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Nissan Mutual Life Insurance Company (Nissan), a Tokyo life insurer with 88 years of experience and ¥2.2 
trillion (or A$25 billion @ ¥87 = A$1) worth of assets, was ordered to suspend business operations on April 
25 1997 by the Ministry of Finance (MoF) in Japan.  
 
Some Background 
In the mid-1980s, Japan’s economy was experiencing an asset boom period. The Japanese flocked to buy 
savings oriented products, such as private pension annuities, offered by life insurers since these policies 
offered guaranteed returns of 4.5% or more, which was attractive compared with trust banks’ returns of 
about 5% that were not guaranteed.  
Nissan entered the annuities market relatively late. In order to catch up with major underwriters, it rushed to 
sell individual and corporate annuity products that paid guaranteed yields of more than 5%.  
 
With a large influx of money, Nissan failed to find solid corporate borrowers. Instead, it poured money into 
both domestic and international bonds, stocks and real estate markets that promised high returns on the then-
soaring financial markets.  
 
In the late 1980s, Japan’s "bubble era" of inflated asset prices continued with the appreciation of the yen 
against other currencies. Consequently, Nissan suffered currency losses in its foreign investments. Japan 
went into a recession in late 1991 when the domestic stock and property markets crashed by 60% and 80% 
respectively. The Japanese Government tried to stimulate the economy by using fiscal and monetary 
policies. In particular, interest rates dropped heavily to historical levels.  
 
Nissan no longer had huge unrealised capital gains in the stock market to cash in. It met the annuity 
payments by selling more high yielding policies. It also tried to improve its financial standing by reducing 
its workforce, consolidating its branches and taking further steps to streamline its operations. Nissan failed 
to recover because the stock and real estate markets remained in the doldrums and interest rates were stuck 
at low levels.  
 
The MoF ordered Nissan to suspend its operations because Nissan’s liabilities exceeded its assets by ¥300 
billion (A$3.37 billion). Nissan, Japan’s 19th largest life company, became the first life insurer to fail in 
post-war Japan. It entered liquidation procedures as the newly created Aoba Life Insurance Co (Aoba) took 
over its assets and existing policies on 1st October 1997. Aoba would only manage the existing policies and 
would not sell new policies.  
 
Members of the Life Association of Japan, the Tokyo-based body of 44 life insurers in Japan, created a 
policyholder protection fund that would cover ¥200 billion (A$2.25 billion) of Nissan Life losses. 
Policyholder would absorb the remaining by accepting reduced payments on policies.  
 
Although there had been financial institution failures, this was the first time that policyholders had to suffer 
since the MoF did not bail out the bankrupt institution. This led to a loss of consumer confidence and 
triggered large-scale cancellations of insurance contracts in Japan.  
 



Reasons for the Failure 
Following the burst of the bubble in 1991, the asset deflation and the historically low interest rates led to a 
large gap between the investment yields and the guaranteed returns Nissan paid to policyholders. Nissan 
paid policyholders an average of 4.7% interest but only earned 3.1% on its investments.  
As a mutual company, Nissan was not subject to mandatory disclosure laws on the market values of its 
assets and had few public reporting requirements. Although Nissan should have disclosed financial 
information to policyholders in its annual reports, Nissan never revealed its critical financial situation. Given 
accounting practices that did not require full disclosure of unrealized investment losses, Nissan was able to 
report profits and pay dividends (ie. bonuses) to policyholders until March 1996.  
 
In Japan, the MoF had exclusive jurisdiction over insurance companies. It received company reports on 
business plans and financial statements. The MoF has been fully aware that Nissan’s liabilities exceeded its 
assets since 1993. However, it failed to take any corrective action and did not disclose the fact to the public. 
It only took the action in 1997 because of Japan’s recent "Big Bang" financial reform. One of the aims of the 
reform was to build a transparent and credible financial sector.  
 
Nearly half of Nissan Life’s assets consisted of individual pension fund contracts that guaranteed a high 
return of about 5.5%. These contracts normally account for 7% to 8% of Japanese insurers’ portfolios. Such 
an exceptionally high proportion made Nissan vulnerable to any sudden drop in investment yields.  
 
Ignoring the experience of its poor investment performance, Nissan worsened its solvency level by 
continuing to sell products promising high yields. That was inappropriate since Nissan had to generate even 
more cash flows to meet the guaranteed returns on the growing number of policies.  
 
Instead of changing its investment strategy, it continued to take on more high-risk debt. Combined with the 
loans made to real estate developers in the late 1980s, which subsequently went bad, it accumulated ¥25.1 
billion worth of bad debts by 1997.  
 
 


