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ABSTRACT

This article acts as a review and also a guide to policymakers who are interested
in understanding the determinants of insurance demand and how it affects gen-
eral economic development. By providing a synopsis and evaluation of existing
empirical research on the development of insurance markets, this article pro-
vides a discussion of the factors that promote insurance market development.
This article then highlights certain issues that both insurance companies and
policymakers can utilize further in their own markets to design future policies
that can be geared to promote insurance market development.

INTRODUCTION

From an economic viewpoint, traditional neoclassical growth theory suggests that with-
out technological development economies can only grow at a steady rate. This con-
clusion implies little scope for government involvement in trying to further stimulate
economic growth. However, and in response to this scenario, alternative theories have
developed which suggest this does not necessarily have to be the case. In particular,
endogenous growth theorists have highlighted how investment and growth in one sec-
tor of an economy can provide positive externalities for other areas of the economy.
Therefore, economic growth within these models can potentially accelerate beyond a
steady state if regulation is successful in helping and promoting industries that generate
positive externalities for the rest of the economy. But what sectors should policymak-
ers develop? Recent research tends to indicate that financial services, and its various
components, including insurance and banking, have substantial potential for spreading
positive externalities throughout the commercial sector of an economy.

Within this research agenda, interest in the role of financial development in economic
growth has moved to the fore of economic analysis, with a large and growing body of the
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literature supporting the link between financial growth and economic growth.1 These
findings are not surprising given that well-functioning financial institutions should
improve the efficiency of capital allocation, encourage savings, and develop capital for-
mation, ultimately leading to a more productive, growing economy.

Consistent with these findings, specific evidence for the role of insurance market devel-
opment in economic growth is provided by Outreville (1990b) and Ward and Zurbruegg
(2002). These studies suggest that the insurance industry through risk transfer, finan-
cial intermediation, and employment can generate positive externalities and economic
growth.

Not surprisingly, with the link between financial development and economic growth
established, research efforts have moved onto understanding the underlying factors
that encourage development in financial services. By identifying factors that promote
the demand for financial services, it becomes possible to highlight those factors that
actually aid financial development, and ultimately economic growth. For example, recent
empirical research on insurance markets by Browne et al. (2000), Ward and Zurbruegg
(2002), Beck and Webb (2003), and Esho et al. (2004) have shown that the level of insurance
demand within an economy can be influenced by a number of particular variables,
including economic, legal, political, and social factors.

Despite these existing results, there has been little guidance presented to policymakers
on which specific factors they should foster to aid financial, or insurance market develop-
ment. To address this problem, the objective of this article is to present a synopsis of the
existing literature, relating to the demand for insurance; and in so doing provide guid-
ance for policymakers on how to promote insurance market demand. This focus upon
demand clearly neglects the importance of the supply side of the market. However, our
singular concern with demand is intended to promote greater clarity in understand-
ing the determinants of the consumption of insurance products. Readers interested in
the supply of insurance are encouraged to read the studies by UNCTAD (1982, 1994)
and Outreville (2000), which investigate the role of reinsurance in the development of
insurance sectors. Furthermore, readers may also wish to consider the work of Kindle-
berger (1974) and Moshirian (1993, 1994) which have examined sources of comparative
advantage in insurance services, and Li, Sim, and Moshirian (2003) which examined the
determinants of intra industry insurance trade between the United States and 22 major
trading partners.

The remainder of this article is organized as follows. In the next section, an overview of
the insurance industry is given. The third section outlines the determinants of life and
property–casualty insurance demand that have been tested in the existing literature.
Section four discusses the aforementioned factors in more depth to provide a basis for
guidance to policymakers and insurance companies in stimulating insurance demand.
Section five offers concluding remarks.

THE GLOBAL INSURANCE INDUSTRY

The insurance industry forms an integral part of the global financial market, with insur-
ance companies being significant institutional investors. In recent decades, the insurance

1 See Levine and Zervos (1998), Levine (1999), Levine et al. (2000), King and Levine (1993a,b),
Wachtel and Rousseau’s (1995), and Beck et al. (2000).
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TABLE 1
Global Premium Volume (Million US$) and Market Share (Percent) in 1984, 1994,
and 2001

1984 1994 2001

Volume Volume Volume

(Million Share (Million Share (Million Share

Sector US$) (Percent) US$) (Percent) US$) (Percent)

Total 498,000 100 1,967,786 100 2,408,252 100

Life 216,500 43.47 1,121,186 56.98 1,439,177 59.76

Property–Casualty 281,500 56.53 846,600 43.02 969,074 40.24

Source: Swiss Reinsurance Company, Sigma Publications (1986, 1996, 2002b).

sector, like other financial services, has grown in economic importance. This growth can
be attributed to a number of factors including, but not exclusively: (i) rising income
and demand for insurance, (ii) rising insurance sector employment, and (iii) increasing
financial intermediary services for policyholders, particularly in the pension business
(see Ward and Zurbruegg, 2002).

Expanding on the link between GDP and insurance market development, it must be
remembered that the insurance industry’s primary function is to supply individuals
and businesses with coverage against specified contingencies, by redistributing losses
among the pool of policyholders. Insurance companies, therefore, engage in underwrit-
ing, managing, and financing risks. According to Sigma (2001) the largest insurance
sectors are to be found in the United States and Japan, which together generate more
than 50 percent of global premium income, followed by the United Kingdom, Germany,
France, and Italy. Furthermore, during the last four decades the global insurance sector
has on average outpaced global economic growth. Between 1984 and 2001, the global
insurance industry grew with an annual growth rate of 9.7 percent (roughly comprised
of 11.8 percent from the life insurance sector, and 7.5 percent from the property–casualty
sector).

Over the last few years, growth in the global property–casualty market has significantly
slowed down and has only grown in line with general economic growth (Sigma, 2001).
This development is mainly due to the sustained downward trend in commercial busi-
ness experienced until recently, the economic and financial crisis in Asia, particularly
in Japan, and the deregulation of the European market resulting in appreciable price
decreases. This is in contrast to the life insurance sector, which has continued to grow at
around 5.4 percent across the world since 2000. The increase in the life insurance busi-
ness is mainly attributable to the increased demand for private pension provisions in
the United States and Western Europe and the soaring demand for unit-linked products.
Measured in total premiums, OECD countries accounted for 95.52 percent and 93.99
percent of the life insurance business, and 91.19 percent and 92.50 percent of property–
casualty premium volume in 1994 and 2001, respectively.

A more recent development has been the strengthening of global market share among
emerging economies, with premium growth rates inside such economies often reaching
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double-digit figures. Furthermore, insurance markets within the OECD countries have
faced falling premium income, reduced capital market yields, and low interest rates,
all of which have put insurers under some pressure (Sigma, 2002a). Also, the growing
importance of the insurance industry in emerging markets is reflected in growing in-
surance density and insurance penetration of the non-OECD insurance markets (Sigma,
1996, 2001). Nevertheless, emerging markets still have some way to go before match-
ing the relative sizes and importance that the insurance industry has in industrialized
countries.2

THE DETERMINANTS OF INSURANCE DEMAND

The theoretical and empirical research to date has suggested that, on average, an over-
whelming positive relationship between financial development and economic growth
is evident and that a well-developed financial sector contributes to economic growth.
However, on a single country-by-country basis, Ward and Zurbruegg (2000) have shown
that differences in the causal relationship between insurance market development and
economic growth do exist.3 Research efforts have, therefore, moved on to examining
the factors that encourage the development of financial institutions. By identifying the
determinants that encourage insurance demand, policymakers are able to aid financial
development, thereby positively influencing economic growth. The main areas of inves-
tigation have been economic, political/legal, and social factors. Each are considered in
turn below.

Economic Factors
Life Insurance. Considering life insurance first, the relative importance of an insurance
market to an economy is likely to depend upon economic development, since with a
greater rate of economic growth the consumption of insurance products should increase.
Early theoretical studies highlighted that the demand for life insurance, as a long-term
consumption decision, should be positively related to anticipated income, or permanent
rather than current income (see Yaari (1965), Hakansson (1969), Fortune (1973), Fisher
(1973), and Lewis (1989)). While these models are micro based, empirical tests have
primarily used aggregate market and economy level data. Income has generally been
measured as a variant of current GDP, or GDP per capita, which can be weakly presumed
to provide a proxy for permanent income.

Using this approach, support for a link between income and life insurance consump-
tion has been confirmed by the cross-country studies of Beenstock et al. (1986), Truett
and Truett (1990), Browne and Kim (1993), and Outreville (1996). Ward and Zurbruegg
(2002) and Beck and Webb (2003) verify these findings when applying income per capita

2 In broad terms, emerging markets can be defined as those countries which have started to grow
but yet have to reach a mature stage of development and are still subject to unexpected economic
and political upheaval. Examples are China, Indonesia, Hungary, and Brazil.

3 Ward and Zurbruegg (2000) highlight that causal relationships between insurance market devel-
opment and economic growth can vary among countries due to country specific factors. In some
countries, such as the United Kingdom and United States, no statistical relationship was found.
In other markets, there is some evidence of a positive relationship between real premiums and
real GDP, suggesting that growth within the insurance sector leads to growth in the economy at
large.
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as a proxy.4 Ward and Zurbruegg (2002) also extend these findings further by com-
paring modern OECD economies with the emerging economies of Asia. An interesting
finding is that in countries with higher levels of income per capita, insurance consump-
tion becomes less sensitive to income growth. These results are in line with the S-curve
hypothesis by Enz (2000), which states that at higher levels of income per capita in-
surance consumption becomes less sensitive to income growth as insurance product
saturation is reached. The main reason for this phenomenon is that at high-income
levels, consumers become so wealthy that they can afford to retain risks within their
current financial portfolios. Moreover, Ward and Zurbruegg (2002) highlight that the
consumption of life insurance products in OECD countries is three times less sensi-
tive to changes in income than it is in Asia. This is consistent with Enz’s (2000) findings,
which shows that, on average, Asians spend more on life insurance than in the developed
economies of the world. Additionally, Ward and Zurbruegg (2002) reveal that income
elasticity in the Asian ‘tiger’ economies is much higher than in the rest of Asia and OECD
countries.5

Property–Casualty Insurance. Turning to the impact of national income on property–
casualty insurance demand, Beenstock et al. (1988) indicate a positive relationship exists
between national income in industrialized countries and spending on property–liability
insurance. Browne et al. (2000) extend the literature by analyzing motor vehicle and
liability insurance in OECD countries and find a positive and statistically significant
relationship between premium density and GNP per capita.6 However, the income elas-
ticity of demand was found to be greater for motor vehicle insurance. While both liabil-
ity and motor insurance tend to be compulsory, motor vehicle insurance may be more
directly related to rising incomes, through a general increase in car purchases.7 Esho
et al. (2004) also test the impact of national income on property–casualty insurance by
analyzing data from developed and developing nations from 1984 to 1998. Again, a
strong positive relationship between national income and property–casualty insurance
was found. The World Bank confirms these findings and states that property–casualty
insurance can be regarded as a normal good, implying that insurance demand rises as
income increases (Lester, 2002). Moreover, Ma and Pope (2003) show that countries with
higher GDP, used as a proxy for insurance demand, tend to show more international
insurer involvement, indicating higher national incomes also encourages more insurer
interest.

4 In the literature, both national income and GNP have been used to measure income. In contrast to
national income, GNP per capita has the advantage of controlling for the size of the population.
It needs however to be acknowledged that results can be skewed by inequitable distribution of
income.

5 In this article, the ‘Asian Tiger economies’ are categorized as consisting of Hong Kong, South
Korea, Malaysia, Singapore, Taiwan, and Thailand.

6 Insurance density is equivalent to premiums per capita (see Sigma reports).
7 Income elasticity is defined as the ratio of the percentage change in demand for a product to the

percentage change in income. It therefore measures the degree of responsiveness of the quantity
demanded of a product to changes in income. An income elasticity of greater than one implies
that insurance demand rises by a greater proportion than income whereas an income elasticity
smaller than one implies the opposite.
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Life Insurance and Price. In exploring additional economic factors, Greene (1954), Fortune
(1973), Browne and Kim (1993), and Beck and Webb (2003) examine the impact of the
expected inflation rate on life insurance demand. Since a rising inflation rate leads to a
devaluation of the future benefits from purchasing life insurance, inflationary expecta-
tions would seem to dampen insurance demand. The findings from these studies indicate
that inflation is indeed statistically significant and negatively related to life insurance.
Moreover, Babbel (1979, 1981) highlights that anticipated inflation coupled with govern-
ment regulations can lead to higher perceived costs of life insurance, even when policies
are index linked. This is verified by Babbel (1981), using empirical data from Brazil that
provides evidence that inflation is negatively related to net real per capita life insurance
both before and after indexation. Ward and Zurbruegg (2002) provide a further insight
into the influence of inflation by pointing out that the impact of inflation and economic
uncertainty on insurance demand is not the same everywhere in the world. Specifically,
they show inflation is around two and a half times more important for insurance demand
in Asian economies, than it is for general OECD countries. This points to the fact that,
as with national income, the weighting and impact of inflationary factors on insurance
demand can differ between countries.

Another obvious and potential determinant of insurance demand is its price. Measuring
the impact of price on the demand for insurance is, however, difficult due to the problem
of actually determining the price. To overcome this problem, studies have used various
proxies. Outreville (1996), for example, argues that life expectancy reflects the actuarially
fair price for life insurance. This is based on the premise that the longer people are going
to live the more premium payments will be made. Outreville (1996) finds a significant
positive relationship between life expectancy and life insurance demand in developing
countries. Browne and Kim (1993) use the ratio of total expenditure on life insurance
premiums to the amount of life insurance in force, and find that price is negatively related
to life insurance consumption, with an estimated price elasticity of –0.24, suggesting that
demand is price inelastic.

Property–Casualty Insurance and Price. In another study, and in order to test the impact
of price demand for property–casualty insurance, Browne et al. (2000) use the market
share of foreign insurers in a country as a proxy for price. They find that the relationship
between the proportion of foreign insurance companies and motor vehicle premium
density is negative and statistically significant. This might be due to the fact that a
highly competitive internal insurance market, with low prices, is not attractive for foreign
firms. They also find that the relationship between general liability and foreign insurance
market share is positive and significant, implying that the increased presence of foreign
insurance companies fosters a highly competitive domestic market, which results in
lower prices and increased insurance consumption. Browne et al. (2000) state that the
difference in the findings between the two product lines might be due to the different
skills needed to write the two types of insurance products and the different levels of
competition among domestic insurers in both markets, with motor vehicle insurance
competition being likely to be much stronger in many countries than competition among
domestic general liability insurance companies. As a result insurance companies may be
more likely to enter foreign markets to pursue profits from general liability insurance,
rather than motor insurance.
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However, it is important to acknowledge that the number of foreign insurance companies
in a market may only capture the degree of openness within the market and may not
necessarily reflect the efficiency associated with the insurance business. To avoid this
problem Esho et al. (2004) use the inverse of the loss ratio to approximate the price
of property–casualty insurance. Despite choosing a different measure to proxy price,
they too find a significant negative price effect on property–casualty insurance demand,
indicating that price does obviously play an important role.

Furthermore, Outreville (1996) analyzes the monopolistic market structure and presence
of foreign companies using both life and property–casualty insurance market data from
a number of developing countries. The results show that monopolistic markets are sig-
nificantly less developed than competitive markets, which is in line with Kim (1992)
which points out that the exclusion of competitive foreign firms from a market typically
results in lower-quality products and higher prices. Despite the increasing international-
ization of the life insurance industry, there is no direct evidence that foreign involvement
has a significant impact on insurance market growth. However, regarding the impact of
foreign involvement on the demand for property–liability insurance, Outreville (1990b)
finds the relationship to be negative but insignificant.

Beck and Webb (2003) show that banking development is positively correlated with life
insurance consumption. This might be due to the fact that well functioning banks may
increase the confidence of consumers in other financial institutions. This is also in line
with Outreville (1996) which finds a significant positive relationship between financial
development and life insurance penetration.

Life Insurance and Social Welfare. Finally, the impact of social welfare provisions on life
insurance demand has been tested by Browne and Kim (1993), Ward and Zurbruegg
(2002), and Beck and Webb (2003). It has been shown that the need for individuals to make
private provisions for lengthening life expectancies, or early death via life insurance, are
reduced when government spending on social security is increased. Ward and Zurbruegg
(2002) highlight that the impact of average social welfare expenditures on life insurance
demand is insignificant in Asia, which provides little support for the argument that
life insurance consumption in Asia is driven in part by the low public sector provision
of social insurance. On the other hand, they also show that in OECD countries social
welfare provision has a significant impact on the consumption of life insurance, which
could be due to the worsening age structure and the anticipated inability of governments
to sustain social welfare systems in the future.

Political and Legal Factors
Some of the most influential papers on this topic are from La Porta et al. (1997, 2000)
and Levine (1998, 1999) which show that legal environments which provide good in-
vestor protection tend to encourage a higher degree of financial intermediation, as well
as economic growth. These papers tend to test the significance of legal and political vari-
ables, usually measured from constructed indices. A good example is from Knack and
Keefer (1995, 2000) which use an index of governance constructed from five International
Country Risk Guide (ICRG) variables that reflect the security of private property and the
enforceability of contracts: ‘Corruption in Government,’ the ‘Rule of Law,’ ‘Expropriation
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Risk,’ ‘Repudiation of Contracts by Government,’ and ‘Quality of the Bureaucracy.’ Us-
ing regression analysis Knack and Keefer (1995, 2000) show that a higher index score for
legal and political governance is associated with higher economic growth rates.

Levine et al. (2000) highlight that countries with better creditor rights, more rigorous
law enforcement and better accounting information tend to have more highly devel-
oped financial intermediaries. This is particularly relevant to the insurance industry
where consumers can be at risk of opportunistic behavior by insurance companies. For
example, this could include companies refusing to pay claims, or alternatively reducing
the investment returns due on a policy. It is argued that a legal system which places a
greater emphasis on the efficient payment of debts to creditors (English-based systems),
as opposed to a system which provides debtors with protection from creditors (French-
based system), will improve the value of an insurance contract to a policyholder, thereby
increasing demand for insurance (for more information about the impact of different le-
gal systems see Merryman [1985], La Porta et al. [1997, 1998], or Beck and Webb [2003]).
Furthermore, a legal system which is effective at identifying and enforcing property
rights will facilitate the indemnity function of insurance—with policyholders being able
to prove ownership of an asset and insurance companies being able to pursue negligent
third parties for losses created against their policyholders.

Life Insurance and the Legal Environment. Clearly then, the functioning of a working le-
gal system and the protection it may afford policyholders is a major determinant of
insurance market development. In particular, once the investment component of some
life policies are analyzed, the scope for opportunistic behavior by life insurance compa-
nies becomes more apparent. Life insurance companies, on behalf of their shareholders,
might be building investment portfolios which have far greater risk than less diversified
policyholders may find desirable. Moreover, in the case of some participating policies,
bonus rates are often set at the discretion of managers, leading to a potential reduction
in the financial returns to policyholders. In the case of the United Kingdom, such man-
agerial discretion was challenged in the courts, leading in 2000 to the collapse of a major
life insurance company, The Equitable Life Assurance Company.

More specifically, recent work by Ward and Zurbruegg (2002) examined the impact of
legal and political determinants on life insurance consumption within Asia and OECD
countries. They highlight that in Asia an improvement in the legal system8 has a sig-
nificant and positive impact on life insurance demand, with a 10 percent improvement
in the functioning of the legal system generating a 5.5 percent increase in life insurance
demand. An improvement in the legal system here would relate to better enforcement
and legal representation for individuals. Undoubtedly, if there is little enforcement of
contractual arrangements between businesses and individuals, the impetus to take out
life insurance would diminish. However, in the OECD countries the functioning of the
legal system was found to be insignificant, which might be due to the fact that legal
systems do not vary significantly across these economies and have already reached a

8 In their article, an improvement in the legal system indicates an improvement in the rule of law,
personal autonomy, and economic rights that captures the functioning of the legal system, the
enforcement of property rights and the ability to contract for commercial services, as they relate
to individuals.
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relatively high standard. Nevertheless, Ward and Zurbruegg (2002) show that after con-
trolling for political and legal effects the income elasticity measure for insurance in Asia
decreases dramatically and appears to be inelastic. This suggests that the link between
economic development and insurance market development is much lower than might
have been previously anticipated, while the role of legal and political factors cannot be
ignored.

Property–Casualty Insurance and the Legal Environment. Another aspect of the legal sys-
tem, with direct relevance to property–casualty insurance, is the protection and en-
forcement of property rights. Where there is ample protection of property rights and
the enforcement of contractual agreements by the legal system, the value attributed to
insurance services should rise. The enforcement of property rights in fact creates an
incentive to acquire and insure property since government and legal enforcement of
property rights help to protect individuals from loss or damage to the asset. Esho et al.
(2004) show a strong positive relationship between the protection of property rights and
property–casualty insurance consumption.

In order to examine the insurance sector, Esho et al. (2004) follow the banking sector work
of La Porta et al. (1997) and Levine et al. (2000) and test the effect of legal origin of a country
on property and casualty insurance demand. They are unable to provide evidence that
a country’s legal origin influences the development of insurance markets and instead
highlight that legal origin has no significant impact on insurance consumption. This is
particularly interesting, as La Porta et al. (1998) show that the origin of a country’s legal
system is related to the level of legal protection and enforcement provided to external
creditors and shareholders. Also, Levine (1998) and Levine et al. (2000) find that the
development of banking and financial intermediation is significantly greater in countries
with German-based legal systems.

Life Insurance and the Political Environment. The political environment is, however, found
to be a positive and significant determinant of life insurance consumption in OECD
countries, with a 10 percent improvement in the political process generating a 0.4 per-
cent improvement in life insurance consumption (Ward and Zurbruegg, 2002). This is
probably due to the fact that a stable political environment leads to stronger legal enforce-
ment across political and legal institutions.9 This is also in line with the work by Barro
(1991) which shows that political instability, measured by the average number of revolu-
tions and coups per year, is strongly associated with inflation and monetary instability.
Furthermore, Alesina and Perotti (1996), analyzing the relationship between income in-
equality and investment by using a sample of 71 countries over the period 1960–1985, find
by applying a variety of robustness tests that income inequality stirs social discontent

9 In order to evaluate the impact of the political environment on life insurance consumption Ward
and Zurbruegg (2000) use two measures: CHECKS (number of individuals with a veto within
the political apparatus of a country) and CO (extent to which government control is vested in
one or more political parties). A higher number of checks in a political system should promote
the effective running of a political system whereas government control centered around one
party should promote greater stability and enforcement across political and legal institutions
both ultimately resulting in an improved political process.
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which in turn promotes socio-political instability, creating uncertainty in the political and
economic environment and ultimately reducing investments. Finally, Outreville (1999)
shows, when conducting a cross sectional analysis of 57 developing countries, that hu-
man capital and socio-political stability are important factors in explaining the level of
financial development of these markets.

Social Factors
Insurance can also be seen as a product that is valued subjectively by its consumer. In
fact Hofstede (1995) points out that the level of insurance within an economy depends
on the national culture and the willingness of individuals to use insurance as a means of
dealing with risk. It is not surprising that Douglas and Wildavsky (1982) show that the
demand for life insurance in a country may be affected by the unique culture of the coun-
try to the extent that culture affects the degree of risk aversion. Using education and the
uncertainty avoidance index to approximate the level of risk aversion Esho et al. (2004)
confirm that risk aversion has a significant impact on demand for property–casualty
insurance. Outreville (1996) observes similar findings emphasizing that education pro-
motes an understanding of risk and hence aids insurance demand. However, in the case
of property–casualty insurance, Esho et al. (2004) highlight that the demand for insurance
is in the main unaffected by cultural factors. This is in line with Park et al. (2002), who
fails to identify that national culture has a significant impact on insurance pervasiveness
in any specific country.

Another social aspect analyzed by Zelizer (1979) is religion. He noted that historically
religion has provided a strong source of cultural opposition to life insurance with some re-
ligious groups believing that a reliance on insurance represents a distrust of God’s protec-
tive care. In some Muslim dominated countries, the religious beliefs inhibit those forms
of insurance that facilitate speculation of future events, thereby discouraging growth of
the insurance sector. Wasaw and Hill (1986), Browne and Kim (1993), Enz (2000), and
Ward and Zurbruegg (2002) test whether countries with a strong Islamic background
have a reduced demand for life insurance consumption. Their results generally do con-
firm that consumers in Islamic nations purchase less life insurance policies, which is
reflected in the below global average life insurance penetration in Muslim dominated
countries, such as the United Arab Emirates, Qatar, and Kuwait.

With reference to life insurance, empirical studies by Hammond et al. (1967), Drucker
(1969), and Berekson (1972) also reveal that one of the main purposes of life insurance
is to protect dependants against financial hardship, following the premature death of
the dominant age earner. Consistent with these earlier findings Burnett and Palmer
(1984), Beenstock et al. (1986), Truett and Truett (1990), and Browne and Kim (1993)
provide empirical evidence that the consumption of life insurance and the number of
dependants is significantly and positively related. Beck and Webb (2003) on the other
hand find, when analyzing the determinants of life insurance consumption in a panel
of 68 economies from 1961 to 2000, that the young dependency ratio has no significant
impact on life insurance consumption across countries. Interestingly they also show that
the older the population and the lower the inflation rate the more people will select life
insurance over other forms of saving. However, as private agents save more, the share
of life insurance in their portfolios declines.
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Another social measure is life expectancy. Generally, it is assumed that the longer peo-
ple expect to live the greater their demand will be for life insurance. This is confirmed
by Beenstock et al. (1986), Browne and Kim (1993), Outreville (1996), and Ward and
Zurbruegg (2002) which find a positive and significant relationship between life ex-
pectancy and life insurance demand. Moreover, it can be suggested that a country whose
life expectancy (low or high) is increasing over time is also more attractive for insurance
companies because it demonstrates that conditions are improving in that country.10 How-
ever, examining life expectancy in its social context can be problematic, as it is also highly
correlated and related to a nation’s wealth and national income. Therefore, whether one
can conclude that it is life expectancy or greater wealth that leads to increased demand
for insurance, is uncertain.

Finally, some studies have argued that the level of education, measured by the literacy
rate of a country (or the average years of schooling in a population) is related to insur-
ance demand. Under this view, perceptions of risks increase with education. However,
evidence suggests that education is not particularly significant as a promoter of life in-
surance demand (Beenstock et al., 1986; Beck and Webb, 2003). This is despite the fact that
literacy is often seen as a key indicator of economic and social development.11 Browne
and Kim (1993) even find inconsistent results in their models preventing them to draw
any firm conclusions.

IMPLICATIONS FOR POLICYMAKERS

The review of the empirical literature highlights that policymakers can take advantage
of three triggers, (i) economic, (ii) legal/political, and (iii) social factors, to stimulate
insurance demand. The earlier findings also emphasize that promoting economic devel-
opment stimulates both life and property–casualty consumption. However, it needs to
be recognized that although economic development, in the form of national income, has
a positive effect on insurance demand, the impact on insurance can vary across product
lines and geographic regions. Also, national income seems to have a stronger impact on
life insurance consumption in Asia, than on the OECD markets. Policymakers should,
however, not overvalue these results, as the more recent literature highlights that af-
ter controlling for legal and political factors the effect of national income on insurance
demand decreases enormously. The empirical results generally suggest that economic
stability, conditioned on political and legal stability, appears to be more crucial for long-
run success than economic development alone.

These findings are also reflected in the impact of national income on the demand for life
insurance in the Asian tiger economies. After controlling for legal and political factors,
income elasticities tend to be smaller. While economic development may occur at faster
rates in Asia, the link to insurance market development does not appear to be as strong.
The above findings also emphasize that anticipated income growth rates are not neces-
sarily the crucial trigger for policymakers to stimulate insurance demand, but that the
political and legal situation in a country can be seen as a key structural determinant for
both developed and emerging economies. These findings are confirmed when looking

10 We thank an anonymous referee for highlighting this matter.
11 Some studies have also examined the proportion of the population that is involved in agriculture

or which live rurally (percentage of urbanized population).
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at the political and legal situation Indonesia faced before and after the Asian financial
crisis in 1997. The Indonesian economy suffered significantly during the Asian financial
crisis. When looking at the governance indicators published by Kaufmann et al. (2003) it
becomes evident that Indonesia, in contrast to the other countries in the region, had the
lowest score in political stability and rule of law before and after the crisis, emphasizing
the fact that the political and legal situation is a key determinant of economic and finan-
cial stability. Not surprisingly, the Indonesian insurance market was heavily impacted
by the 1997 financial crisis, with the insurance market suffering a 55 percent drop in total
insurance premiums between 1997 and 1998 (Sigma, 1999a,b).12 This corresponded with
a general rise in insolvencies and withdrawal of capital in all financial sectors, including
the insurance industry.

Many of the measures of legal and political governance, especially those developed
by Knack and Keefer (1995, 2000) and Kaufman et al. (2003), have been created under
the auspices of the World Bank. World Bank staff and country level policymakers can
use these governance indices to benchmark a country against its peers and develop
governance enhancing initiatives along the dimensions of private property security, the
enforceability of contracts, corruption in government, and the repudiation of contracts
by government.

Not surprisingly, the Asian Development Bank has now placed legal reform at the heart
of its policy initiatives, providing significant funding for economies that seek to re-
form legal and judicial procedures in an attempt to combat poverty. In order to im-
prove regulation, monitoring and the law as it applies to financial services institutions,
Indonesia has received US$250m of funding from the Asian Development Bank, while
for a project with similar purposes, the Philippines has received US$150m. With a par-
ticular focus on the development of an insurance and pensions industry Bangladesh
has received US$600m to spend on establishing and strengthening the legal framework
and building institutional capacity to regulate and supervise the insurance and pension
sectors.13

Reflecting the theme of legal and financial development, Thailand has a 5-year plan
for improving the structural elements of its insurance industry, including enhanced
monitoring of insurer solvency, promoting freer competition, enabling mergers, and de-
veloping code of best conduct toward policyholders (PriceWaterhouseCoopers, 2003).
In Singapore, changes in solvency regulations have moved the emphasis from an audit
assessment of the balance sheet, toward a more advanced risk-based supervisory frame-
work, with insurers assessed according to their current financial strength and the future
risks that they may face. Moreover, policyholders’ prior contractual rights have been
bolstered by the introduction of the financial advisers framework. The framework seeks
to improve adviser training and improve the flow of product, company and commissions
based information to policyholders, with higher levels of disclosure to be undertaken by
advisers (Monetary Authority of Singapore, 2003).

12 For life insurance, there was a drop from total premium values of $1248 million a year in 1997
to $588 million in 1998. For the non-life market, there was a corresponding drop from $1384
million to $607 million between 1997 and 1998.

13 Funding figures taken from the Asian Development Bank’s Website, http://www.adb.org.
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These changes are analogous and appear to reflect the successes of the 1986 U.K. Finan-
cial Services Act, which coincided with the development of investor protection by the
U.K. Financial Services Authority. Finally, in Cambodia, following a long-term strategic
development of the entire legal system, the first Insurance Act came into being in 2000,
with the express aim of protecting the legitimate rights of the parties to the insurance
contract, to strengthen the control of the industry and contribute to the development
of the industry (Ministry of Commerce-Cambodia, 2001). What is clear across all these
examples is that the legal aspect of financial services and insurance in particular is a
key policy consideration for governments and regional development bodies with a dual
emphasis on the financial integrity of financial institutions and the protection of policy-
holders’ rights.

The insurance sectors of many emerging economies are highly attractive to foreign in-
surance companies. Mindful of the available empirical evidence, international insurance
companies should not overestimate the growth potential of emerging markets. As finan-
cial crises in the past have shown, emerging markets are vulnerable to external shocks to
their financial system, which often results in a drop in insurance demand. Therefore, an
ability to design products that can withstand market turbulence, such as shorter contract
periods and inflation indexing, will aid insurance companies. However, policymakers
also need to be aware that despite the increased phenomenon of insurance companies ex-
tending their business activities into the emerging markets, empirical evidence provides
no support for these companies having a significant impact on insurance market growth
(see Outreville, 1996). For example, Sigma (2003) stated that for China, although foreign
companies make up as much as 40 percent of all non-life companies, they currently only
account for 10 percent of non-life premiums.

Political, legal, and economic stability, the culture of a country, the dependency ratio, and
the life expectancy of the population have all been shown to have a significant impact
on life insurance demand. Insurance companies intending to expand their business ac-
tivities abroad should consider these factors when choosing which markets they should,
or should not enter. In the case of the property–casualty sector empirical findings high-
light that the linkage between insurance demand and the legal environment is focused
on one single issue of enforcing property rights, indicating that the effectiveness of the
judiciary in enforcing contracts is of paramount importance to the development of the
insurance market. However, in contrast to the life insurance industry, existing research
highlights that the property and casualty business is, in the main, unaffected by cultural
and institutional factors. In fact, Esho et al. (2004) state that the development of prop-
erty and casualty insurance is ‘technically rather than culturally located,’ indicating the
importance of the legal and regulatory environment.

This finding could be a particularly important consideration for policymakers involved
in the liberalization of China’s insurance market. Liberalization has occurred through
amendments to the Insurance Law 1995, with a deregulation of underwriting rates and
business lines; and the opening up of China’s insurance market to foreign companies.
However, as Sun (2003) notes, prior to China’s accession to the WTO, liberalization and
competition in the Chinese life sector have been greater than in the property–casualty
sector. Therefore, with future liberalization emanating from the property–casualty sector,
with its greater product line offerings, increased entry by foreign insurers and broader
risk underwriting, the development of this sector is likely to be conditioned by the
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development of complementary laws and regulations. As seen in the case of Indone-
sia, without the ability to identify and enforce property rights, and similarly without
political and judicial willingness to intervene in insurance-related contractual disputes,
the development of the insurance industry falters. Therefore, the Chinese authorities in
enabling greater competition need to recognize the common concerns linked to solvency
and enhanced competitive environments, but they also need to examine how contracts
will be honored and confidence amongst potential policyholders can be enhanced.

Moreover, theoretical literature suggests that taxation has a potentially large impact on
household portfolio selection and allocation (see for example Feldstein [1976], King and
Leape [1998], Poterba [2001], and Poterba and Samwick [2003]). In line with what Walliser
and Winter (1998) highlight, using data from the German consumer expenditure survey,
that tax advantages and bequest motives have a positive impact on life insurance de-
mand in Germany. By encouraging tax exemption on insurance products, policymakers
might therefore be able to stimulate insurance consumption. So for example, policy-
makers could follow the example of the United States where the existing law excludes
the premiums from taxable income that employers pay for employees’ group term life
insurance. Excluding life insurance premiums from taxation is likely to have a positive
effect on life insurance demand as the tax exclusion creates an incentive that induces em-
ployees to purchase more life insurance than they would if they had to pay the full cost
themselves. Furthermore, excluding premiums from taxation allows employees whose
employers purchase life insurance for them to pay less tax than employees who have the
same total compensation but must purchase insurance on their own. Another efficient
way of encouraging consumers to buy life insurance might be to extend the favorable tax
treatment to all purchasers and avoid favoring only people with insurance provided by
employers. Jappelli and Pistaferri (2003), however, show that when analyzing the effect
of cancellation of tax incentives in Italian life insurance contracts that the tax reforms had
no effect on the decision to invest in life insurance or the amount invested. There was no
evidence that investors respond to tax changes by adjusting their portfolio. Jappelli and
Pistaferri (2003) state that the likely reasons for this are the lack of information and the
lack of commitment in long-term insurance, stressing the importance of transparency of
regulations.

Turning to regulation, the empirical evidence suggests competitive insurance market
structures enhance both life and property–casualty demand, as it usually results in higher
quality products and lower prices for insurance policies. This is important to highlight
given the growing interest in the emerging insurance markets where state monopolies
are still evident.

Existing empirical research discusses the importance of middle-income earners in stim-
ulating insurance demand and highlights that above a certain level of income, satura-
tion sets in, and individuals switch from insurance to alternative risk financing mech-
anisms, such as mutual funds, shares, and property ownership. However, there is still
a need to evaluate the provision of financial and insurance services for low-income
groups. It needs to be recognized that low-income groups are still excluded from finan-
cial services, even in high-income countries such as the United Kingdom (Kempson and
Whyley, 1999).14 These low-income groups participate in few, if any, financial services.

14 Kempson and Whyley (1999) cite that in the United Kingdom 1.5 million households lack even
the most basic of financial products such as current accounts. A further 4.4 million households
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This phenomenon could be due to low-income groups being deterred from financial
services by price considerations, such as the high cost of credit sources, or unaffordably
high insurance premiums. It is, therefore, not surprising that the World Bank shows that,
on average, life insurance is seen as a luxury good.

Despite the weaker than expected effect of income on insurance demand, after control-
ling for legal and political factors, by finding innovative ways of providing financial
services to those low-income groups, which currently use hardly any financial services,
policymakers will be able to further stimulate insurance demand. In the United States
a series of fair lending laws, in particular the 1977 ‘Community Reinvestment Act,’ re-
vised in 1995, has helped the banking sector to address the under-served markets on a
profitable basis. As a result of the CRA, national banks’ investment in community de-
velopment has increased by 800 percent from 1995 (Collin et al., 2001). Even though this
might not be the ideal solution for the insurance industry, strategies need to be identified
and adopted which will not only provide currently excluded consumers some sort of
insurance coverage, but at the same time have a long-term positive overall impact on
society.

Beck and Webb (2003) highlight that the older the population and the lower the in-
flation rate, the more people will select life insurance over other forms of savings.
However, as private agents save more, the share of life insurance in their portfolios
declines, even though they invest some of their additional savings in life insurance
policies. With a growing pensions funding gap in many economies across the world,
the need to develop the demand for insurance-based products, including pensions, is
strong.

To conclude, considering the established link between insurance demand, financial de-
velopment, and economic growth, it becomes evident that by fostering a sound and
well-functioning legal, economic, and political system, policymakers possess a major
capability to aid financial development within the insurance sector. However, analysts
should not forget that on a country level the relationship between insurance demand,
financial development, and economic growth varies. Moreover, insurance companies
when expanding abroad should focus on these same characteristics when determining
whether to enter a market or not. Insurance companies need to be aware that certain
preconditions for expanding into new markets need to be fulfilled. New markets need to
have a stable and sound macro environment, an adequate human resource base, adequate
regulatory requirements (without stifling competition), strong supervisory institutions,
safety nets to pick up losers, as well as strong prudential standards in order to achieve
and sustain long-term success (Outreville, 1990a).

CONCLUSION

In recent decades, considerable debate has taken place regarding the role of financial
institutions in the promotion of economic growth. The literature has confirmed that a
sound national insurance market is an essential characteristic of economic growth. This
is not surprising as the insurance industry forms a major component of an economy
by virtue of the amount of premiums it collects, the scale of its investment and, more

are in the margins of financial service provision, mostly possessing only current accounts and
hardly any insurance cover.
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fundamentally, the essential social and economic role it plays by covering personal
and business risks. By encouraging these factors that promote insurance demand and
aid financial development, policymakers possess a strong tool to stimulate economic
growth.

The main implication that follows from this study is that policymakers are actually
able to instigate the promotion of insurance growth. Three categories of insurance de-
terminants have been identified for this purpose; economic, legal/political, and social
factors. In particular, the empirical findings show that a strong, well-functioning le-
gal system and a stable political environment seem to be most crucial for fostering
insurance demand and should be regarded as a top priority for policymakers. This is
further accompanied by other economic variables that explain insurance consumption,
such as national income, an aging population, increased financial development, and low
rates of inflation. Property–casualty demand can be similarly stimulated by high na-
tional income, financial development, and the enforcement of property rights. However,
the impact of these determinants can vary across lines of coverage and geographical
regions.

To conclude, and to provide some insights for future research, recent literature has mostly
analyzed the demand side of financial institutions, neglecting the supply side. In the fu-
ture more attention should also be placed on the supply side of insurance industries, by
analyzing and identifying factors that cause different degrees of cost and profit efficien-
cies across countries. This may further highlight factors that promote sound insurance
growth. This would also give policymakers a more diverse range of tools on how to aid
financial development and thereby foster economic growth.

APPENDIX

TABLE A1
Overview of Economic Factors

Life Insurance Property–Casualty Insurance

Insurance Rest of Rest of

Determinants OECD the Globe Existing Research OECD the Globe Existing Research

Income +∗ +∗ Hakansson (1969), Fisher
(1973), Fortune (1973),
Beenstock et al. (1986),
Lewis (1989), Truett and
Truett (1990), Browne
and Kim (1993), Enz
(2000), Ward and
Zurbruegg (2002), Beck
and Webb (2003)

+∗ +∗ Beenstock et al. (1988),
Outreville (1990b),
Browne et al. (2000),
Esho et al. (2004)

(Continued)
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TABLE A1
(Continued)

Life Insurance Property–Casualty Insurance

Insurance Rest of Rest of

Determinants OECD the Globe Existing Research OECD the Globe Existing Research

Banking +∗ Beck and Webb (2003)

Expected
inflation rate

−∗ −∗ Greene (1954), Fortune
(1973), Babbel (1979,
1981), Browne and Kim
(1993), Outreville
(1996), Ward and
Zurbruegg (2002), Beck
and Webb (2003)

Price of
insurance

± ± Browne and Kim (1993),
Outreville (1996)

−∗/− Outreville (1990b),
Browne et al. (2000),
Esho et al. (2004)

Monopolistic
market
structure

−∗ Outreville (1996) − Outreville (1990b)

Presence of
foreign
companies

− Outreville (1996) +∗/−∗ Browne et al. (2000)

The table above provides a list of the most common variables that were utilized to determine insurance
demand. Positive and negative signs indicate the hypothesized direction of the relationship between the
variable and insurance consumption. A ∗ indicates the variable was found to be significant to at least the 10
percent critical level.

TABLE A2
Overview of Legal and Political Factors

Life Insurance Property–Casualty Insurance

Insurance Rest of Existing Rest of Existing

Determinants OECD the Globe Research OECD the Globe Research

Legal origin ? Ward and
Zurbruegg (2002)

+∗ Browne et al. (2000)
Esho et al. (2004)

Political
environment

+∗ +∗ Ward and
Zurbruegg (2002)

Enforcement of
property rights

+∗ +∗ Esho et al. (2004)

The table above provides a list of the most common variables that were utilized to determine insurance
demand. The positive signs indicate the hypothesized direction of the relationship between the variable and
insurance consumption. A ∗ indicates the variable was found to be significant to at least the 10 percent critical
level.
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TABLE A3
Overview of Social Factors

Life Insurance Property–Casualty Insurance

Insurance Rest of Rest of

Determinants OECD the Globe Existing Research OECD the Globe Existing Research

Risk aversion +/−∗ + Szipiro (1985), Browne
et al. (2000), Esho
et al. (2004)

Religion − − Zelizer (1979), Douglas
and Wildavsky (1982),
Wasaw and Hill (1986),
Browne and Kim (1993),
Enz (2000), Ward and
Zurbruegg (2002)

Social welfare
expenditure

−∗ − Beenstock et al. (1986),
Browne and Kim (1993),
Ward and Zurbruegg
(2002)

Dependency
ratio

+∗ +∗ Hammond et al. (1967),
Drucker (1969),
Berekson (1972),
Burnett and Palmer
(1984), Beenstock et al.
(1986), Truett and Truett
(1990), Browne and Kim
(1993), Beck and Webb
(2003)

Life expectancy +∗ +∗ Beenstock et al. (1986),
Browne and Kim (1993),
Outreville (1996), Ward
and Zurbruegg (2002),
Beck and Webb (2003)

Education − Beenstock et al. (1986),
Outreville (1996), Beck
and Webb (2003)

+∗ −/+∗ Outreville (1990b),
Esho et al. (2004)

The table above provides a list of the most common variables that were utilized to determine insurance
demand. Positive and negative signs indicate the hypothesized direction of the relationship between the
variable and insurance consumption. A ∗ indicates the variable was found to be significant to at least the 10
percent critical level.
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