UNCTAD/UNDP Regional Seminar on Life Insurance
anlla, Phlllbplnes, )—17 Ootober 1901

ECONOMIC FUNCTIONG OF LIFE INSURANCE

‘ Llfe insurancé operatlons can be analysed from three broad econonmic
angles 3 "first and foremost, life insurance as a product; a service, that
meets a potential demand from individuals. People may decide to take out”
a life insurance policy because they are worried about the posgibility of
leaving their dependenis deprived of the current income. Eeople need . ...
security; it is a need which stems from the instinct for stablllty and
certainty.: Thus, “the anaLy51s of*" thls particular aspect of life 1nsurance
will focus on the réle it plays 1n meetlng a baslc eoonomic need of each
Lnd1v1dual it protects. . ;

The second economic angle of life insurance concerns its Savings
aspect. “In many countries that form of insurance provides a welcome means
of saving Tor many people. ' The success of life insurance operations, thereé L
fore, depends to a great extent on whether the conditions for saving are as
attractive as' those offered by other investment opportunities. This will X
glve methe - opportunlty to dlscuss, inter alia, the question of 1nflat10n e
ag a deterren% agalnst the traﬂltlonal llfe 1nsuranca programmes._-J h

The thlrd broad aspect provisionally may be presented in th;s way :__”'
what global life insurance transactions méan for the national economy- is
not only the sum of the services life insurance venders to the individials
it protects. Life insurance as a global set of financial transactions and
as & subgect of ‘mational antivities carvrisd ot by life 1nsuranoe companles
contributes to'the national product and to the national ificome "in Many- ways.
It has a bearing onﬁsav1ngs and 1nVestments and on the allocation of economic
resources, whick in'turn have ai economlc Value er ge, 1ndependentky “of- the -
premiums and indemnities receivéd and’ paid. " Insurance institutions” employ’
people, promote training, pay, taxes and, more generally, make the national
economic’ life*rzcher and d1fferent from what it would be if they were' not ,
there.v my IECture w1}1 end W1th some reflectlons on thls subgect."v . '

.l.

I. _Ebdnommb fUnctlbns of 11fe 1naurance at 1nd1v1dual level

I think 1t mlght be useful 1o start thls analysis w1th a small clarlfl—
cation. In.some 1nstances, llfe 1nsurance is associated with the protection
of ° : = : be--Falkenag--the value of

a human llfe. It is obv1ously a wrong a83001at10n which may give rise to”
a moral problem.. From a-philosophical: standpoint, human life is endewed .
with a value beyond any comprehension.: In this semse, to assign a.given
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monetary value to a hvmen ]1fe, slmp‘" does not maxe sense — to gome this may
éven seem a8 blasphemy i Expressions such as "Mr, X is worth a million ruppees
in the strict seuse, are absurd.: .. . - .+ .,

Life insurance is not connected with human values, but rather with the
economic value of a human life, a value derived from its earming capacity and
the financial dependence of other lives on that earning capacity. In that
sense, it may ve stated that life insurance meets a number of different eco—
nomic purposes — nothing more, For instance, life insurance may be necessary :
gag to ensure a given income for the family after the death of its head ;

b) to provide for a.disability and retirement income (c) t0 be used as a
guarantee for:business.opurposes. The following:paragraphs will provide. a brief
elaborailon on the above argument., S : .

(a) Income for the fam;alx

By means of life. 1nsurance &, person can make sure that his wife, chlldren
and other-dependents will benefit. from a certain income, whether he ias alive
or not. In- this way, he can spare his family the disruption of earnings that .
woudl result from his death and, possibly, he can leave his family in the same
economic position as: they would have been had he lived. The objective of
providing economic means-to.dependents in case of death is, generally considered
as the first economic function:of a life ingurance: pOlle.‘ In this respect,
quantiflcatlon of ‘these means stems from two dlfferent, although very much inter-
related, bases @ (1) the capitalized value of the future net earning of the
policy—holder ; or (2) the amount that would be. ‘necessary to caver the needs of
the family in the event of death of thé income producer. This latter. approach
(the so-called "needs a.pproa.ch"), takes into consideratirn not only what the
expected gross-economic needs amount to, but also any resource. (e.g. social
security: benefits, family support, other beneflts) that may ba forthcomlng in-
case of . death, _

For the individual policy-holder, this sum seens %o set the upper limif .
of his individual demand for life insurance. It is not to be expected that .
the family is economlcally better off without 1ts breadw1nner than with hlm. ¥
So that any sum of life insurance above those limits.wWould normally mesn dn .
excess of whai is nomally corsidered as an "1nsurable 1nterest"

There are other factors related to the demand for llfe 1nsurance that are
not dlrectly derived from the abqve consmderatlons._ Among thesa factors, two
are of particular relevanpe : firat, life insurance as a provider of the so-
called "clean-up fund" which is meant to owver: the expenses that emanate from,
the death of the 1nsured and to Tigiidaté a1l Sifrent outsfanding olbigations, ;
such:ag. ¢ - , _ ¥

St

’L“'hospltal and doutors' fees connected wlth the lagt 1llness

- peraonal obligations, including unapaid debta, househcld blllg, i
ingtallment’ payments, personal luans ;

~ cost of estate administration ;

~ estate, inheritance, income and property taxes.
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Second, life 1nsurah¢e ag a prOvider for home mortgages redemption needs,

. which plays also an important role. In fact, home ownership burdened with

a mortgage poses generally a financial problem in: case of demth.  Mertgages

-are amortlzed over a period of years ‘through installments out of the. 1ncome

of the head ‘of the family. It is highly ppobably that an unliquldated
balance will be still outstanding upon the death of -a person with dependent

“children. - A life insurance policy for at least that unliquidated balance

has in tlis case a ‘twofold function ¢ first and foremost, by providing the~
Tunds which &fe needed for payment.of theé outstanding debt, it will reduce:
the amount of income that would otherwise be required to meet the bawmic
family needs. Second, it helps obtain the mortgage itself from the
financial institutions. These institutions could be reluctant to make a
loan to anyone whose inccme might -be discontinued.in case of deaths .In

that respect, mortgage insurance lowers the rate of interest..and, by facili-
tating credlt, has a posltive effeot upon bullding 1ndustry and the related
'bradesn ! o P JiEy .. .

(b) R\tlr@ment~and dls bilit 1ncome

A typlcal "life polloy“ prov1des a sum of mcﬂey in case of deamh. There
arey. however, other catégories of pelicies related to the :1ife insurance
business; that provide indemnities. in case of the ingured:livierg towa-cer¢ain
age. The various categories of life policies will be .dealt with by ‘more
competent lecturers at this eéminar and I would not like to dweéll exceasively
on the matter, The only thing I wish .to single out .is the need, which arises
in the course of a man's life, and for which the life insurance industry- has
developed an adequate.product in the fonm of annultles prov1ded as long as
the 1n5ured person is allve. N

These Gategorles of llfe pollclea "1n case of llfe" can be also made
operational in case of total. and permanerit . disability of the insured: peraon.
In either form{whether the amuities-are.paid at the dge of retirement or;:.
also, in cace of disability), the indemnities respond to the need of providing
means for covering consumer and household expenses of those who have lost the
capacity to work. . In that .sense, the particular category of life insurance I
am referring to-aims at meeting a need of-a similar sort_as the one described
earlier.. The point is that a family needs financial means,'either because
its head died; or‘because his age or health situation do not permit him to
carry on his prdfessional life, or because he is otherwise prevented from -
belng a salary earnern,ﬂr otherwise produoer 1n the econdmic llfe.

. [
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(o) Businegs insurance.

An economic need for life insurance arises‘frequentl& from vhat soﬁe
aunthors reéfer-to.assakeyman indemnification”, ise. a sum which is intended
to offdet thereconomic losg: resulting from the death .oxr. the person whose

mmmmmmmmmce, Businiess connectioms and personal

good-will were an important asset for the organization and: a neeésgsity for
its successful operations. The loss of this person for the organization
concerned results therefore in a loss of real assets, and a life insurance
may be taken out in order to provide compensation for such loss.




Waat will be the walue of the pelicy that will .be contracted for that
purpose < iIn other words, what will be the quantiﬁigd volume of the demand ?
In ‘most "cases, the sum insured is dec;ded in terms of -the expected earnings
tha@ willivbe "lost in case of death 3 1t may alcoc be:based on the additional
compensation that will have ta.be pald ift a’ replacement of +the "keyman" -is .
needed° rInrother cases, the basis for indemmity:can. eaelly be established
wheit protectioniis. required in ccnnection with:some.specific research project
of femporany duration. The funds invested :in.the:project.may be lost - :
partially or totally - if the person. in- charge dlesr and hle or her life. may
therefere be insured for that sum. = ek . ce

Another 1mportant feature of life 1neurance'1n connectlon with. buelnees
is that it ‘permits- the continuity of .existencé of commercial or industrial
enferprieea, partleularly those set up in the form of general partnership,
In:general, any change in the partnership of these enterprises (due, for
instance, to the death of one of its partners) causes its dissolution and.
liquidation follows as a result. This almost invariably results in a severe
shrinkage of assets, because these have 16 be digposed of at_ low prices,
while good-will is lost completely. Another poeelblllty is that the sur-
V1Ving parﬁnera pureheee ‘the interest of the dedeased, but either way they
can’ experlence a loes, ‘oran interruption of their income, or a need for.
‘‘céngiderable  liquid fiunds, or all the three factors combined,* Each paitner
may be insured, thérefore, for the .amount of his interest in the-firm, the

- ihsurance being owned by either the partnership, or:the other partners. The

.-}¥ife insurance proceeds, in case of death of one of them, are ueed to -
purehase the 1nterest of the deceased. : :

There is a demand for a gimilar sort of agreement for the ehareholders
of a closed corporation, for whose shares no ready market exists. While
the death of a sharédholder does not' legally dissolve the corporation, prac-
+Hical difficulties may arise when it is attempted to continue operating the
buginéss.  These difficulties are e1m11ar to thoee referred to in the above

i paragraph on- partnershlp.

Another aepect of life insurance as appllcable to the. bu51nese life
is: connected with:the protection. of creditorss Something has already been.
said in this "fespest when reference was made to the home mortgage redemption
coveri Ih more general-terms, thé: argument .could be applied to any credit
operation.where a-risk of non-repaymert of the debt exists in case of the
debtor's death o#-1llness: The econemic advantages of insurance of the
debtor's life lie mainly in eliminating a risk which would make the credit
operation more diffibult or more expensive. In either way, economic trans-
actlons would be affected as a reeult.

- To: overcome these dszlcultiee, the debtor prOVIdBS the creditor with
a policy ot ‘his life, thus ensuring that the. balance of debt outstanding -

following his deaﬁhmumdiwhg_pald“nffwlmmedlaxalymbymthe*aaaureaeeucem@eeyew

Such a pollcy nay aleo previde dleabllity 1ncome. _ s R
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IT The functlon of- 11fe 1nsurance as a means of Rersonal sav1ngs

The enumeratlon of . the economic functlons Qf 11fe 1nsurance would not
be complete w1thout a referenoe to its role in the institutional field of
personal savings, In fact, the commercial and financial systems used in
many forms of life 1nsurance {the so-¢alled "whole~life™, endowment, .
anmuities, etc.)-result in much hlgher sav1ngs than those bu;lt up in any

‘other class of general 1nsurance.

Why'thls is so and'whai'makes life insurance. a savings medium will
surely be distussed 1n depth at other lectures in this seminar by more.
competent technlclans. Therefore, I:'do not need to dwell much on the maxter,
especially as most ‘of you are probably familiar with the particular system
of 11fe 1nsurance that cowmands the payment .for the rlsk by the policy-holder
long before the risk 1s Tun by the insurance company.  In the first year of
a twentyuyear contract for instance, the ‘insured will be requested to pay.
an annuaI premium Whlch is far too excessive for the-risk in that 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 premium system
adopted by ‘insuranice companies involves an implicit saving during the . .
first years of the contract — a saving that the company sets agide in order
to meet the obligations as and when the 1ndemn1ty or the maturlty of the

policy 80 requlres.

‘The sav1ng thus- accumulated is 1mportant for the pollcywholder in at
least two ways s first, savings will be made available to him when his
family or he- himself will be most in need 6fiitt the moment where the
insured*s. earnings- are likely to stop, either beéause -of death, retirement
or-disability. Second, becauss the savings will ‘yield an interest and

this interest w1ll bear upon the amount of premium, - As you all know, the

premium of a 1ife insurance policy is calculated not only on the basis of
the risk for the company (the amount likely to be paid out on indemnities
betause of premature’ death) but also’on the bagis of the interest that the
company discounts from the investment of the policy reserve. A greater
amount of sav1ngs and higher -interest rates would result, therefore, in.

-smaller premiums to be paid by the polloymholder or in a” hlgher amount of
the insured- value. i Celan : _

The attnagjion for the public of 11fe 1nsurance ig therefore not
only related- to the protection function it providesy but also to. -the -
performance ofthe life insurance company as a savings institutiom - and
even to the attramtlon that the very concept of savmngs is g01ng to 1nspire.

You all know that the 1ong—term sav1ngs that are normally bullt up
through a life insurance pollcy are negatlvely affected ~ as are 1ong—term

: > : : on-of-infiationy -in-
the same way that a bank saV1ngs account is affected by a general increase
of prmons. The premiums paid. are nominally. related to the face value of"
the insurance policy; but the monetary unit which-ig common to. the two
factors (premlums and 1ndemn1ties) often does. not keep the same purchasmng_

e

-




-6 -

power. In: othew~temmh ~EUCaRE I¥e- preniums. of.one.a0d. the. game policy are
paid with a gurrency. which keeps the same rame &s that which is utilized
for the final payment of 1ndemn1tles - but has rarely also the same substance.

Hence, 11fe 1neurance carrylng“a gtrong savings: component. is much less
attractive in countries where inflation is a regular phenomenon and where
neople have learned to live with it. In fact, a kind of correlation may be
established between price stability and success of life insurance plans which
are endowed with a strong savings component (llke "yhole life" policies,
endowment programmes, but not sHort-term or group insurance programmes where
the eaV1ngs oomponent ig less 1mportant) Therefore, the inflationary -
‘element - whloh is an effectlvedeterrentfor the promotion of life insurance
_ pollcles = vas dealt with ‘in some countries through the indexation of faoe

values and premlums. Theé principlé is simple but its application is not.
In fact, 1ndexat10n ‘according to rates of inflation can only be successfully
carrled out e campanies are provided with investment outlets for the
Tegérves they have accumulated permitting these reserves to be placed in
inflation-free’ eecurltles. The real problem is that this {type of securities
is dlffleult‘to ,come by. It was thought, at one time, that buildings, real

estate and . eharée guaranteed stablllty.‘ However, thle concept proved wrong

in many cases. ‘

Life insurance companles, rightly, prefer to 1nvest the~amount of their
liabilities in diversified securltles which have a guaranteed fixed interest
rate. “'One reason for so d01ng is that, as it was previously suggested, the
premium they collect from the policy-holders would suffice %o pay the
beneflte, 1ndemn ties and annultles for which the company is liable only if
the accumulated Teserves y;eld ah” 1nterest ds per.the. stlpulated rate, This
oondltlon is not aIWays met by assets which are supposed to maintain their
real values but have varlable rates of yield. Second, companies should énsure
that the amount ‘of investments provides for the payment of matured policies
and other benefits., This requlrement comes before any .other consideration,
be it technicaly ‘commercial or financial. Now, it seems’obvious that in-.
vestment in real ‘asgets (bulldlngs and- shares, for 1nstance) ‘at’ the Same o
time - carry more risk of fluctuation ‘than agsets in fixed" interdst” eecurmtles
(bonds, mortgages, ete.): In othér words, to the extent that)the obligation
for the insurance company is stipulated according to the face value, “the
investment policies of that company have to be drawn accordlngly, even though
another type, a more flexible 1nvestment policy would be ‘probab. mere
rewardlng to. the pollcy~holder and ‘40" the company. The emﬁhaels heré is on
"prob bly", meanlng;that the operetibn 1mp11es a rlsk ‘(a rigk of not bBéing
“able to pay the nomdnal amount 6f the insurance pollcy) and this risk is
incompatible with the security performance whlch 13 normally expected from
a 11fe 1nsurance company -

RIS

*In addition, laws and regulatlons whzch apply to 11fe insurance
companles arekhormally oriented towards fixed 1nterest assets, like bonds

oY, HOVETImEnt SeCuritiss, pol;cy Ioane, et In™

the. Unlted States of America, to mention only the country where “the wolume: ‘
of 1ife inSurance transactions is by far the'world's largest,. these cate- 5
gories of investments account for more than 80 per cent of all 1nvestments :
made by life insurance companies. :




.

The above can be summariged as follows ¢  there seems tu - be a conflict
between traditional life insurance programmes, with a strong savings .
element, and the inflationary process: that now affects the majority of .
comntries, both developing and developed.-. Effects of" lnflatlon would be
overcome - at ‘least partially - if the reserves built up by life 1nsurance
companies were invested in assets which werere—evaluated:n.monetary terms,
as the currency devaluates in purchasing power. .But either this category
of securities iz not available, ur it entalds a speculative element which. .
would not be compatible with the kind -of solid security performance that

life instirance companies should follow under all circumstances. Also,
this kind. of securities may be at odds with the current system of calcu-

lation of premiums whereby the 1nterest rate of the investments should not ;
under any oerumstances - fall below a specified level.

A,number of oountrles have attempted to overcome the above dlfflcultles.
For example, a system of "separate. accounts" was introduced mainly in the’
United States, and was primarily used for group pension schemes. On the
basis: of this system, the insurance company invested the reserves. derived
from a particular contract in any type of assets that the pension, buyér .
selected - at the latter's owm risk, of course. Another system consists
of variable annu:.‘bles1 on both group and individual bagis, for which
common stock’ porif&ITB‘Tg“ﬁﬁéa?as“investmént'medmumear-the-resarvesww
Likewise, the actuarial basis has been developed for variable Tife insurance
contracts. in which- the face value of the pollples w111 vary accordlng to the
performance of an equlty or shares portfqllp.‘, .,]”.

What is the 1nterest of those systemshln the con$ext of the developlng
countrles whlch are, affected by. heavy 1nfla$1on rates ? My personal view is
that anyona of these systems — or of the manJ variations available - hag its
merits in specific cases but that, in general, it is dlfflcult t0 ex oect ;
from any of them the fulfilment of the basic requirement of 'a life 1nsurancé
policy, i.e. the certainty that the indemnity will correspond to a given
purchasing power or a given real value. First, because the systemg referred
to above can only operate successfully in 333001a¢10n with a vigorous,
flexible and solid local stock market, ‘and such a market is non-existent in
the majority of deve10p1ng countries.... Second, because even the best stock .
markets in the world have failed in reoent times to. nrovtde the evidence
that stook, shares andvother securities. of thls type can keep constant
values of. 11fe-pollcles - and thus provxd;ng effective support to the -
national insurance market - can only .be achleved through energet;c and .
keen.government—actloq. Two maln arguments are generally used in thls
connection § ... .. e _ -
1, In some cquniries, the governments, while promoting a policy of
prudeént admlnlstratlon of the- funds invested by life 1nsurance oompanles,’
have also prqv1ded these companles w1th some 1nvegtment opportunltles 1n

Thls means thatm to a certaln extent aw least, these Sequrltles have ;
monetary wvalues that increase as the purchaslng power decreases ; therg—L.
fore, face values of ingurance pollcles can. be. 1ncreased accordlngly.__wiy
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‘caleulation - reverts to pollcyaholders.
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2, .- Indexation of face values tah also be achieved if fixed-rate
securitids’yield. an interest rate that bears:a relation to the rate of
inflation,” &6 that the former compensates the latter,'-at least to'a
certain eitent. -If this LS 80, face values would teéhd 1o adapt to. infla-
tiohy in & partlclpabxng \wluﬂ prof;ts) policy, provided however that-a-
second  condition is met "t "that ~ 'substantial part of the returns on ¢H~~
invesiments reverts: “to po 1oy~holders. This is the condition:that .
governments 'gshould enforce, In meny countries this has. been -doié and it
ie stipulatéed by law that e high percentage (60 to' 90 pér-cent) of the * -
profits” -derlvea from’ the dlfference between the actual:rale of 1nterest‘
and the "teohnlcal" rate, which is ‘taken into account 1n the tarlff ‘

Not all the problems that arise out of inflation are given due con-
sideration here. The above tries only to identify’ some of the issues,
but it is not' intended to provide a-full analy51s. T simply wanted to
draw your attention to the problem and to urge both lecturers and par— © -
ticlpants in thle geminar to give it careful con81deram10n 1n the forth-a'-
comlng dlscu851ons. _

III., The economic functlons of life 1nlurence at natlonal level
W

The last subJect whlch I should like to touch’ Tpotr brlefly 1s that

'of life ‘insurance as an economic sector contrlbutlng to the natxenal

product. The concept seems clear life insubance activities, as 'all’
other economic activities, increase the amount of national production.
There is no doubt about this questlon. A little more dlfflcult to deflne
are the elements of the’ acthlties carried out by insurance companiés” ‘
which are integrated ‘in %he’ Tational produotlon and how to quantify these“
elemente in terms of volume of GNP. A e

;There'are at least three_crlterla for the analysis s

1. The flret criterion is very stralghtforward ¢ llfe insurance companlee
prov1de Security to their clients, What this securlty ‘means to the pe0ple,
the value that they attribute to it, can be measured by the amount of money
people: pay for it (premlums) In other words, people give prlorlty to life
insurance rather than to anything else the mohey spent on these premiums
could buy. The servicés thus provzded by a life insurance contract ~ and
the total contrlbution of the life 1nsuranoe industry to the’ ‘national
economy — could therefore be ‘evaluated in terms of money by the amount of
premiums paid, or\the value of goods and services thus foregone. -

2. A second crlterion implie& a more restrlctlve approach s the real
contrlbutlon to the national product i& valued not according %o’ the _
premiums, but the net- expendlture made by the- communlty of pollcyaholders.,
This communlty ac; pte to spend money oI the services it -expects -from’ the
sy S Hot only premiums but also,
added to premiums, the interest on ihvestments foregone and, dedhicted from
premiums, indemnities, maturities, ‘policy-holder dividends, plus the life "

LR N
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reserves that are put aside for the purpose of future indemnities. and
maturities. » In short, what the people pay to insurance companies and
what constitutes a monetary value of the services the people receive is
what the companies would call their "gross income". This, roughly, would
Pe the contribution--of life insurance transacted in the country to the .
national product (or GNP).. On the other hand, contribution to. the national
income ~ conceptually equal to that of the product — ig the total amount
of salaries and commissions, rent. and dividends to share-holders paid by.
the life insurance companies. The aggregate amount of these disbursements’
would coincide, roughly, with the amount of gross income (see above).

This concords with the usual basic definition of "product" and "income"

in the national accounting system ¢ the volume of financial resources .
which consumers contribute to firms (payment for goods and serv1ces) equal
to the incone. .of production factors, paid by the firms. : :

3 A thlrd, and more reallstlc 1nterpretatlon, would take 1nto account

a vamiety of factors other than those set out above. As Dr. R.M. Crowe . .
peinted out.in an article published in 1966%/ the real comtribution to . .
the national reconomy includes "quantlflabla contributions™ of dlfferent )
sorts. In principle, three maln categories may be 1dent1fled :

- Direct . injection of income into the country's economy through the
payment of both living benefits and death beneflts to policy—holders
.and thelr beneflolaraes ;;,;

- Prov131on of income to the natlonal economy - (bu31ness, 1nd1v1duals
and governmental 1nst1tutlons) through purchases: by the life
insurance industry of a variety of goods -and: gervices and through
payment of taxes, This 1tem.1nclu§es taxes, licence charges and
fees .paid to the state and® governments 7 salaries and
commissions paid to employees and agents dividends paid to national

;-share-holders -; offlce equipment and supply ; medical examination and
inspection fees i ‘payment. of fees for.accounting, -actuarial, legal
and 1nvestments services ; and miscellaneous expenditure for many :
other purposes. (This item would correSpond, roughly, to the concept
of GNP as set out above.).' : :

- Provmslon of venture capltal f'or use on various investment projects.
For example 8 purchase of homes and*farms ; loans to publlc insti-.. .

. tutions for housing, health, educailonal and other projects con—.,
struction .of .of fice buildings, shopplng centres and other commercial
properties. ; expén91on of puhlic utllitles, railroads and industrlal
firms, v oo - e : - S .o

“
N

l/ "The life insurance industry and the South Carolina Economy", in

Business and FEconomic Review, University of South Carolina, Feb. 1966.
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A complete picture of the contributions: of the life insurance
industry should also .include the so-called "intangible-factors",.
including encouragement of saving among policy-holders. ; the décrease
ofjuncer;ainty~gnd worry whieh:would reduce their efficiency § the
increase of credit-worthiness of the insured ; and; the preservation
of ‘health. through the. efforts. of life insurance in the field of
medical research and other types of logs prevention. leflcultles of -
measuring. or quantlfylng these factors should not be an excuse for:
leaving: them aside. o _ : . F oo

'Another related unquantlflable Tactor would br1ng 1nto the
picture the balance of: payments effects derived from the -existence of
a national market for life insurance. In-other words,. the national
benefits derived from the existence of a national market should take
also into consideration the costs in foreign exchange which would result
from its non~existence. FPresumably, the people who need cover, ahd have
adequate financial resources, but could not buy this cover on domestic -
market, would turn to foreign markets. These operations on foreign -
markets would gemerally affect the country's balance of paymenta p031—
tion in a negative manner. \ : .

Mnother factor of difficult quantification’ refers to the nature
of the' investments made by life insurance comranies,: a concept beyond
the mere question of the volume of these investments. Savihgs: derived
from life insurance operations are in general of long~fterm nature ; in
fact, the longer the duration of the policy, the higher also the amount
of savings, so that -the.global amount of investments made. by the insu-
rance companies may be planned on a long term approach. This has mani--
fold effects. For instance, it helps reduce inflation. - Alse, it -

i contributes to investment in infrastructure and industries, activities
wheyre short-term savings are generally not suited and also where massive
foreign' capital would otherwise be necessary. Here again, life-insurance
transactions may influence favourably the conditions of the capital -
market, and even bglance of payments and national indebtedness.

; The setting up of efficient domestic companies to meet the national
*f‘ demand for life insurance is therefore, for a variety of reasons, part

| of the measures - in the field of economic development -that should:be

‘ given strong consideration by policy-makers in developings countries ~

| and my referring to "efficient domestic companies™ brings me back to the
ﬂi main purpose of this seminar. Making companies efficient invariably

] means helping the national economy and every individual who is part of
it. And, after,@ll, is not this =zeminar, as well as the entire UNCTAD
educational programme for Asia and the Pacific, what it's. all about 7
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