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Does Regulation Benefit Incumbent Firms? An investigation of
Japanese Insurance Market Deregulation
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Although financial regulations are usually introduced
to protect consumers, they may also be enacted to
protect incumbent firms. Previous studies have shown
that the effects of insurance regulation depend on
economic and political environments. For example,
studies investigating the effects of U.S. insurance
regulations on insurance premium rates have found
that earlier regulations caused excessive prices,
whereas recent regulations reduced insurance prices.
Therefore, since the effects of regulations vary,
periodic evaluations are necessary. Unfortunately, there

1990

local
market

23

are very few studies investigating the effects of
insurance regulation in countries outside the United
States. Therefore, in this article we study the effect of
Japanese insurance regulation. More specifically, we
investigate what effect the 1996 Japan-U.S. agreement
on Japanese insurance market deregulation has had on
the Japanese market. Using standard event study
methodology, we find that the 1996 agreement had a
significantly negative wealth effect on incumbent
insurance firms, although it did create some new
opportunities for them. Our results support the
hypothesis that up until that time, regulation benefited
incumbent firms at the expense of their customers.
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