 0.10 0.19 0.67 0.52 0.20 0.02 0.24 0.22
2016 0.14 0.08 0.13 0.29 0.26 0.15 0.03 0.16 0.15
2017 0.11 0.05 0.05 0.27 0.24 0.15 0.03 0.18 0.14

Source: Disclosure room of Non-life Insurance Association,

U, 8 Ameke] A
ST 8T} A IS 7he] Pl Kl BT &3} Aok X 8-S
S02) WA, BT &3} 1 AGE 2] BAL EAfels Ao vyt

WOHRPE - A1, 2018).



{Figure 1) The relationship between the misselling ratio and 25" persistency, and
the misselling ratio and civil complaints related to sales and contraction (2017)

The left figure shows the relationship between the misselling ratio(X axis) and 25" persistency(Y
axis). The lower the X, the higher the Y. The right figure shows the relationship between the

misselling ratio(X axis) and civil complaints of sales and contraction(Y axis), The lower the X,
the lower the Y,

(25" persistency) {Civil complaints related to sales and
contraction)
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(Table 4) Insurance civil complaints by type

(unit: case)
Classification 2012 2013 2014 2015 2016 2017

Decision of exclusion

3,266 4,166 4,161 4,194 5,072 5,368

and inclusion

Calculating claims 5,286 6,514 8,754 7,181 8,577 8,846
Late claims payout 5,191 4,544 5,563 7,560 5,753 4,902
Breach of representation 1,583 1,252 1,396 1,333 1,428 1,550
Insurance sales 10,578 10,487 10,808 10,249 10,632 9,481
Contraction and lapse 3,284 3,293 3388 4,148 3,797 3977
Disability a.nd injuring 408 342 382 524 45 304
rating
The ratio of automobile _
ecidlent 341 421 1,079 | 1814 | 258 | 3286
Internal control,
computational error, and 8,925 8,595 8,796 9,973 10,273 9,964
others
A 38,862 | 39,6014 | 44327 | 46976 | 48,537 | 47,768

Source: Financial Supervisory Service,

2] 7o) X4 Thopgh FHEA A S 2218 e
A, BT )& A EE AL FAA S Esht. 2nlRte] el S

9) AT 7rol=gkel AJgH(06. 6), BHH ]2 Far - A Hst 114 71709, 12), 3T
= Az AAC12. 9), AT F3(16. 4).

10) BEAF Aoy Huh Hid ez =, BEIAGA 45 - A 2A vk 5.

11) 287459 BExE(2010, 5. 19).
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(Table 5) The misselling cases of variable life and its portion in life insurance

Classification FY06 FYOQ7 FY08 FY09 FY10
the number of cases 1,175 1,472 3,291 2,819 2,418
portion 56.1% 50.9% 61.6% 46.9% 47.9%

Source: Financial Supervisory Service,
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(Table 6) Summary of Proposal and Measures for Consumer

Classification Proposal Measures

- Changing  the  chairman  of
Financial ~ Literacy  Education
Commission from vice chairman

Mandatory financial to chairman of Financial Services

Consumer ) . -

literacy education Commission

- Involving the National Assembly

in the mandatory process

. . - Inducing insurance companies to
Simplification of insurance ) )
Product simply products by an entire
products . o

investigation

- Differentiating channels by

Supplier roducts and enforcin
Channel differentiation and| b . ’ ] &

o ) } maintenance service system for
Distribution | enforcing maintenance . L
) policies  not  maintained by

service . )
financial ~ planner, so-called

orphaned policies
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- Strengthening trail commission for

maintenance service

Supervision

Qualification|Maintenance education for| - Reforming channel maintenance
of financial | financial planner and education and introducing licence
planner licence renewal renewal, especially for GA,
Ban on conflicted - Banning conflicted remuneration
o remuneration and such as volume rebates, bonuses
Commission . .
enlargement of trail and  soft-dollar  benefits  and
commission enlarging trail commission
Strengthening churning | - Tightening sanctions against
) sanctions and twisting or churning
Churning i i

establishment of churning
standard

- Standardizing churning sanctions

between tied agent and GA

Internal
control

Strengthening the internal
control of GA

- Introducing internal control  of
GA such as reducing and
mediating complaints, protecting

personal information, and setting

standards for financial planner

appointed
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Abstract

The purpose of this paper is to propose the measures reducing the
misselling of insurance products for protecting consumers based on
them which have been recently devised in the UK, the US, and
Australia. In order to reduce the misselling in Korea, we have
implemented various supervisory policies such as disclosing the
misselling ratio, adopting the suitability rule, improving the sales
process, and changing the commission payment structure. As a result,
the misselling ratio is steadily declining, but consumer still feels the
damage caused by the misselling. On the consumer side, mandatory
financial and insurance education in the UK and the US mitigate
information asymmetry and helps to reduce incomplete sales in the long
run. In terms of product sales, the UK’s Retail Distribution Review
(RDR) reform and Australia’s financial services reform were effective in
reducing the misselling through structural reforms in the insurance
market, including a reorganization of the pay system and upgrading
channel expertise. The proposals are as follows: First of all, the financial
literacy education should be mandatory at school, which is carried out
by the National Assembly and the financial authorities as the UK
Second, as product and channel reform, it is necessary to simplify
insurance products, differentiate channels by products, and enforce
maintenance service system for policies not maintained by financial
planner, so-called orphaned policies. Third, in terms of supervisory
side, it is necessary to reform channel maintenance education, clarify the
legal basis for improving the commission system and the sanctions

against twisting or churning, and strengthen the internal control of GA.

* Key words: misselling, consumer protection, insurance product,
distribution channel, churning, GA





