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·· ECONOMIC FUNCTIONS OF LIFE INSURANCE · Jose Ripoll 

Life insurance operations can be analysed from three broad economic 

angles: first.and fo~emost, life insurance as a product, a service, that. 

meets .a potential de:nand from individuals" People may decide to take out 

a lif~ insurance polic~,r because they are worried about the possibility of 

leaving :their dependents deprived of the current income. People need 

security, it is a. need which stems from the instinct for stability and 

certatnty. Thus, tl1e analysis of this particular aspect of life insure.nee 

will focus on the role it pla:3.,-s in meeting a basic economic need of• each 

individual it protects-., 

The -second e.conomic angle of life insurance concerns its savings 

aspect. In many countries that form of insurance provides a·welcome ineans 

of saving for many. people. The success of life insurance operations, there-

fore, depends to a great extent on whether the conditions for--saving are as 

attractive as those offered by other investment opportunities. This will 

give me 1 the opportu.ni ty to discuss, inter alia, the question .of in.flation 

.. as a deterrent against the z~raditional life insurance programmes. 

The third bro.ad aspect provisionally may be presented in this way : 

what globe..l life insurance transactions mean for the national economy is not 

only the sum of the services life insurance renders to the indi vidu.als it pro-

te'?ts. Life insurance as a global set of financial transactions and as a 

eubject: of national activities carried o-u.t by life insurance compand.es con

tributes. to the national product and to the national in~me in many ways. It 

has a bearing,on.savings and investments and on the.allocation of economic 

resources, wh~ah in turn have an economic value _per s-,2,, independently of the 
~ 

. premiums and indemni t:hes received and paid. Insur:;l.llce institutions employ 

people, promote training, pay taxes and, more generally, malce the national 

economic life richer and different from. what it would be if they were not.' 

there.. . My lecture will endwith some reflections on this subject. 
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cl'-sri:i:ico:tion. In so: '.e inste,nces, life ins1..i.rcll'_~e is o.ssocL:;,ted ,n.th the 

cive' 'rise to a or2,l nroblern. 

is endoired tri th .:,, ve,lue 1JEij·oncl dh~" oc1,,rehe:.rni,jn. In this sense, to a.ssig;1 

:...c 0iven :1or.ete..r:., v.:1,lU:e to .;, hu;1c.11 lL'e, simpl;;r does :1ot ·c.Ice se;1cc 

so:'-ie this T.cy even see : c~8 bl:.,G)he _;;/ ? :C:~nressions such ::,s '.l Er• 

a. nillion ruppeesH, in the strict sense, .::re i.1bs1.1rc:.. 

,,.. tc 

Life insu.rc~llCe is iwt com1ected ui th hu:_1fi:1 v~1lu.es, but r;:dher ,Tith 

the econo::lic value of t,, hu;,;a,11 life, e.. v.:,lue clerived :tro_;1 its e,::.rninc c2,;;i2-city 

and the finci1cio.l dc)endence of other lives on thc.. t e<-1,rni:1g· c2.;);_-i.cit3°. In 

that sense,· it lolE,Y be stc,ted thi,t life i11s1.m.:.nce ,aeets a nw.,ber of different 

econo:.:iic l)'lll'::_)0S88 notl1inc , .ore. }J'or insurance, life ins,;g,rance -.1a:· be 

necessar~,. (a) to ensure a ci ven incot,e for the fn.~-.1il:-;- a:tter the dec.th of 

its head; (b} to: i,rovicle for 2. diEubili t:'" .:i,ncl retirei:1ent i:nco:J.e i ( c) to 

be used as o.. tuarantee for busiiiess ,JU1"::,oses. The 2-bove :')oints 2.re i:;1;1ortant, 

s01.md and correct, and ·!;he follmrinc :(xJX,:1cr0,pl:::.s ;:_~re ,J. brief elaboru.tion on the11. 

(a) 

By me,ms of life insurance c:, :'.1erso~,. C.:::J.1 ,.1.JJ;::e sure that his tJife, children 

and other depe11dents Hill be11e:i"i t fro'.:.i ,;;, cert:1i11 inco":,e, irhethsr }\1.e is alive 

or not. 

tha.t" uould result fro,:1 his deo.tl1 cmd, possi bl:•, he can lee.ve his famil;.7 in 

the same economic position .,,s the;r would- ho.ve been in ho.cl he lived... The 

oh'jective of proviclitlf· econonic r,1eans to de,:iendents in .c(1se of death is generall;y· 

considered as the first eco110;1ic :function o? "" life insur,,"'..llce :,olicy.. In 

this res;'.)ect, (_::1.umtific.s.:,tion o:i:, these ]eans ste:.::cJ from t,ro dif:2'erent, a.lthough 

very :uuch inter-reL::.tecl, b2.ses : (1) the c,?.;:,i t0.li zed· v,"'lue a::· the futur-e net 

ec.rnine;-s __ Qf t.he 1:iolic;y- hold.er;.-or-.-(2) the a.;,ou:nt thc1.t would be ::icssible to 

o:;;.lculate to 1ile<1sure the needs of the f\:i:J1i1;;, ia the event of cle.:i.th of the 
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income producer~ This le,tter appo',',Ch (the so-co,llecl 11needs a~:rproach"), 

tal::es into consideratioh not onl~, t-rhat the e:?1ented cross econof,1ic needs 

~,,,:,10unt to, but also 2.ny resource (e. c. soci:..tl securi t:r benefits, fi...\.t:1.ily 

su:)port, other benefits) that ::10.;y be fortl1co :.ing i11 ca,se c::: c1ea,th. 

li'or the individw:,l )olicy-hblder, this 01.r: seems to set the u::,1per 

lir,1it of his indivicl.us.1 de;.:2,nd for life:insuri),nce. It is not to be e::pected 

tho,t the :Za,:,ily io ecm1ouic:::.lly better off ·,ri thout its be;;.1,dui11ner thnn:. with 

hi: 1. So that 2.n:/ su:.·1 of' life insuro.nce 2,bove those li,'1i ts would nor·:1,;~ll;y :11e:1n 

an e~ccess of wh::2.t is nor;Je,lly considered ,:,s D.11 :1insUXi:.:.ble intere:st 11
• HoHever, 

t4ere 2.re other i.::.ctors relc.ted ·i;o the de~.1.:.mcl :for life insw2,nce thp.t ,Jre not 

directly cl.erived fro·.:1. the above considerations. i\.:.Jong these factqrs, t110 are 

of particular relevance, as folloHs : first, li:fe insurance . .:i,s "' \1rovider of 

the so-called acleo. ~-up flmcl11 uhich is r:ieant to cover the e:rpenses that 

e1·JD.nate fron the dea.t}1 of the insured a.i:ld to licrui&te all current outstanding 

obligations, such o,s : 

Hospital 2,nd cloctors' fees connect eel ,Ii th the L:.st illnes::i 1 

li\ll1er~,1 e:-:penses? 

Personal o1)li[:p,tions, iJi.c1ui:linc uni1,,;1,icl debts,. hcusehold bills, 

installr:1ent pay,.1ents; :oersolli:11 loans? 

Cost of e::ito.te ,-:,,di'1il1istrc1tion; 

Est",te,' inherito.,nce, incoi:1e ctnd ::_1ro:1ert3· t<-;::es. 

Second, life insurance i..',S 2, provider for ho;;ie mortgggcs redemption needs 

gage :1oses cenerally ., fin.:.,,ncio.l nroble;:i in case of: deatli. Mortg,:2.c;es are 
ar.1ortized over ~. period of ;:;•ears through inst'.::~lL,e;.rl;s out of the i11co:.;1e of 

Hill 1Je still outst.:1.:ndi11.g upon the death of .... ::1erso11 11:i th depencle1it children. 

A l:i.fe insur~uce :101icy · for .::,,t least tho,t m1liciuidated l:JD .. la;.1ce ho.s in this 

case a. tHofold function : :first o.:.,.d foremos·!:;, b~, ~1roviding the :Zimcls which 

a.re needed for pc:~;;•,.ient of the outstanding de1Yt, it ,,ill reduce the 2x,10Ui."lt of 

incoL1e tho.t 111ould -other:rise be requi:rec1 .to deet the basic fa;i.il:r needs. 

Second, it helps o1Jt~-:.in the ::-.1ortg;:1ge itself fro:'.1 the finnncial insti'cutio11s. 



L: th,t res:10Gt, ~Jortc;:i.ec ins1..1.r2.,11ce 
. ,r. , . 

louero the rc,to et interest ,:;,:,.1c1., 1JJ: :e-",,cilitc,tL1c credit, hc:-,s ,\ ;,ositivc1 

e2/ect u~1on bnildL1.:_:, L1clust_ry .:;i.'li..l t'.,e reL,·~ed tr~:cles. 

Hetil"e,:;en-i:; a.:..m II:.,.,,. ., • -➔ . t 

J~ tJ)ic~.,1 •1li:co :tJolic:·•.; :,:i:c"ovic-;_er; '" su · of ;_10:;.1e:'· i:1 c,1,se o-:.· cle'"'th. There 

;,;,re 7 houevcr, other c.:·,tecorie,-:: o:: ;_Jolicics reL::l;ed to the liEo instu•..:.:,nce 
" . t' ' . ' . ,;:i • ' • • ,., " ' , • • 1 1 . . .,., ' t .. ,)1.m1ness, ·113,,:; 1_)rov1c_,e 1,0."e·_ -_~1.rG1en 1:1 ,,-·,so o:,: ·c,.1e 1.,:1su.rec 1v1,.c -Go a cer u.1n 

The varionc c:.•,tee,T,ries o? li?e ,101icieG uill be cle.J.l t uitl'l b;_;r :-:10re 

coL1pete11t lecturers .:.t this se::1im.,r .cw:1d I 1,oulcl uot like to cbell eJ:cessively 

o;,1 the ,·iatter. The 01113, thL1c I ,,rish to sinele out is the :need, 1rhich arises 

in the course of 2, ;_·1c..11' s life, c,nc".. for uhich tlw life ins1u:\:~::.1ce industry has 

developed a:;.1 c:.clecr4-,,te :)rocluct in· the ::'or J of an;.1ui ties 1)roviclecl as long as the 

insured person is ~live. 

These ca.tecories of' life ~Jolicies ·1i:;.1 c~:se of life" can be also ·::ta.de 

oper.:,tion2-l i;.1 c~,se of' totdl .s,nd per·:~anent clis.;·.bili ty of tho insured person. 

In either for,: (crhether the 2,n;mities r,re J_)a.icl ::,t the .-:;;ge of retire,Hent or, 

;.,lso, in case of disa1::iilit;:,), th.e im1-e.:nities reS;)Ol1c.l to the ;.10ed of ;_)roviding 

1~1e2.ns for coverinc consumer 2 .. nd household e;~penses of those uho he.we lost the 

In that sense, the particular c1.,tegory of life inst.U'ance I 

an referrL1g to c..i '.s ;:~t ueetine e, ;,.1eed of r, si:1ilar sort ,:::;,s the one described 

earlier. 'I'he_ ;1oint is that a, f~1,,.1ily needs fiEai1cL,_1 "''e:J,ns, ei:ther beoa,use 

:i, ts hec.1,d died,:: or ';ecausr3 his ,.1,ge or he.:,l th situ. . .:,tion do not :)er.,it h irc1 to 

co.rr;;r on his ::_Jrofession~l life, or because ~1.0 i.c oth:er,:!i.se )revented froo 

bein-e a sa.lc..ry e~,rner, or otherwise )1roducei' i:1 the econo:·:ic life. 

(c) Business i:;.1sur.tnce 
• '.''"~ _*f11 ttrtcd • · • • \ .7 -

li.n economic neecl for li2e i11sur"'1,ncc 2-rises frec;:uentl:r fror_: ~111:,t· sorne 

;,:i.uthors refer to as c; ::.fkc;y .. 1an i21dem1ific2.tim.1;:, i. e. 2. su.::, uhioh is intended 

to offset the econo:_,ic loss resultinc f'ro:1 the de.:,·th cf the ,,erson ;rhose 

capt"ui..r, ·heohnio:.,:.l la1Nrledge 1 e:-:;Jerience 1 '.)usinoss com1ections ,:,nd person.:-,1 
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i"ts successful 09eritiolli3. The loss of thio :•.Jerson for the orc;J.nization 

c011oor11ecl results there::"'.:'re in 2, loss o;:re,:.:,l c' .. ssots 7 ~md t 1, liZe il1Surt"'.,l1Ce 

r:i~,:· be t;:}:en .out in order to provide co:;1::iemw,tio"1 f.o:r such loss. 

T.'hat irill "be the vah,e o:i."' the ·\)olic:" t'.sD,t \rill be contrsctocl for that 

In other ·ucrcls, 1.,h.:~t ;'fill 1Je the ,~l'.c:.,:rti::'ied volu1e o::· the cte,xmd ? 

In ii:iost· c.:.,sec, the s1_i_:_-. h1st'!!'ed is clecicled in ter,.1s of tl:.e c:·-:,_,ec-ced ear:.1ines 

th8/c :rill be lost i:1 cc:;se of doc:;-i;l1i it ·_,;,7 ",lso 'oe 1:usecl on the cc,ctclitim1a.l 

co:Jpenaa.ti0,1 th,:,-i.;t; Hill hc.ve to be ;,aic1 if 2, re~1L1ce::tent of the 111::e;/ r,.L,1111 is 

needed~ 111 other cc .. ces, ·i;he busis for ir,cl.e::1nit:· c;:~11 ec.1.sily be estc.i,blished 

uhen 11rot·ectio11 is ret.;:uired i:a co1111ectio11 Hi th so,1e □)ebi:f'ic research :Jtojec-t 

of tK.1~:,orary dur,_,,tio;:1. 

parti:.,11:,· or totD..11:r 

The funds invested in the ~1r0Ject iJO.Y be loot 

i? the ;::icrson in cl.12.rc;e clies, and his or her life 
' 

ma:;· tb.crefore be insured for th;:,t sun. 

Another L:iportant feature of life insurance in connection ..rith business 

is that it pertd ts the continuity of existence of coni.'llercial or industrial 

enterprises, pnrticularly those set up in the for-n of general partnership~ 

In general, @Y change-~~. th,e .partnership of these ent_erpr~ses (due, for in

stance, to the death of one of its partners) causes its dissolution and 

liquidation follows as a result. Tbis almost invariably results in a severe 
.. 

shrinkage of assets, because these have to be disposed. of at lm-, prices, while 

good-t'iTill is lost co,i1pletely. Another :possibility is that the surviving 

partners purchase the interest of the decec.sed, but either ·wa:y they can 

eJ~perience a loss, or an interruption of their inco: 1e, or a 11eed for consider

able liquid funds, or all the three factors co0bined. · Each partner may be 

insured, therefore, fqr the a'.nount of his interest in the firm, the insurance 

being ~1tmed by either .. th~ partnership, or the other :9artners. The life 
' ,·. 

insurance proceeds, il-1 cc3.se of death of one of them, are used to purchase 

the interest of the deceased. 

of a closed corporo.tion, for whose· shares no ready inarlcet eJ~ists. ';fuile 

the death of n shareholder does not legally dissolve the corporation, 
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prc'.,ctical difficulties ::,,:;,;;,r arise 1•Jhen it is ~-,,tte.T:1ted to continue operat.ing· 

the business. These difficulties .:o~re sL1ili],r to those referred to in the 

£.:.bove ::iar0.-graph on ~artnership. 

Another .:::.s~)ect o:C life i:nsw.·a.nce as ci:9;Jlicable to the business life 

is connected with the protection of creditors. 

s::dd i;.1 this respect uhe,1 re:.':"erence 1\k.;,S -~2,de to the ho 01e mortc.:;[e rede11ption 

cover. 

o,7er-2.tion uhere e, risk of' non-rep;J,y ient (); the d0bt e:-c:ists in Cd,se of the 

debtor's death or illness. The econo' ,ic o.dvti.:.1t,~,ces of insur~mce of the 

debtor's life lie ;n;.::,i:nly in eli:,inatin[: a, risk which would ·1.2.ke the credH 

operation dore difficult or -,mre expensive. 

a.ctions 1:-wuld be affected as s. result. 

L.1 either wa.;y·, econo::ii c trans-

To overoorne these difficulties, the debtor ;,rovides the creditor 1;1ith 

a policy on his life, thus ensuril1g thd the balance of debt outstanding 

following his death 1vill be pcdd off i·mnediei.tel3• by the insurance cmi1pany. 

Such a policy i•lE!Y also provide disability inco,Je. 

The· function of life insurance _AS <=• ::1e_:d1s of DersonaLsavings 

The enumer2.tio11 o:Z the econo .1ic functions of li.,:o insurcince would not 

be cowplete uithout a reference to its role ia the institutional field of 

personal savings. In f.:10t, the _commercio,l i."-11c1 :fin2.nci2.l syste;'1s used in. 

na.i1.y for,,rn of life_ ii1surance ( the so-cc1lled t:Hl,.ole lifen, encl01,:-,ent, 

o.nnui ties, etc.) result in ;;i,uch higher sa.vinc:s than those built U:9 in 01:-y 

other class of gener:.:i,l irn:rurunce. 

:!hy this is so c.,nd ,,rha:t -i:.kes life insurance ;,,, sa.vincs ,_,,ecliu:.~ uill 
\ 

surely be discussed. ih depth at other lectures in this se!',ine.r by ,~1ore 

competent technicians. Therefore, I do not need to d,-iell ::1uch on the 

:,1atter, especb .. lly ,.ts ·:,10st of' you are ))robJ.bl;y f:,;,1ilic.cr with ·the f)2,rticular 

syste:,, of life insurance that co,.:un.:w.1ds the. 9c1y· 1eu-c for the risk b:,. the policy 

L.1 the first 

~-·e2..r of a twe;.1ty-;/e,,,r contract, for inst;::..nce, the il1Sured uill be requested 

to 9u.Jr an aru1ual :,re•-:iu1 Hhich is fc.r too e::cessive for the risk in ·tlut 
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particular year but uhich will be partially used by the insure.nee comp2,ny 

many years lt,ter, towards the end of the contract. In this Hay, the 

pre1:1iur:t syste1:1 adopted by insurance coL1panies involves an L1plici t sa:ving 

dur~ng the first years of the contract a saving that the co:-,1po.ny sets 

aside in order to r:J.eet the obligations as c:.11d Hhen the indecmi ty or the 

maturity of the policy so requires. 

The saving thus accumulated is b1portont for the policy holder in 

at least two ways : first 7 savings will be J.1ade available to hL1 t1hen · 

his family or he hLJself will be most in need of it : the .::oment where the 

insured' s earnings are likel3r to stop, either because of· death, reti_rement 

or_d.fsability. Second, because the savings will yield an interest and 
' • I ' 

this_. interest will bear upon the al,1ount of premim:11. As you .ill know, the 

P3:'e1niu111 of a. life insurance policy is calculatecl not only ·o;,1 the basis of 

tl1e risk for the company (the amount likel:r to· be paid out on inde;.Juiit:ies 

because of prer.1a.ture death) but also on the basis of the inte.iest that the" 

company discounts from the i11vest(;1ent of t:6.e policy reserve. A great'er 

amount of savi11gs and higher interest rates would result, therefore~', 'in 

smaller premiu.'Tls to be po.id by the policy-holder or in a higher amount of 

the insured value. 

The attraction for the public of life insurance is therefore not 

only related to the protection function it provides, but also to the 

performance of the life insurance company ;;1,s a· savings institution and 

even to the attraction that the very concept of suvings is goine to inspire. 

You all know that the long-tera savings that are normally built up 

through a life insuro..nce policy are negatively affected as are long-

term savings in any bther financial system ... by the phenomenon of 
\ 

inflation, in the sane Nay that a b3..11lc savings account is affected by a 

general increase of prices·. The prer:1iu.ms paid are nominally related to 

the face value of the· insurance polioy, but ·the monetary unit which is 

_______ Q.or,~e....:t:ko.....rs;ctor.~emi:w,1s_and inR..emnit,iea) often does not keep 

the so..rne purchasing power. In other terms, successive premiuras of o;ne and 

the same policy a.re paid with a currency uhich keeps the saiJe name a;s that 

which is utilized for the final payaent of indec"mities 

al so the sar,1e substance. 

but h~s rarely 



Hence, life insur,1nce c.::.rryinc -:::. stronc; s.:wincs co bonent is iilllCh 

less c.ttro .. ctive in cou;rtdes uhere i:1:Z'L:..tion is '·" reSU,2.c;;.r phenonenc::.1 d.nd 

uher·e peo;_'.lle h.\ve lea.r,:~ed to live with iL l"t.-..rt~1er•,1ore, a lci~).d of 

correlatioil ··:1 :::-;::,0 'be e:Jt~:blishecl betueen nrice st;0,1.:::ili t;::,s Md success o:f 1:i.f'e 

ins1.1.r.:::..nce 7;ilans which c:'.Xe enclo'.red ,ritll c'; str6nc Si:.',Vir1cs CO: ,::_)o:nen:i; (like 
11'.Jhole life:1 ~Jolicies, endm::Jent pro2,rc,::12:1es, bu.t :1ot short-tert', or 6-roup 

insurw_ce prograumes t!here the i::::.,.vinr;s co :,:,onent is lesc i,:111ortant.) There-

fore, the in:fl~tion::.'.l':" eleitent 1·rhiol~ is GD. ei:'fective deterrent .for the 

prom.otion of life i::1st1Xa;.1ce _nolicies p,:,s dec,lt ~ri th in so.·::e countries 

thxougl:\ _t,he indexation of face values a.,nd pre;:;1iu;-1s. The princi•)le. is 

simple .1?1:1t.: its 2,:9plication is not .... In fact, incle.':':ation according to rates 

of ilflation ca;.1. only be successfully carried out if C0'::1l:innies are pr.ovided 

with,:;nvestment outlets for the reserves they h::.:,ve a.ccU::mlatecl per;-Jitti11g 

thest:j :reserves to be n1a.cecl in ini'lo.tion-:tree securities. The ree.1 proble;_,1 

is th'"st this type of securities is difficult to coi:re· by. It wo.s _thought, 
.,, 

at _one time, that buildings, real estate c..ncl sh .. :.res guaranteed stability. 

However,. this. conce!_Jt proved wrone: in _ 1a.ny cases. 

Life insurance corn~)c.inies, rightly, prefer to inves-t the a::Jount of 
their liabilities in di versified sectU'i ties uhich have 2, gv.armteed fi:1:ed -· 

interest rate. One reason :for so doing. is that, as it was p~eviously 

sucgested, the premiw:1 they collect :·:-ro,:, the policy-holders woulcl su:i:'fice 

to pay the benefits,. inde::1ini ties and annuities :for 11hich the co!:1:.1ai1y is 

liable only if the c.ccunuLited reserves :;-ield an interest as ner the . .. . ' . ~ 

stipulated rate.. This condition is ;.10t :..,luays ,·let by assets which ::1D.inta.in 

their rea,l values 1:,ut have v2.riable r2.tes of yield. :"Second, coi.,panies 

should ensure th2:b the :01ou;.it of Lwesti..:1e11ts provides for the :?1:i,y::1ent of 

1.11atured policies .:i.nd other benefits. i:Phis ret1uire,.:1ent cones before 2:-Zt3'. 
~ 

other consicteration;1 be it teclmico.l, CO'-..Jr.1ercic:..l or filUUlCial._: ?Jou, it_ 

seems o1)vious that- i11vest1e11.t in real assets (builclincs ancl. sh:ires, for 

ins·tance )' 2-t the s.i1:ie tL.ie carry :nore · risk of i'ludwition than e.,ssets in 

fixecl interest securities (bonds; 1o1ortg2,ees, etc.). In other words, to -

the e2tent thtrt"'""t!'l.e,"ob'Iigi.ition for·--=tr;e i11st1r;:.-..i;ce co_:1pa,n;y :is s·~ipuLe,ted 

according to the fac'e value, the investme:ut :,,olicie·s of thut co,.1:.)8.l'lY' have to 

be ·drat-m according-13°, even thou.eh another ty-~,e,' o.. t.1ore f'le:[ible .imrestr.rent 
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policy ·would be Q_roba_bl_;y; more •rewarding to the policy-holder and to the 

company. The emphasis here is on "probablyn, meaning that the operation 

implies a risk (a risk of not b.eing able to pay the noninal amoj.nt of the 

insurance policy) and this risk is incompatible with the security lJerfor

;1CJ.1.ce uhich is noL1;::,ll;y e;:pected ?ro'.:1 a, life insurance 001:r'_J<lny. 

· tn addition; lo.,rs ,.: .. ncl re:::,uL::. tioms · ,:hich ~,;:-,:71~.r to li:C'e ins1,,1r2,11ce 

co,:ipc{nieo ,).re no1~ ,ill;y orien-becl t0112-rds a~~ecl i;1terest ,0,ssetc, like l:>oricl.s 

a.rid debe.:nttires, ;_~ort::;,:;ges, c.;bvern;_,,ent securi.ties, :,olicy lo;;:,,11s, etc. In 

the Unit eel StateS' of A-:erica, to ,-_iention only the country-\:,There the voltv1e · 

of life insurance transactions •is by f2X the H0rld' s lc .. rgest, these 

catecories o'f' invos-t:::xentr:; c,ccount for :no1~e th<..,,n ~:o yier cent o:Z' all invest-

The a,l:)Ove cc.n lie res1.-c1ecl. t1.s followo the:re seems to l:ie .:1 con:.':lic-t 

between tr<'..di tione.l life ins1.1re,nce proe,Tc'...::m1est ,,-ri th ;__,, strone s2.vines 

ele;,iei:i,t, 8,11;cl the i11:fl.:.,tio112.r;y process th2-t :now ,.d.'f'ects the ,n£t5ority of 

001.u1tries, both develo:,:iinc; .:~ncl clevelopecl. Eflects of in:.':la,ti.oi1. uould be 

overco:.ie if the reserves built 11~1 by li:fe 

insU1°8.ll.Ce co:·1p.:i,;,1ies 1,ere i!1vestecl in a,ssets which uere re-ev::.ltt:a'.ted in 

,.1onetc.r;'./ ter:.1s, 2-s the cvrrency devc..lutitcc in :,1.u~ch.;..sinc; :,,ot·rer. Invest

uents in these assets, hmrnver, ;JXe ro.,rel;y co_ '.'}D.:ti1Jle ;~i th the kind of solid 

1?ecuri t~r _:::ierfor•.1~I1ce thJ;~ life ins1.U'.'~1.11ce co:"'.)_x.nies should follou under 0,ll 

circm1_st,a.t1:ces and, .::.ls~, yith-the current syste,., ;f-c2..lcuL,,tio11 of· premiu.ms 
··,,. 

which means that the interest ra:~e of the inves·bents should not u,.,der 

,.::w:1;y circU1,1stances fo,11 belo,r .:.'.. specifier.l level. 

Jl nt.u::ber of coun.tries ·..1tte,ei~J"te<l to overco,10 the i1bove difficulties, 

Uni te<.l States, 2.mi uls :,ri.1cri1~· used fo1~ crou~) :)emlio:n cche:1es. 0;.1 the 

basis of this s7si;e::1, the i11sux.::.;.1ce compc.11~-- · invested tbe reserves derived 

fro:;i 8.. ~ifarticulnr contract in .:rn.~, t;y:ie of u.soetfJ th~J; the ;:,ie::nsion buyer 

selcded at the h,-~ter's own 'ri?l;; of course. .".;.".other syste:1. co~1siste --~-----,-~-~ . ···-~ ·~---·"''"'~·-·""' .. 

of vari.::i,1)le anriuHies, oil both QTou::_, t:.nd inclividl~l ba.ci:;::, for uhich co_x:o:n 

stool:: :)ortfolio if? user.l as invcr.rtnent :,eclim~1 for the reserve□• Likewise, 

the c.ctua.ri.::.-,1 basis h",s :Jeen develo::,ed for v<'.:.ricble life insur;;.mce con.-~rac·ts 
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cli:fficul·~ to e::,,ec·'c frc ;_ c,:::.-· c;~ ihe: 1 the ::uL''il10;.1t .:,f the 1x:.oic :rec:;:uire

·.1e~1t of ;;_, li:': e Lisim::,,.,ce )olio:', i.e. -:;he cer·t~,i:).t:, th~,t the incle,_:•ni t::· rJill 

First, 

because ·U1e si;as"i;e•.1s referred ·i;o ;;,bove c;;,,:C! oul~- o:'.1ercto cuccessfull:·· in· 

c:..ssociation uith ;::~ vicorous, :Cle::ible c..ml solicl loc,_:,l stock i,1arket, rmd 

this co:ncli tion is non-e~~istent i:n the :,e,jori"GJ c·f" clevelo::iiu0, cou~1tries. 

Second, bec::..:use eve:.1 the best Gtocl: ,:,::.;,r~::::ets in tl1e uorlcl ho..ve :?ailed in 

recent tL-aes to !)rovicle the eviclence th.::t stock, shares 211d other 

Wellinforraecl opinion holcls thc:i; '1rotectinc; reo,l v.:,.lues of lH'e !)Olicieo. 

:.: .. nd thus providL1c effective ::::u:1J)ort t,.:i tl1c i1c::.tion2,l inr:.n .. 11"n:r.ce ,1arket 

can only be c~cl1ievecl throu.s·h cnorcetic ,J,,.1d l:een gover1·1.:,ent t,ction. Tero 

1. In so:·.rn cov:. triec:i, the cover11::w::.lts, uhile )l'O:',_otin,:; ,). ;.)Olioy o:C' 

;)ruc1ent 2,d.:,iinistr0.ti,)11 o2 -i:1'..o fumlo L1vested i:•:- life i11sur011cc cc:,panies, 

h,.:we ;,:;l so r>rovidecl ·l;hr: se cod~:, ::.ni es ,d tll so.Je i1wed 1e:Yt O\J)Ort1.~1i ties in 

the for::1 of cover1J2·1e;.rt-c,..w..r;.;,11teecl, inde::ed1 or se :-1i-incle::ecl securities. 

'11his ::1ecns that, to 2.. cer·G'"',in e:::"i;efft at lcc:,st, these cecurities 11 .. ,ve 

monetary v.:;,lues that increc,se £,s the :_,rn~c}2..::.sii.1c :1rn:er clocre:::t.ses; tl!.ere

:fore, face ws:lues· of insurc.~1ce policies can be increased accorc1i:1c;ly. 

~. 
2. IndeJ[i.::tio:;,1 of :''e.cc values Ctill 2.l::,o be acl::ievecl1 d:J is ce":erc.11~/ the 

case if fi::ecl-rate securities ~tielcl cm i11terest rc:i;e thc:..t beo.r □ c1 relatio;.1 

to the ro,te of b1fL.tio;.1, so th..:,t the ?or::.ier com~1e:we:.tes the latter, i?,t 

If this is so, fa .. ce ve,lues ,miild tend to 

... 'C~tll,r;'.5-t··-e-cTl'iIT~iffoii ~ . Ti'l o. ):~~r:t lci~;i1=~ i11c;:--c~:ri t i1 :;r O :L~i ;c-~) . l)O ii c:r' )l' ovi cl.eel 

hoi:reve:r. thc.t c. second co11cli·i;iou is _ :et : tl_,.::,t r. subst2-ntiD.l :y::,,rt of the 

'l'llic is ·che concli·Gion 
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tlic~t c:·overn:1e~-lts should el:!::'o'.i.'ce. L1 :J$.21Y co1-"C,:~rie2 this he.::: 1,;:em1 do.ne 

,nc" 1.·-:, 1•s ~-~l.-')"1.-•tc .. cl -,T. 1~•.-.• th...,-:, ' 1·,1.•,:.,_,,, ",e-~ce,~+ .... 0 ,·e .(. 60. +o nQ :,eJ;' ce,.,-'·) """'""" ~I.. " ~.;.iv ..:, '-''- 1,_..., ~ , v (,.,t..r,_, __ ,t,.,v .__ .. --·· v.!.~ .-. .L .. __ ..,"-"i.:.,.:, u :; __ .., ... _IJ . 

cleri vcd :£'::co_, the diZ:forcmce 0et\;:::ci1 tl·,e c..ctup.l Td.t e 

t;:,,ri:L'.'.' ca.lcuL-.tio;,~ 

thd; c:.rise out of' ii:1:i."lo.tion o,re e;ive,1 due conddero,tion here. The c,bove 

tries .onl:;:- to iclenti:fy so,:1e of tlle issues, but it is not intended to 

provi cle a full :;mal7si c " I si:·\ply tranted to dr,~;I your ~,.ttentio:;,1 to the 

:::,roble,n c.nd to urze 1Joth lecturers OJ:ld partici',)2.nts in this se:::1in,:;,r to 

give it some careful consideretion ::::..;:1d to J,11.--lyse it. 

II!. The econo1:1ic functions of life L1surance at nationc.1,l level 
11!1 ·tt:r·:m;t•e-• t-•. •. . * ••• 

The l,;·st subject uhich I should like to touch·upon briefly is that. of 

life insurance .:..1,a an ecorio·,,.1ic sector contributinc to t!ie ·11atio112.l product. 

The concept seems clec,r: iife· insurz'.,nce 2.ctivi ties, o,s all otrr'er economic 

0.ctivi ties, increase the e;,;.,101.mt of-' the 11c.tio1Hl ;,rocluction, th .. 1,t is, it 

provides econo~,'1ic benei'i ts ·ho the 11.'J.tionc.11 co::imuni ty. There is i10 cbubt 

about this questio'n~. A little .:1ore cli::'ficul t to define are the elements 

o·? the a.ctivi ties c2.rried out by inS1.1r;,c11ce comi:;1;1,nies t-rhich are integrated 

in the national prc;cludion and hm-1 to c::W:mtify these ele;:1ents ii1 ter,'.'ls of 

volume of GNP. 

There are et le;;:.st three cri teric1 for the c1.112,l;ysis, 11hich should be 

mentioned : . -

1. The first cri terion,:is very strc.ightfor,r:u-d : life insur,c,:i.lce conpa.11ies 

provide secu.ritJ"- tothei.r'clients. :Jb.d tl:.is securit:• neans to the people, 

the vclue);hat they ;;i,~tr,ibute to it, C2.J.1 be i1et1,s1.1red 1)3•· the a.:-1olli1t ol •noney 

;:,eople pay for it (pre~~iw1s). In other t·JOrds, peo,le cive ::,,riority to life 
\ ~ ~ ' ' 

insur.:J.Uce rather th&.n to an;ything else the ,:1one;r s::)ent on the::;e :::ireuiu,.,1s 

could buy. The cervices thus ::1rovidec.1 b3r ..:1 life i:i:2surance contrac·i; .:..:nd 

the total co11tri but ion of the life i;.1sur.:.1..11ce inclt\stry to the nation2.l econo,.:!y 
~___.~-~-""-'---........ -·-""'""''"",.,,~'------· ...,, ....• ~~-- --~~~--- ---·-~---

coulct therefore be ew1h'..:1ted in ,ter;,is of noney b;y the S,.i'.10Ullt of pre,;1iU';1s 

paid, or .the :v.::.lile of t:;oods encl services tl:ius, forecone. 



the ;re:.11 

pre:::iu is, but the nd; o::::iencl.iture -~i,: ... d.e !Y~• the co .\r,11.lirit~, of ·;r_;lic:;·-h.clders. 

This oo;_::iT1m1i·i;~· :·,cce,Y\;G t,., s:_1e:acl ,c1e~ C-i"l t~1.e servicoD it e:c::)ects tro.'. the 

co i:•.;i.::.:1ieo, but the :.iet ec:nenditm·e i,1clncle0 ne,t 0~11 - :xceniu,,s 1mt :c;lc·'.', 1 

.::,dcL0d to .. :re- :i u 1s, tJ· e i1ri; 0rest c:~: j __ :vest ·,e~cts :~oTec:o,.rn ,:mc.1, ded.1.wted 2ro ·1 

)cn·er,iu.,s 7 i::1demni ties, ,·.-.turi tieFJ 1 ~,olic~c-}1elo.2r c:iviclei1clG 7 :,hl_S the life 

reserves th2it .:..re :)i.::c c~cicle ::or t"he ")Ul')oSe o? ?u-:;m•e .L,der:mities .::.net 

tfh __ ,.;,,t consti t 1xl;c0 a .. . ':.10nei\C,ry v2.lue ot tlle services the ;_)eo:,le receive is 

wht,t the comy.inies 11oulcl c::,11 their :1.;--:ros::i inco:}ei1 • This, rou,?hl:•, would 

be the con-!;ribution to the n:1tio~·1~'..l 2r.oduct (or GNP). OI1. the other htc.nd, 

con"liribu-tion · t<~! · the nationJ.i · ipco;.1~ · 

Droclv.ct 
---·..--,., ... 7 

clivitle11Cls to sh0,re-holders ;;:;id "!r· the lif'e b1i::rur:111ce co::,:,)unies. The 

~,cere.:;;-.:i.te admmt of these di::iberse:1ents would coincide, rou[hl::;·, uith the 

,:,,•1om1t· of ,gros::i i:;:2co· 1e ( see -.'..bove). r.rhis concords iritll -the usu.::,l ~Jasi.c 

the volu;:;ie of f'i11;;:,:i.10L.:.l resources uhich consw.,crs contribute to fir::-1s 

(p2.~~,·1et1t for goods e,i1d services) ec_:u.il t,J the inctr .. ,e of 1,rcclu.ctio11 :2\ .. ,ctors, 

3. A third, c1.nc"\. .Jore realistic i11ter:;>ret'",tion 7 ,-rot·.ld tal;:e into account 

a wi,riet;:, of fa.ctors other -~h.211 thoce set out '-JJove. As Dr. R.H. Croue 

J,)ointed out in o.:;1 e..rticle ::;iublishec.l in 1966 Y, the re-:.1 contribution to 

t!J.e 11atio112.l eco;.10 ;;:-- h1clndes ::CJ:Uc.:.ntifh,ble contri1::iu·i;ionr:l'1 o:-:· cli:?i:ercnt 

sorts. 

Directo L:ijec-~ion o:e· i11coc.1e into tl10 countr::•r s econo;-•;:,'" throuc:h the 
\ 

pa:0~.1erit of both li vinG benefits t:nd clec.th bei1e:i t s -to 1)01ic:y--holders 

1:.t.:1cl their lJeneficL::.ries; 

JJ_,~ . .. Jke .. _,,JlQ.b.e:tt .. 11. C.roi;c., h-Gf'..es-a0i"' c'.;t the t:J·,iversi"Gt of South Carolina : 
,~.,, ... ,-----·· ---·--· ... ,.,·---~-~~- ;ur11e life i:1s1u~1...\l1.Ce i11cl.ustr:·-I"' L"111Cl tl1e ·Soutl1 Caroline:~ i]co:no;,_:·:t·11 

7 
in 

P..½sJ~is .. s ,<.o,l1Cl •• Essmo::,ic I-~evi~':·r I Uni versit~- of South Carolina, ll'eb.1966. 
Dr. Croue is 1 -_,_;t the ti ··!e of vrriti~1§:', :.i:;· collez,;:::ue in the illTCTAD 
secretc.ixiiJ;. 
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Rovision of incor.1e to the 110.,tio:n;:il econo,;~7 (business, indiviclu...,,ls 

and g-overn:1e:::,:i;2,l institutio;.1s) thron&h ::iur~h,J.ses l::J~t the li:.:e 

insuri:·.nce i:;1dust:r3,· of o., v.::~riet;'.;~ o:..' goods d,.:."'lcl services c.:.ml th.1•oug-h 

divide;.1dt? ptdc1. to n2.tiond 

shc.1-re holders~ office equi:,ne11t 2.11d su:);)l;:n neclic<-,1 e::c:-..·_:L1:.::;i;ior1 2,11d 

inspection fees 1 ;_"kty,Jerri: o~ fees for c.,ccotu1tinc;1 2.ctu....:.':.I'ic,l, legal 

Cl,lld investDent services; m.,cl niscelL~i,necus e:::pemli tt.u·e for ,-.12.1v 
other :)urposes. (This i te•::1 troulcl correc~'.lond, rou,::)1ly, to the 

concept of GHP as set out above.). 

P-t'ovision of' ve:1ture ca,~)i"i;,~~1 for use on v:::.rions il1vest1e:nt )rojects. 

For e:ca."1))le : ,Jurchase of hones &.nc1 fo..rms 1 lo0,;.1s to ::rnblic 

institutions tor housL•.g, health, educ2.tionc1,l D,nd other projects; 
.... 

constructinn o:i:' office 1mildines, Si10l)i_)inc centres C"olld other 

e::Dc:msion c!: public utili·cies,. rt.--.ilroads 2.11d 

industrial firms. 

!L comi)lete picture of the ccmtrilm.tions o? the life insurci11ce industr;y 

should also include t,1e so-cdlecl 0 iritang-i ::ile f 0,c-l;ors:i. Difficulties of 

neasurine;· or q11;;',.i.1tif'ying these 1\,,c-tors .shoulc: net be .:':.11 excuse for leavi11g 

the,n aside. These inte.,ngible contributi01is il1.clucle such 2::i.ctors as the 

encourac;er:.1ent of s:.:vi11c; c~:;10ng :)olic:/-llcldei"'s i the decre~--,Ge of t.mcertai11.t3, 

and, uorry Hhich uould. reduce their e:::':::'icienc3rf the incre.:.se oi' crecli t

uorthiness of the iltsured; 8.lld, the preserw.tion of heo.1-th throt.lC'h the 

efforts of life h1sura;.1ce ii1 the field of" ,-:1eclicD,l research and other t:v::ies 

of loss prevention • 

. A11other relo.:t.ecl. m1,~m..:.:1tifi2,ble i'c,ctor uhould brine into the picture 

the bal:::mce of :;:ieyJe1-ri:;o effects derivecl fro,J the e::iste11ce of a 112.tionr.l 

mc.rl-::et for life insurs.nce. In other 110rclo, the i1ational lJencfits cleri vecl. 

Yro···1 tbe e;•j s:t<il:i;;\Ce • .g,g..,l :i;i,.;dj ci1;Jd ;,1..rl.;,Qi; ..... ~uld-.t.;:.!;;e- o.loo into co11.sider<1tion 

the costs in forei6·n m;:cha.nr.;-e Hhich ~roulcl result fro.: i ta non-e::istence. 

Presur..w,bl;,;r, the peo!Jle uho need cover, u;:1cl have a.c":.er_::u;:,,-t;c fh1a:noial resources, 

1:mt could noJ.; hu;:7 this cover on do:.rnstic .'.:.:.r!cet, uoulcl hu-11. to :·oreicn ::1c.rkets. 
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These operation,s on f'qreiG11 rn2.rkets would eenerally· affec::t the country's 

balance of ps::,~r;nents :,:,osition in a ne,:;ative manner. 

i: ... 11ot]1er :.::'c.otor o::· cli:L.:'ioult cU,'.:.'l.tific:d,ion l'e::.'ers to tl1e ,1t.ture of' 
- - • ... ct::t:·t 

ef:2ectso L.lso, it con-tributes 

to invest,·1en·i: in i;.1:i":"astructure .~ ... ncl induotriec, .::ctivities 11here sl1.ort-ter:~1 

s ... ,vings are genercll;:.· not sui tecl ,J,nd e..lso :.rllerc uci,ssi ve foreic:11 cani tGl 

uoulcl otherHise 1Je necesse.r:r. Here :::~r;o.L.1, li:fe inst1r?.:.1ce tra:.1.scc·Gions 

The settinc u:::i of ef:i:icie,:,_t do:·1estic cor:,:;ic:mics to :::ect tl:.e :1c.tiono.l 

de,ac11d. :::or life i11surm1ce is therefore, for a vc1rietJ o:::-· re2.so:rn, l)art of the 

1:1eas1.1reB in the fielc:L o.f econo:.lic dcvelo:i,nent thct should 1:ie ci ve:n stronc 

1.mcl 0:1,7 re.ferring 

sernii1ar. lfoldnc; co,Jp,:mierJ efficient invari::.bl;y- . .'.e::.:.;.rn hel;)inc; the i1ational 

econo:~r cad ever;y incli vidv.al t.rho is part o"f it. :uvl :-,:i:ter 2.11, is not this·. 

scuinu.r, as well 11s the entire TJiTCT!l.D cduc:.d;iqn'."J.l :::>rogramme fo·r. Asia and the 

P:..cific, what it I s all about ? 

HOTT:!; 

the subject of eco110Dics of lite insuraace. 

O\·!es 2, 6--rec.t a.ee,l to the follo::i:1r,;' t,,o i10rlrn 

The pre:,xi.ration of this po,per 

0 Life 2,ncl he<!.lth. insrrcnnce lw,ncliJOc;:H, edited by Ihvis :!. Gregg ,c1.,,,"'1d 
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