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- BCONOMIC ~FUNCTIONS OF LIFE INSURANGE - José Ripoll

Life insu:anoe operations can be analysed from three broad economic
angles E first,and foremost, life insurance as a product, a service, that
meets a potential demand from individuals. People may decide to take out
& life insurance policy because they are worried about the possibility of
le@ying:their dependents deprived of the current income. Peonle need
security, it is a need which stems from the instinet for stability and
certainty. Thus, the analysis of this particular aspect of life insurance
will focus on the role it plays in meeting a basic economic need of each

individual it protectsw

The second economic angle of life insurance concerns its savings

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

© of saving for meny 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 opporiunities. This will

give me, the opportunity to discuss, inter alia, the question of inflation

. ag a deterrent against the ;traditional life insurance programmes.

The third broad aspect provisionally may be presented in fhis way ¢
what global life insurance transactions mean for the national economy is not
only the sum of the services life insurance renders to fhé:individuélé itlpro—
tects. Life insurance ag a global set of financial transactions and as a
gubject: of national activities carried out by life insurance compandes con—
tributes. to the national product and to the national income in many ways. It
has a bearing: on savings and investments and on the allocation of economic

resources, which in turn have an economic value per ge, independently of the

#
.. premiums and indemnities received and paid. Insurance institutions émploy

people, promcte training, pay taxes and, more generally, make the national
economic¢ life richer and different from what it would be if they were mnot:

there. My lecture will endwith some reflections on this subject.
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I. Beononric functions of life insurcnce ot individurl level

I think it sight be uselul 4o gtort this cncloeis with o gall

clarificotion. = In soe insteaces, life insurance is osscciated with the
protection of huwm lifer the value of the wolicyr zight then be taken a8

the velue of o huwen life. - It is obvicusly & uring wsscciatisn fhich oy
give Tise to & .orzl nréblem. From & philosovhicsl stondneint, hwwsn life
is endoved uith -+ value beyond any ccmrehensiosn, In this senszé, to assigun
o glven monetary value to o husen liTe, simply does not ake gense ~ fo
sote this ~ay cven see.: oS bl@sphe:y ! Ivnressiong such zg 9 llr. 7 is worth

a million ruppees®, in the strict sense, are absurd.

Life insurcuce is not couanected with hwsan velues, but rather srith

the economic value of & huusan life, o velue derived froz its ecrning canacity
and the finsncial dependence of other lives on that earning canacity. In
that sense, ‘it aayw be-stated that life insurcnce seets a nwiber of different
scononic purposes ~ nothing core.  Jor insurance, life insyrance may be
necéssary : (a) to ensure a given incomne for the fawily after the decti of
its head; (b) +to drovide for a disability and retirement incene; () to

be used as a gusrantee Tor business purnoses. The above noints are imnortant,

gound and correct, and the following naragraphs zre a brief elaboration on thea.

() Incoue for the fomily

By meens of life insurance a nerscn can nake sure that his wife, children
and other dependents will benefit from o certain imcowe, vhether he is alive
or not. In this way, he con sware his faaily the disryotion of'earnings .
that would result Trom hisg death and, possibly, he con lesve hisg family in
the same econonic nosition as they would have been in had he lived. The
objective of‘prdvidiﬁg econonic means to denendents in case of death is generally
considered as the first ecomonic fumction of o life insurcnce nolicy. . In
this resvect, guentification of these neans stens from two different, although
very much inter-related, bases : (1) the canitalized. valuwe of the future net

earninee of the policy holder; or .(2) the arcunt that would be noesible to

calevlute to measure the needs of the Ffawily in the event of death of the
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income producer. This latter anposch (the sc—called “needs anproach™),
talces into congideration not only what the ermepted gross econbaic needs
anount to, but also ony resource (e.g. sociaul security benefits, fumily

sunport, other benefite) that moy he Forthco:ing in case cf death.

Tor the individunl nolicy-hblder, this cun seems to set the unper
linit of his individual de.and for life, inswrance. It is not to be exnected
thot the family is ecomonmically better off without its beadswrinmer thany. with
hivie So that any sun of life insurance above thoge linmits would norﬁally nean

an excess of what is normelly considered os an Vinsurable interesi™. However,

there are other ITuctors related o the denond for life insurance that are not

directly derived fron the above considerations. Luong these factors, two are ' .
of particular relevance, as follows : first, lifa insurance as a vrovider of
the so-~called “eclea —un fund" vhich is meant to cover the expenses that

emonate from the death of the imsured and to liguidate all current outstanding

o

‘- Hospital and doctors! fees connected with the last illness;

~ Personal obligotions, including unnmaid debis, hcusehold bills,

Second, life insurance as o provider for hoae mortgages rédémption needs
plays also an important role. Iﬂ:facﬁ,-hODé ovmershin burdened with o ort-
gage noses geﬁgrélly @ fincncial wroblen in case of death. Mortgages are
anortized over o ﬁeriod of years througﬁ instzllnents out of the incoue of
the head of the Tamily. It is highly nrobable thot an unliguidoted balance
will be still outstanding upon the death of o nerson ﬁith'depéndeﬂt children.
4 life insurcnce nolicy for at least thet wnlicuidated balance has in this
eage a twofold function : Tirst ond foremost, by providing the funds which

are needed for pajyment of the outstanding debt, it will reduce the amount of

income that would otheruige be reguired to ueet the basic fanily needs.

4
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| obligations,such as
- Puneral expenses;

\f . .

; installnent payuents, wersonal loans;
~ Cost of estate administrotion;

] - Estate, inheritance, iuncoue and nronerty tores.
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Second, it helps obitain the sortgnge itself Fron the financial institutions.




dts head died,!: or “:ecausg his age or health situction &o not permit h'im to

These iunstitutions could e reluctant to wlie o locn to anyene whose lncone

night be discontiaved in case of death, Iz thet resnect, noris gp insurance

lowers the rate of interest and, by (ucilitoting credit, has o posiﬁlve

elect unon building industry ond the related irades.

() Retiresent and digob bility imcc e

L toicel Flife policy® wrovides o su: of noneyr in case of death. There

o

wre, however, othef cotescries of

nolicies related to the life insursace
huginess, that )rﬂv1aw 1“de aitier in co.ge of the imsured living to a certoin
AT . e varlous categories of life nolicles will he dealt with by nore
éompetent léeturers at this seuiner aad I tould not like to dwell excessively
on the matter, The only thing I wish *o single out is the need, which arises
in the oourde of a uan's llxe, cnd for vhich the life insurance 1ndustrj has
develooed ain adegquate Uroduom 1n ‘the Tora of annuitieg nrovided ag long as the
ingured person is alive. |

ot
These catepories of life nolicies ‘iz coge of life’ can he alsgo ade
onerational in case of total and pernanent disability of the insured person.

In either for: (vhether the anmuities are paid ot the age of retirenent or,

also, in case of disability), the indewmities respond to the need of nroviding

neans for covering consupmer and household erpenses of those vho have lost the
canzeity to worl. In that sense, the particular category of life insurance I
an referring to cice of meetine a need of o similar sort as the one described

earlier., The neint is that a funily needs Tinancial meansg, eifher because

carry on his professional life, or because he ig otheridse nHrevented rfron

being a salary earner, or otherwise nroducer iu the econonic life.

(¢) DBusiress insurance
. PRl LY

An economic need for live insurance ariges freguently from vhat some
authors refer to as o Ykey .an indemnification®, i.e. o sus which is inteaded

to offset the ecenouwic loss resulting fr01 the death ¢f the nergon ithose

cantial, technicil Knowledge, experience, businoss comnections and personal




coodewdill were ‘wa important asset for the crpanization ond & necessity for
its guccessful operditicus. The loss of this nerson for the organization

cencerned results therefzre in & loss ofreal ossets, and o life insurance

may be tolen out in order to provide compensation for such loss.

That ill be the value of ﬁhé‘ﬁolicy that will be contracted Tor that
nurpose ? - In other werds, vhot 7ill be the cuantified volunie of the denand ?
In 4ot cases, the sw: insured is decided in terus of the crmected earning
that will be logt in cose of death; it =uv clso be based on the additional
compensation that will hove %o be naid if 2 renlacenent of the ”ke? fonit ig
needed. In other cases, the basis for 1?6@1@1““ cin ea81lu Ye es tabllghed
when protection is reguired in comnection with sonme }ECl ric researcb ﬂroaect
of temmorary durntion. The funds invested in the nroject nar be logt -
partiolly or totally -~ if the perscn in chorpe dies, and his or her life
nag {heiefore be insured for thot sun.

AT _

Another important feature of life insurance in connection with business
is that it permits the continuity of eristence of commercial or industrial
enterprises, particularly those set up in the form of general partnership.

In general, any chaqge;;qwthglpartgership of these enterprises (due,_for ilie
stance, %o the death of one of its partners) causes its dissolution and
liquidation follows as a result. This almost invariably results in a severe
shrinlcage of assefé, because these have to be disposed of at low prices, while
good-will is lost ‘completely.,  Another nossibility is that the surviving
partners purchase the interest of the deceased; but either way they can
experience a loss, or an interruption of their incomé, or a need for consider—
able liquid funds, or all the three factors combined. ~ Fach nartner may'he‘
1nsured, therelore, fqr the amount of his 1nwerest in the flrﬂ, the insurance
belvg owned by either %he partaershln, or the other nartners. The life
insurance proceeds, in Case of death of one of them, are used to purchase

the interest of the deceased.

—"

There-iso-demand for-a-similar -sort of -agreenent. for the shareholders
of a closed corporation, for whoge shares no ready market exists. Thile

the death of o shareholder does not legally dissolve the corporation,
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pracsical difficulfies may arise when it is ottespted to continue operating

the bhusiness. These difficulties zre similar to thosc referred to in the

above naragranh on narinershin.

Another nenect of life insurance as aonlicable to the business life
is connected with the protection of creditors. Sonething haz alrendy heen
szid in this resmect when reference was made to the hovwe mortgagre redenntion
cover. . In more general terms, the arguient could be apnlied to uny credit
onerstion where o risk of non-renayient ol the debt evtists in case of the |
debtorts desth or illness. The econoiic advaatcopes of insurance of fhe
debtorts life lie meinly in elirinating o risk which would zke the credit
operation uore difficult or more expensive. Ian either way, econonic ftrans—

actions would be afTected as a result.

To overcone these difficﬁlties, the debtor nrovides the creditor ﬁith
a policy on his life, thus ensuring thot the bzlance of debt outstanding
following his death will be paid off immediately by the insurZnce company.

Such:a policy wmay also provide disability incone.

TT. ' The function of life insurance a8 a4 neans oi nersonal saviuze

_ The enumerztion cf the econonic functions of life insurance would not
be complete without a reference to itslrole in the institutional field of
personal savings. In fact, the commercisl and finencial systems used in
many forns of life insurance (the so-called “whole life”,; endownent,
annuities, etc.) result: in such higher savings than those built up in any

other class of general insurance.

Uhy this is so‘and what ekes 1ife ingurance o savings wediuw: vill
surely be discussed ih depth at other lectures in this seninar by anore

competent technicians., Therefore, I do not need to diell :mch on the

uatter, especially as most of you are nrobably fumlisr with the barticular

systes of life insurance ithat coumands the nayient for the risk by the policy

Holder Iong before the risk is run by the insurcnce company. In the first
year of a twenty-year contract, for instance, the insured will be reguested
oA

to pay an annual wresiws which is for ‘oo excessive Tor the risk in that
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particular year but which will be partially used by the insurance company
many years later, towards the end of the contract. In this way, the
preuiuwn systen adopted by insurance companies involves an iﬁplicit saving
during the first years of the contract -~ 3z saving that the comﬁany sets
aside in order to meet the obligations as and when the indemnity or the

maturity of the policy so requires.

' The seving thus scoumilated is important for the policy holder in

at leaétvtwb ways 4 firsf,'savings will be made available to hiw when:
his féﬁily.or he hingelf willybe nost in need of it : the moment where the
insuréd's'earnihgs are likely to stop, either because of;death, ré%ifemeht
orfaiéability. Sedoﬂd, becéuse the savings will'yield ‘an inférésf‘aﬂd )
tﬁié‘inferest will bear hpén the amount of premium. As you all know,'fhe
preﬁium:of a lifé insurance policy is calculated not only on the basis of
fﬁé fisk for the company (the amount likely to be paid out on indemnities
because of premature death) but also on the basis of the intevest that the’
company discounts”ffom the investuent of tﬁe policy reserve, A'gréatér
anount of savings and higher interest rétes would result, therefofe;”ih
sineller premiums to be paid by the policy-holder or in a higher amount of

the insured value,

The attraction for the public of life insurance is therefore not
onlyjrelated to the protection function it provides, but also to the
performance of the life insurahcé company as d‘saviﬁgé iﬂs%itution -~ and
even to the attraction that the very concept of sévihgs is going to inspife.

You all know that the long—term savings that are normally built up
through a life insurance policy are negatively affected -~ as are long-
term savings in any cher financial system « by the phenonmenon of
inflation, in the same way that a bank savings account is affected by a
general increase of prices. . The preamiums naid are nominally related to

the face value of the insurance policy, but the monetary unit which is

. __cormon to the fio factors (premiuis and indemnities) often does not keep

the same purchasing power. In other terms, successive premiwng of one and
the same policy are paid with a currency which keeps the saine nume as that
which is utilized for the final payuent of indemnities -~ but has rarely

also the same substance.
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Hence, lifé in%urance carrVﬁng”a strong SEViHCS\CO”pOﬁeRt ig much
1ess uttractlve in countr 10 wbere llﬁlublOﬂ ig o regular phenohénon and
there oeonle h~vo 1eurned %o live with 1ua Turthermore, a kind of
correlation may be es tablished betueen prlce stability and success of life
insurance plans which ere eadowed with & strbng sevings cormonentd (liké
Whole 1life" policies, endowaent programes, but not'shortnterm or gf6up
insurence prograrmes where the sovings coxponent is leso importantg ~ There-
fore, the inflaticnory element -~ which is an effeotive deterrent for the
promotion of life iumsurance nolicies -  was dealt "1th in soze couatrlea
through the indexation of face values and preuiuns. he 0r1a0101e 15
simple but ite anplication is not- In fact, indexation accordlng 0 rutes
of 1n¢latlon can only be successfully carried out i7 counhnles are orov1ded
with. lnvestﬂent outlets for the reserves they have accujul@ted oerllttlng
these reserves to be nlaced in inllation~iree securltles, The real problem
ig-that this type of securities is difTicult to come by. It was th&u@ht,
at one time, that buildings, real estate aund shores guaranfged_stability,
However, this concent proved wroig in many cases. |

Life ingursance companiea,:fightlgy prefer to invest theﬁaﬁount of
their liebilities in diversified securities which have o Dumrﬂnweed fived
interest rate.  One reason for so doing.is that, as it was previously
suggested, the premiuwm they colleet “rom the DOlle—h07deTS would suifice
to pay the benefits,. 1nde11n1t1es and annuities for which the ‘couany is

~liable only if the cccumlated reserves yield an interest as per the )
gtipulated rate. This condition is net always net by assets which meintain
their real values but have variable rates of yield. Second, coupanies
should ensure that the mowut of investuents provides for the payment of
patured policies and other benefits. This reguirenent cones before cny.
other consideration;'be it technical, commercial or financial.: ¥ow, it -
seens obvious that investuent in real assets (buildings hnd.sbJTes, for
ins%ance)Vzt the maine tine carry more rigk of fluctuation than assets in
xed interest securities (bonds; mortgoges, etc.). . In other words, to.
——dhe-emtentthurttHe 6¥lization For the insursnce CO’Dmﬂy is suipulated
according to the face value, the investment nolicies of that coupany have 1o

be drawn accordingly, even thouzh another %tyne, a hore flexible .investuent
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policy would be probably more rewarding to the policy-holder and to the

company. The enphasis here is on "probably?, meaning that the operation
implies a risk (a risk of not being able to pay the nominal amojnt of the
insurance pblioy) and this risk is incompatible with fhé'securify perfor—_

nence which is nor:w:lly expected fron o life insurance comany.

In addition; laws ond regulations vhich apnly to life imsursice
coupanies ore nor wlly crienmted towards Tixed interest nssets, like honds
and debentures, nori;ises, rovern:ent securities, nolicy loous, etc.  In
the United-StateS‘of Aderica, to wenmbion only the cowntry-where the volune
of life insurance transactions is by far the world's lorgest, these
categories of investments sccount Ffor more than 0 per cent of all investe

‘ ments’ 1mde by life insurcuce counanies.

The azhbove can be resujed as follows 1 there seems to he o conllict

between troditional life insurance progromes, with o strong savings
elenent, and the inflotionery nrocess that now affects the maJority of

i countiries, hoth develoning aad developed. Effects of inllation would be

\ overcone - ot lexgt partially - if the reserves built up by life
insuraiice conpanies vere invested in assets which:vere re-evalusted in
nonetery terus, as the currency devaluastes in 3urc“using nower. Invest-
nents. in these assets, however, are rarely cowhﬂtlole ith the Pird of solid

wnies shoulﬂ Jollow wmder a1l

seduritv nerforiunce that life insurance co"

clrounstances und, ulso, Vlbh the current SJSUGW of culculmtlon oi premiums
which ﬂean“ ‘tha vt the interest rate of the 1nvest1eru should net - under

AR 01rcumstunces - fall beloir o sDeclfleu level.

A nupber of countries attespted to overcone the above difficulties,

for exa:mle, a systep of “seporate accounts’ was introduced mainly in the
i Unlted Suates, mnd zus'nr11ar11\ uged for &TouD nengion schenes. = On the
busls of this grraten, the insurcnce compmﬂ“ invested the reserves derived
fron & ﬂarticular contract in.any time of assets that the pénsion bwrer

selected - ab the latterts own'risk, of course. Anotbef syste: consiste

of variable anxunities, on both aroun and 1ndlv1duul b&ulu, for uliich coon
stock nortfolio is used as ianvestaent sediwm for the reserves. Likewise,

the actuarial basis has heen develoned Tor varicble life insurance contracts




in which the Jace value ol the pelicles will very wccording to the perlor-

mance of an couit or shares worticlio,.

Tthat is the interest of wtheoge goahens in the countelt of the
W heave indlotion rodes? Iy

develoning countries vhich cre ofi

soeas -  or of the nonr variastions

nersenal vier ig thot szvone ol these g
avellonle — oo its erits in snecific cnses but that, in genseral, it is

v ' -,

difficuld so emmect fron anel then the Mulifilucut of the besic requlre-

aent of o life insuraiee nolicy, i.e. the

_ cnidy will
correspond to o given »urchasing pnowver or i givea real value.  First,
because the sysiens relerred to above cun only onerate auccessfully in-
association with o vigorous, fle:iible and solid locol stoclk narket, and
this condition im nen~existent in the o jority of develoning countries.
Second, because . even the best stocl: narlkets in the world hove failed in
recent times to wrovide the evidence thal stoclk, shares and other
securities of this tywe can retain congiant values in real teras.

Wellinformed opiﬁion holds that wrotecting real wolues of life nolicies. —
aad thus providing effective swmort to the naticnal ingurance narket -
can only be achieved through cnergetic and lkeen governient sction. Tiro

wain arpunents are generally used in $this conneciion

1. In some cou;%riés, the governments, while wronoting a nolicy of
nrudent administration of the funds ianvested W life insurance corpanies,
have also nrovided these coimanies with soue invest:ent opportunitieé in
the forn ol govermnent-guarsuteed, indexed, or seni-indexed securities.
This means that, to o certcin extent at least, these securities hove
nonetary values that increase as the »nurchaging noiter decrezses; there-
fore, Tace values of insurouce policies can be increasged accordingly.

4 :
24 Indexation of mce values can also be achieved, oz ls generally the

case if fized-rate securities rield an iuterest rote that beors o relation
o the rote of inflution, so that the forner comnensates the latter, at

1

least to n cerftoain eitent. IF this is so, face volues would tond to

s

efEnt to Tuflation, in a narticineting (with Hrofits) poliey, nrovided

hotrever that o second condition is itet @ that o substantial pert ol the

returng on investuents reverts to wolicy holders. Thig ia the condition
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that povermaeunts should enforce. In meny cowniries this haz beon done

O

ond it is sti Lluicc bg axr that o bhigh wercentuge (60 o 90 ner cewt
o ﬁhé'dfbxizs - 6er1ved ITo 'he dl_mbrence betieen the actual rate

IR - }

of imterest and the “3eChh 219 rote, whioch ig taolen indo acocunt in the

tariff oalculaﬁibn ~ reverts to nolicy holders.  Fot 11 the wnreble:s

that wrl e out of infla tlon are given due counsideration here. The above

-

ﬁries .only to 1deat1u-'soge of tihe issves, but it iz net intended ‘o

w

provide a full dnal'51uu I sivply wanted to dror your attention to the
nroblen and 10 urge Both lecturers and particinapnts iz this seninar to

give it some careful coansideration zad to an lyse it.

III. he econonic funcitions o; 11 e insuronce at national level

he l-st subject which I should like %o touch upon briefly is that of
life insurance as an ecorounic sector contributing to the mnational product.
The concept seems clesr: life insurance activities, as all otNer ecomomic
activities, increase the amount of- the nationsl production, that is, it
provides econonic benefits to the national commumity. There ig no doubt
about this gquestion. = A little nore difficult to define are the elements
of the activities carried out by insurance comvanies which are integrated
in the national production and how to guantify these elenents in teras of

volune of GNP.

There are ot least three criteria for thé'analysis, vhich should be
nmentioned ' ' ' )
1. The first criterion-is very straightforvard : 1if® insuronce companies
provide security totheir clients. “hat this security means to the neople,
the vglue,xhaﬁ they attribute to it, can be neasured by the ancunt of money
people pay for it (préﬁiwﬂs), In other words, peonle give nriority to life
insuraace rather thaen $o anything else the noney snent on these nremiums
could bhuy. The services thug »nrovided by o 1life in 2SUrance. contrac - and

the total contrlbutlon of the life 1nsurmnce indvstry to the natlonul econoav

= could therelore e evuluated in ferus of noney b“ the amountgox premlums

pzid, or the value of goods #nd services thus. foregone.




- 12

2. & secend critverion inplies o more regirictive amircnch ¢ the reul

4

contriution to the actioncl »roduct is voalued nct aceordiay to the
preﬂiﬁﬁs,'but the nev expenditure zade by the coummity of wolicy-hcléers,
This coumunity secents to snend wner ot the gervices it ernects fron the
conmanies, but the net empendiiture includes ot oniy oremiwis but sloo,
added to »re:iuis, tre interest cu ilvestients forezene and, deducted Tron
srenivig, indemnities, wturities, policy—hcldér dividends, »nlvs the life

reserves that are nut cside for the »urnose of Twiure indemnities ond

naturities. In short, whoet the neonle nar to insgurance commonies znd

what congtituitcy a aonétary velue of the services the neonle receive is
vhat the comnanies would ccll their “gross incone®. This, rouzhly, would

be the combribution to the mational nroduct (or G3P). On the other hand,

contribution to the national incone - conceéntuell: eual to that of the
aroduct - is the total amount of splories and comaiseions, rent and
e ML A AT .
dividends to share-holders noid b the 1ife insurance coupanies. he

o - N . - .
azeregate anount of these disbursenents would coincide, roughl::, with the
anount of gross ilncoue (see above)u Thais concords with the uwsunl basic
definition of “product’ and Yincome' in ihe national accounting siete:
the volume of finsncial resources which conswrers contribubte to Tiris

(pa;ent for goods and services) egual %o the incoue of wreductioan Factors, .

naid by the JTirms.

3o & third, and aore realistic intermretation, world take inté account
a voriety of factors other thon thoze set out above. Ag Dr. R.M. Crove
nointed out in an article published in 1986 L ; the rezl contribution to
ihve national econo.y includes ‘ouantifiable comtribuiions? of difierent
s0ris. In »rincinle, three muin cotegories oy be identified -¢
- Directo injeciion oi incoue into the countr;'s econory through the

| paraent of both living benefite and death heneiits to nolicy-holders

gid their heneficiories;

i/ Dr. Robert H.. Croye,-Professer ot the -U-iversity of South Caroling :
“The life insuronce industr and the South Caroline Zeonoiy™, in
Buginess wnd Beounosic Review, Umiversit: of South Carolina, Feb.l1966.
Dr. Crowe im, ot the tiwe of writiag, ¢ collezpue in the UNCTAD
Becratariat.
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~ " Rovision of incone %o the nationnl econouy (business, individuals
and governientol institutions) through purch&ses by the life
insurance industry of a voriety ol goods. end services and tvhrough

fadvment of tazes. This iten includes teies, licence charges and

;ees pald to the Suhte end JUJIClle soverinents; ;s~l es and

CCE‘.-,

issiong ﬁwld To en Dlo’eeu and a"eﬂb lelQend” naid to ﬂmbloﬂul
shale aolaers; office eguinnent : IQ U IJ, medloal exciinaticn and
inspection Teesj poyuent of fees for cecowrbing, acturericl, legal
and investuent sérvicé5° 21.d niscellanecus expenditure for meny
other surposes. (This 1te1 would corregpond, rousnly, to the

coaoent of QP as set ouT ahove, ).

- "'Proviulow of veatlre canluhl for use 6u vairiouns investaent n70 jectS.

s 3uICﬂase of homes and farms; loans to nublic

instituticns Tor nou31ng, health, educational and other vrojects;

. 1 o . . I -
constructinn cf office buildings, shonning centres ond cother

f

!
g . s . - . s .
i commercial nronerties; expunsion of public utilities, . reilroads and

\ |

industrial firms.
] . N .
i A complete npicture of the contributiens of the life insuronce. industry
1 should also include vhe so~=czlled "intangible foctorsY.  Difficulties of
neaguring or guantilfying these Tactors should nct be an excuse Tor leaving

thed aside. These intangible contributiosns include such factors as the:

encouragenent of soving caong policy-heolders; +the décrecsze of uncertainty

and. wvorry which would reduce their efficiency; +the increase of credit-
rorthiness of the insured; and, the preservotion of health throwsh the
efforte of life insurance i the field of =edical research and other tV7es

! of logs nrevention.
- > 3

e

L]
inother reloted wnguontifisble factor whiould bring into the picture
the halsnce of nayents effects derived fron the existence of o notionsl

market for life insurance. In-other weords, the national benefits derived

: Trom.the evisieace-ei-d-patisnsl.aarket should take also imto consideration
the cogte in foreign exchange which would result fro. its non-eristence.
: Presunably y the peonle who need cover, znd have adequnie financial resources,

wuat could not buy this cover on donestic norket, would turn o foreigm narkets
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These operations on foreign markets would generally affect the country's

balance of paments wositlion in a nesative manner.

L ta 1.

wmother Joetor of difficult cusantification velers to the aature of

the “dnvestiento nade - lile insurande coramiler, o concent beyond the

nere gusstion of the volu e of these invesinents. Savings derived frowo
life insurance operations are im general of long~tern nature; in loct,
the pager the duration ¢f the wolicr, the higher algo the anowat of

savings, s0 thot the slobal soount of investients ade Wy the insurance

o

1

companies mey be nlanned on & long  teri 2onroacii. Thie naé anizold
efTects. Tor insvance, it helps reduce inlation., ‘Llso, it contributbes
to investaent in infastruciure snd industries, cciivities where shori-~tern
sovings are generelly not suited and also where massive foreirn eapital
would othervise be necessary, lere ogain, life insursance transccetions
iy indluence favourably the coaditions of the caonital marlet, and even

-

balance of nayments and national indebtedness.

settiang wn of elficient donestd maanies to meet the nationa
The setting wp of efficient domestic companies to neet the na 1
demend for life insurance is therefore, for a varieiy ol remsoda, nart of the
neagures in the field of econouic develonnent that should be given strong

congideration by policy-apkers in develoning countries - and 2y referring

,.:

0 ”efficieﬁt domestic coumanies’™ brings ne back to the mein nurncse- of this
geninar. IHeking coupanies efficient invariably .eans helping the national
econoxy aind every individual wvho is part of it. ind . after all, is not this-
seninar, ‘as well us the entire UNCTAD educationnl »rogramme for Asin and the

ccific, what it's all about

OTE

3

A mumber of uooﬁ and nomwls of general interest are availlable on
the subject of economics of life insurance. The nreparation of this voper

ores o great deal to the following two works

- “Life ead health insuwrance handbock®, edited by lavis ' Gregg and
mmmmwmme%ﬂewB~wLue v19?3, Richard D Frorin “Encyy-Hooeyrood, I11l., USA.

- "Life Insuronce”, by Dan Il IieGill, 1967, Richord D. Irwin Inc.,

honewood, I1l. USA.




