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I. ABSTRACT 

 

This thesis analyzes product developments and costs in the European life insurance industry. In 

particular, four open research areas are studied in detail – two concern new life insurance 

products and two focus on costs in the European life insurance industry. 

 

First, the cost of life distribution in Europe is examined. Here, we focus specifically on 

distribution costs of distribution systems, channels, and insurance markets. Based on several 

unique data sets from the European life insurance market, we study the key drivers of 

distribution costs and discuss potential future developments against the background of an 

increasing intermediary regulation and digitalization. In addition, we analyze the implications 

of regulatory interventions in Denmark, Finland, the Netherlands, and the UK. 

 

Second, we also analyze administrative costs in the European life insurance sector, with a focus 

on recent market dynamics and the development of insurers’ economies of scale in regard to 

administrative costs for four of the largest European life insurance markets (Germany, Italy, 

Spain, and the UK). Toward this end, we conduct regression calculations based on a log-log 

transformation of premiums and costs based on several unique data sets of the European life 

insurance market. 

 

Third, we specifically focus on the German market, which turned out to face considerable cost-

related challenges. Here, from the customer’s perspective, we look at new product 

developments and their effects on product complexity – effects which might be substantial cost 

drivers, particularly when related to IT, personnel, and distribution costs. Also examined are 

new life insurance products with respect to type and new characteristics. This involves a 

comprehensive empirical analysis based on an individual assessment of products recently 

launched in the market.  

 

Finally, we analyze “enhanced annuities,” which are very prominent in the UK market but not 

in other markets (e.g., Germany). We study drivers of and barriers to demand and supply for 

enhanced annuities as well as the potential market implications of introducing them. We assess 

implications for annuitization rates, immediate and deferred annuity markets, and the so-called 

cannibalization effect, which can arise within the portfolio of standard annuities when enhanced 

annuities are introduced. This is done based on a comprehensive review of literature as well as 

an empirical survey of the German life insurance market.  
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II. ZUSAMMENFASSUNG 

 

Die vorliegende Arbeit analysiert Produktentwicklungen und Kosten in der europäischen 

Lebensversicherungsindustrie. Zu diesem Zweck werden vier offene Forschungsziele detailliert 

untersucht, wovon sich zwei auf Produktentwicklungen und zwei auf Kosten in der 

europäischen Lebensversicherung konzentrieren.  

 

Zunächst werden Vertriebskosten europäischer Lebensversicherungen untersucht. Wir 

fokussieren uns insbesondere auf Vertriebskosten von Vertriebskanälen, Vertriebssystemen 

und Versicherungsmärkten. Darüber hinaus analysieren wir die zentralen Treiber von 

Vertriebskosten und diskutieren potenzielle zukünftige Entwicklungen vor dem Hintergrund 

einer zunehmenden Intensität der Regulierung von Intermediären sowie der Digitalisierung. 

Außerdem analysieren wir die Folgen von regulatorischen Interventionen in Dänemark, 

Finnland, den Niederlanden und Großbritannien. Unsere Studie basiert auf mehreren 

einzigartigen Datensätzen des europäischen Lebensversicherungsmarktes.  

 

Danach untersuchen wir die Verwaltungskosten im europäischen Lebensversicherungssektor. 

Wir fokussieren uns auf aktuelle Marktdynamiken sowie auf die Entwicklung von 

Skaleneffekten hinsichtlich der Verwaltungskosten von Versicherungsunternehmen für vier der 

größten europäischen Lebensversicherungsmärkte (Deutschland, Italien, Spanien und 

Großbritannien). Dabei führen wir auf log-log Transformationen von Prämien und Kosten 

beruhende Regressionsberechnungen durch und werten mehrere einzigartige Datensätze des 

europäischen Lebensversicherungsmarktes aus. 

 

Im Anschluss konzentrieren wir uns auf den deutschen Lebensversicherungsmarkt, der in den 

vorhergehenden Studien deutliche Herausforderungen im Hinblick auf Kosten aufzeigt. Dabei 

fokussieren wir uns auf neue Produktentwicklungen und deren Auswirkungen auf die 

Produktkomplexität aus Kundensicht, die ein substanzieller Kostentreiber (insbesondere für 

Personal-, IT- und Vertriebskosten) sein kann. Dabei bewerten wir die Produkteinführungen 

auch im Hinblick auf ihren Produkttyp sowie ihrer neuen Produktmerkmale. Dies geschieht 

durch eine umfangreiche empirische Analyse, die auf einer individuellen Auswertung der 

neueren Produkteinführungen im Markt beruht. 

 

Des Weiteren fokussieren wir uns auf das Lebensversicherungsprodukt „Enhanced Annuity“, 

das in Großbritannien, jedoch nicht in anderen Märkten wie z.B. Deutschland, sehr verbreitet 

ist. Wir analysieren Treiber und Hindernisse für das Angebot und die Nachfrage von Enhanced 
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Annuities sowie potenzielle Implikationen einer Einführung von Enhanced Annuities für den 

Versicherungsmarkt. Im Speziellen konzentrieren wir uns dabei auf Implikationen für 

Verrentungsquoten, sofortbeginnende und aufgeschobene Rentenmärkte und den sogenannten 

„Kannibalisierungseffekt“, der im Portfolio von sofortbeginnenden Rentenversicherungen 

aufgrund von der Einführung von Enhanced Annuities entstehen kann. Hierzu führen wir eine 

umfangreiche Literaturrecherche sowie eine empirische Umfrage für den deutschen 

Lebensversicherungsmarkt durch.  
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III. INTRODUCTION 

 

This thesis is devoted to product developments and costs in the European life insurance 

industry. More specifically, the aim of this work is to (1) investigate factors that influence the 

distribution costs in life insurance as well as the consequences of regulatory changes with 

regard to distribution costs; (2) study economies of scale in regard to administrative costs; (3) 

analyze new product developments with a focus on their effects on product complexity from 

the customer’s perspective; and (4) investigate enhanced annuities with a focus on drivers of 

and barriers to supply and demand, as well as the potential market implications of their 

introduction. 

 

1. MOTIVATION AND RESEARCH QUESTIONS 

 

The topic of distribution costs is becoming increasingly relevant for customers, insurers, and 

legislators. Due to the problems of the continuing low interest rate environment and rising 

distribution costs in Europe, life insurance products are becoming less attractive to customers. 

This endangers new business volumes for insurers. In addition, legislators have begun to greatly 

intensify insurance distribution regulation on a European level as well as on a single-country 

level.  

 

The literature on life insurance distribution focuses on cost differences driven by the 

distribution systems of a single market rather than on channel analyses of several markets (see, 

e.g., Hwang and Gao (2005), Klumpes (2004), Trigo-Gamarra and Growitsch (2010), Ward 

(2002)). In addition, the findings of the rather scarce literature in this area are not always fully 

consistent and they depend on the country focus, for instance. Furthermore, the literature does 

not address heterogeneity in regard to factors that influence distribution costs and, hence, a 

comprehensive analysis of these factors in several life insurance markets is lacking.  

 

In addition to the continuing low interest rates and increasing distribution costs, European 

insurers also face increasing price transparency, cost transparency, competition with banks, 

asset managers, and platform operators, the continued consolidation of life insurers, and the 

digitalization trend. Therefore, in addition to controlling for distribution costs, leveraging 

economies of scale with regard to administrative costs is a key factor for success among 

insurers.  
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The literature on costs and corresponding economies of scale in life insurance primarily 

analyzes total costs rather than administrative costs for a single year or a single market. 

Furthermore, the results among the existing literature are not consistent. Some authors report 

positive economies of scale (see, e.g., Fecher, Perelman, and Pestieau (1991), Grace and Timme 

(1992), Houston and Simon (1970), Praetz (1980)), whereas other authors find no or negative 

economies of scale (e.g., Daly, Rao, and Geehan (1985), Fenn et al. (2008)). Furthermore, the 

papers on the development of economies of scale over time are rather scarce (see, e.g., Kaye 

(1991), Pritchett (1973), Pritchett and Myers (1980)). Therefore, a comprehensive analysis of 

economies of scale in regard to administrative costs over time in several life insurance markets 

has not been conducted yet. 

 

One driver of both high distribution and high IT and personnel costs are complex life insurance 

products. This is an issue for the German life insurance market in particular, since distribution 

costs are very high compared to other European markets, and complex products are a major 

driver of the overall degree of complexity in the German insurance market (which has increased 

in complexity in recent years). Furthermore, the regulator in Germany has stated that customers 

find many life insurance products incomprehensible and too complex.  

 

A large part of the literature on the development or implications of insurance product launches 

deals with product innovation or the management of product developments (see, e.g., Johne 

(1993), Storey and Easingwood (1993), Vermeulen (2004)). More recently, several papers have 

focused on newer forms of life insurance products, such as, dynamic hybrid life insurance 

products (see, e.g., Bohnert, Born, and Gatzert (2014)), enhanced annuities (see, e.g., Gatzert 

and Klotzki (2016)), and variable annuities (see, e.g., Condron (2008)). Another strand of the 

literature is dedicated to the degree of innovation in insurance product launches (see, e.g., Dorka 

(2010), Köhne and Kopp (2007)). The literature on product complexity focuses on the 

relationship between product complexity and decision-making (see, e.g., Bettman, Luce, and 

Payne (1998), Olshavsky (1979), Swaminathan (2003)). The literature on product complexity 

in the insurance industry is rather scarce (see Becker, Döhrer, and Johanning (2012), Klotzki, 

Gatzert, and Muenstermann (2015)). Hence, to date, the types and new characteristics of 

product launches in the life insurance industry as well as any associated effects on complexity 

have not been studied, and they constitute an open area of research. 

 

In addition, due to demographic development and the increased need for private pensions in 

many industrialized countries, product development in the decumulation product landscape 

(e.g., immediate annuities) has become increasingly important. The development of one 
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particular form of immediate annuity, namely “enhanced annuity”, is very prominent in the UK 

market but not in other markets. Enhanced annuities are immediate annuities which, at the time 

of contract inception and in addition to the age and the gender (in countries where this is still 

allowed) of the policyholder, use additional pricing factors, which lead to an enhanced annuity 

payments on account of reduced life expectancy. Pricing factors can include, for example, body 

mass index, cancer, diabetes, long-term care, multiple sclerosis, postal code, or smoking status.  

 

In the UK, compulsory annuitization of defined contribution pensions was a major driver for 

the size of the annuities market as well as for the success of enhanced annuities. Other markets 

for enhanced annuities are still very small, such as the US and Canada. In Germany, both 

compulsory annuitization and enhanced annuities are still very rare. However, when 

government-subsidized products with compulsory annuitization components (Riester and 

Ruerup products) as well as private standard deferred annuities sold after 2004 mature, this 

situation might change considerably. In general, enhanced annuities may allow formerly 

uninsurable persons to buy a private annuities, which in turn might benefit the society overall 

(see also Gatzert, Hoermann, and Schmeiser (2012)). Hence, an in-depth understanding of 

enhanced annuities and the drivers of and barriers to supply and demand is indispensable for 

both regulators and insurers. 

 

The existing literature focuses primarily on market characteristics of enhanced annuities, 

implications of their introduction, and underwriting and risk classification with respect to the 

enhanced annuity markets in the UK, US, and Canada (see, e.g., Becker and Hurley (2011), 

Brown and McDaid (2003), Christiansen (1983), Gatzert, Hoermann, and Schmeiser (2012), 

Hoermann and Russ (2008), Kling, Richter, and Russ (2014), Kwon and Jones (2006), 

Meyricke and Sherris (2013)). While the literature on enhanced annuities points out several 

drivers of and barriers to supply and demand for enhanced annuities, it is still rather scarce and 

mostly descriptive. Furthermore, there is a lack of empirical studies dealing with the 

consequences of the introduction of enhanced annuities in the life insurance market. Hence, no 

study has provided a comprehensive analysis of the key drivers of and barriers to supply and 

demand for enhanced annuities. In particular, still needed is a study for the German market, as 

well as a detailed analysis of the market implications of the introduction of enhanced annuities 

that accounts for several dimensions (e.g., standard immediate and deferred annuity markets, 

annuitization rates, and the so-called cannibalization effect). 
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2. RESEARCH OBJECTIVES 

 

Based on the open research questions described in the preceding text, this thesis consists of four 

papers that focus on several research objectives regarding costs and product developments in 

the European life insurance industry (see Figure 1).  

 

The first research objective is to examine the distribution costs of different distribution 

systems/channels and markets, analyze the key drivers of distribution costs, and to study the 

implications of regulatory interventions in regard to distribution costs (Chapter IV). Here, the 

focus is on the differences in distribution channels in several European markets as well as the 

differences in the distribution system in the German market. Furthermore, additional aspects 

that may influence distribution costs are examined (e.g., the cost of sales support, salesforce 

expenses, the commission system, regulation of intermediation, digitalization, product 

mix/complexity, the level of competition, cross-subsidizing of strategies between life and non-

life products, channel mix, marketing expenses, the degree of cross-border effects, the market 

power of intermediaries/insurers, and the administrative work carried out by intermediaries). 

The findings reveal that differences in distribution costs cannot be solely explained by 

differences in distribution channel or distribution system strategies. Instead, the distribution 

costs in life insurance cost strongly depend on the additional aspects above. 

 

In Chapter V, the investigation of costs to administrative costs is expanded. We account for 

insurer-specific data on premiums and costs for four of the largest European life insurance 

markets (Germany, Italy, Spain, and the UK) as well as for developments over time. Thus, the 

second research objective is to study recent market dynamics and the development of 

economies of scale in regard to administrative costs for the aforementioned markets over time. 

This is done by using linear regression calculations of log-log transformed figures of costs and 

premiums. The results show that the extent and the development over time of economies of 

scale vary considerably among life insurance markets. 
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Figure 1: Research objectives of the papers presented in Chapters IV-VII 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Other than entirely dealing with life insurance costs, we also investigate product developments 

in the life insurance sector. Thus, the third research objective in Chapter VI is to analyze recent 

market dynamics as well as the type, new characteristics, and effects of new products on product 

Motivation: 

 Due to new regulations, low interest rates, and the consolidation of insurers, the 

optimization of costs and the development of new products has become increasingly 

important 

 Open research questions with respect to distribution costs, economies of scale in regard 

to administrative costs, product complexity in new products, and enhanced annuities 

 Focus on costs and product developments in the European life insurance industry  

Costs in life insurance 

Objective 1: 

 Examine distribution costs of 

distribution systems/channels and 

markets 

 Analyze key drivers of distribution 

costs 

 Study impact of regulatory changes 

Distribution costs depend on several 

factors and cannot be solely explained 

by differences in channel strategies 

Objective 2: 

 Examine the development in insurers’ 

economies of scale in regard to 

administrative costs 

 Study recent market dynamics 

Both the extent and the development 

over time of economies of scale vary 

greatly among European life insurance 

markets 

Product developments in life insurance 

Objective 3: 

 Study recent market dynamics 

 Analyze type, new characteristics, and 

effects of new products on product 

complexity 

 Product complexity (measured by 

the number of product alterna-

tives and attributes) increased 

strongly across all product 

categories in German life market 

Objective 4: 

 Analyze drivers of/barriers to supply 

and demand of enhanced annuities 

 Study potential market implications of 

the introduction of enhanced annuities 

Limited short- and medium-term 

market potential in Germany, and, 

potentially, a strong increase in the 

relevance of enhanced annuities in the 

long run 
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complexity in Germany. In doing so, we conduct a comprehensive empirical evaluation of 

products recently launched. The analysis of product complexity from the customer’s point of 

view is based on the work of Swaminathan (2003), who states that product complexity is related 

to the two dimensions: the “number of product alternatives” and the “number of product 

attributes”. Findings reveal that product complexity (measured by these two dimensions) 

strongly increased in all product categories, and that only a small number of insurers began 

simplifying their product offers.  

 

Furthermore, most insurers focused their product developments on savings products with unit-

linked components or other guarantee forms. In addition, the results show that the number of 

products launched in other categories, especially dread disease, immediate annuities, and long-

term care is very small.   

 

Finally, Chapter VII focuses on one specific product development, namely enhanced annuities. 

The research objective is to investigate drivers of and barriers to supply and demand of 

enhanced annuities as well as the potential market implications of their introduction. This 

investigation is based on a comprehensive review of the literature and an empirical survey of 

the German life insurance market. The survey focuses on the study of barriers to market entry, 

distribution barriers, market potential, effects on the deferred annuity market, competitive 

pressure, annuitization rates, and the so-called cannibalization effect. Our findings suggest that 

while the market potential for enhanced annuities in Germany is expected to be limited in the 

short- and medium-term, competitive pressure will be the key driver of supply, and that 

especially in the long run, the relevance of enhanced annuities could increase greatly.  

 

Furthermore, the survey confirms several of the barriers to supply while others are not as 

prominent as described in the literature (e.g., the risk of underwriting and pricing). In addition, 

we find that most barriers to demand are distributor-related, followed by several customer-

related barriers. With respect to potential market implications, we find that a market-wide 

introduction of enhanced annuities might contribute to stronger overall growth in the annuities 

market, and could even lead to a strong increase in annuitization rates. 

 

The remainder of this thesis is structured as follows. Chapter IV examines factors that influence 

the cost of life distribution and the consequences of regulatory changes in regard to distribution 

costs. Chapter V analyzes the extent and development over time of economies of scale in regard 

to administrative costs. In Chapter VI, an analysis of recent product developments and their 

effects on product complexity from the customer’s perspective is provided. Chapter VII 



III. Introduction 10 

 

 

 

contains an examination of enhanced annuities, with a focus on drivers of and barriers to supply 

and demand as well as the potential market implications of their introduction. 
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IV.  THE COST OF LIFE DISTRIBUTION IN EUROPE 
 

 

 

Abstract: The cost of life distribution varies considerably across markets and channels. This is 

increasingly important for insurers and regulators due to the continuing low interest rate 

environment in Europe, which strongly affects profits. The aim of this paper is to study the 

distribution costs of different distribution systems/channels and markets, examine the key 

drivers of distribution costs and discuss future developments against the background of 

digitalization and an increasing intensity of intermediary regulation. Our analysis is based on 

empirical data for the European insurance market. This is complemented by interviews with 

several industry experts. Our findings suggest that distribution costs depend on various factors 

and cannot be solely explained by differences in distribution channel strategies.1 

 

Keywords: Distribution costs, distribution channels, life insurance, acquisition costs  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                              
1  This chapter is based on Klotzki, U., Gatzert, N., Muenstermann, B. (2016): The Cost of Life Distribution in 

Europe. Geneva Papers on Risk and Insurance (forthcoming). 
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1. INTRODUCTION 

 

Due to the continuing problems of the low interest rate environment and increasing acquisition 

costs in Europe, life insurance products are becoming less attractive to customers, which is also 

becoming more relevant for insurers and legislators. For insurers, this is for two main reasons. 

First, their new business is at risk, since interest rates have continuously decreased in the last 

decade (e.g., the technical interest rate in Germany decreased from 4% in 2000 to 1.25% in 

2015, in line with decreasing market interest rates)2, whereas the arithmetic mean and median 

gross acquisition costs as a percentage of the annual premium equivalent (APE) in Europe 

increased by 16% and 30%3, respectively. Second, legislators have begun to strongly intensify 

insurance distribution regulation on a European level by, for example, the Insurance Mediation 

Directive and the upcoming Insurance Distribution Directive, which also applies on a single-

country level, either through direct (e.g., the UK, the Netherlands, Finland and Denmark) or 

indirect measures (e.g., Germany).4  

 

The aim of this paper is to address these challenges by analyzing the drivers of distribution 

costs with a focus on the differences in the distribution channels of several European life 

insurance markets. To conduct an in-depth analysis of one market, this is based on four data 

sources: a comprehensive empirical benchmarking survey of 42 European life insurers, an 

analysis of acquisition costs of 14 European life insurance markets, a review of acquisition costs 

and annual reports of 90 German life insurers, and interviews with several industry experts 

(e.g., board members of large insurance companies and broker pools). 

 

Due to data limitations, the literature on life distribution primarily deals with cost differences 

driven by the distribution systems of a single market rather than channel analyses of several 

(see Hwang and Gao (2005), Klumpes (2004), Trigo-Gamarra and Growitsch (2010), Ward 

(2002)). One strand of the literature focuses on cost efficiency differences between exclusive 

and non-exclusive distribution systems in Taiwan and several European countries (e.g., Chen 

and Chang (2010), Klumpes (2004), Klumpes and Schuermann (2011)). The results 

consistently suggest that exclusive distribution systems are more efficient. In addition, Wang 

et al. (2010) find that the agent distribution channel is more cost efficient than the broker 

                                              
2  See Wieland (2015, p. 6). 
3  Change of acquisition costs ratio (acquisition costs as a percentage of APE) of 10 European countries (France, 

Germany, Hungary, Ireland, Italy, Netherlands, Poland, Spain, Sweden, UK) between 2000 and 2013. Data 

source: McKinsey's Global Insurance Pools. 
4  The German Life Insurance Reform Act of 2014, among other changes, reduces the allowability of acquisition 

costs in the balance sheet and intends to provide incentives for insurers to reduce respective costs.  
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channel in the Taiwanese life insurance market. The literature provides two possible 

explanations for this: the market imperfection hypothesis and the product quality hypothesis.5 

In addition, with a focus on the Irish market, Hwang and Gao (2005) find that bancassurance 

firms are more cost efficient than insurers with a different distribution focus. The results of 

Chang et al. (2011) suggest that traditional sales channels in Taiwan are more efficient than 

bancassurance channels. Furthermore, Fields and Murphy (1989) study scale and scope 

economies for life insurance agencies in the US and find that neither cost disadvantages for 

different-sized agencies nor specialization lead to a higher efficiency.  

 

Another strand of the literature deals with differences between insurers with multichannel 

versus single-channel strategies. For instance, Trigo-Gamarra and Growitsch (2010) find 

efficiency advantages for multichannel players (compared to both direct and independent 

agency insurers) for the German market, whereas Ward (2002) observes cost benefits for single-

channel players based on an analysis of the UK market. 

 

Furthermore, the literature on the efficiency of non-life distribution primarily focuses on the 

differences between exclusive6 and independent agency systems in the US market. Most authors 

find efficiency advantages for exclusive agency insurers (e.g., Barrese and Nelson (1992), 

Berger et al. (1997), Cummins and VanDerhei (1979), Etgar (1977), Kim et al. (1996)). 

However, findings of other authors support the opposite (e.g., Brockett et al. (1998), Brockett 

et al. (2005)). In addition, Regan’s (1999) results demonstrate that for some lines of businesses, 

independent agency insurers do not necessarily have higher costs than exclusive agency 

insurers.   

 

Therefore, the majority of the existing academic literature focuses on the (cost) efficiency of 

insurance markets (see also, e.g., Eling and Luhnen (2010) for a comprehensive overview) or 

insurance firms (which use a certain type of distribution system) rather than on the distribution 

costs of markets, firms and channels. Furthermore, the findings of the rather scarce literature in 

this area are not always fully consistent but depend on the country of the study, for instance.  

 

This paper thus contributes to the existing literature by analyzing factors influencing the cost 

of life distribution in several European markets with a focus on acquisition costs rather than 

total costs (including administration costs). In doing so, we focus on the distribution channel 

differences (using a comprehensive set of five channels; both multi- and single-channel players) 

                                              
5  See Schiller (2011, pp. 117-118) for further details. 
6  Mostly comprises both tied agent systems and direct writers.  
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of several European markets as well as the distribution system differences (based on a 

comprehensive set of eight systems) of the German market. In addition, we analyze further 

aspects and factors that may influence distribution costs (e.g., cost of sales support, salesforce 

expenses, the commission system, regulation of intermediation, digitalization, product 

mix/complexity, level of competition, cross-subsidizing strategies between life and non-life 

products, channel mix, marketing expenses, degree of cross-border effects, market power of 

intermediaries/insurers, and the administrative work carried out by intermediaries).7 Our results 

suggest that differences in distribution costs cannot be solely explained by differences in the 

type of distribution channels or systems. Instead, the cost of life distribution strongly depends 

on the aforementioned additional factors.  

 

The remainder of this paper is structured as follows. Section 2 provides definitions and presents 

an overview of the empirical data along with first insight regarding acquisition cost differences 

across European life markets. Section 3 analyzes channel mix differences as well as cost 

differences of distribution systems and distribution channels. Section 4 focuses on a qualitative 

discussion of further aspects that may strongly influence distribution costs. The paper concludes 

with a summary and outlook in Section 5. 

 

2. DISTRIBUTION CHANNELS AND COSTS: DEFINITIONS AND DESCRIPTIONS OF EUROPEAN 

LIFE INSURANCE MARKET DATA 

 

2.1. Overview of Composition of Distribution Costs and Channels 

 

In what follows, we first provide an overview of notations and definitions used in this paper. 

Basic notations for underlying key figures are exhibited in Table 1 and the considered 

distribution channels, which comprise various intermediary types, are summarized in Table 2. 

The notation ‘distribution system’ refers to a combination of distribution channels. 

 

                                              
7  See Ma et al. (2014, p. 61), iff (2013, pp. 33, 40). Accounting standards should play a minor role due to being 

largely homogenous for acquisition costs (see European Council (1991, pp. 20-21)). 
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Table 1: Basic notations and key figures8 

Notation and abbreviation Definition 

Administrative costs Administrative costs for direct business and reinsurance assumed 

(further specified by European Council (1991, p. 21)) 

Annual premium equivalent (APE) Premiums written from products sold during the considered year (100% 

recurring premiums + 10% single premiums (assuming a duration of 10 

years)) 

Domestic direct premiums written 

(DDPW) 

All premiums written from domestic (excluding foreign premiums) end 

customers (excluding reinsurance assumed) (direct)  

Density DDPW of life business divided by population 

Market concentration Market share of the five largest life insurance groups in terms of DDPW 

New business premiums (NBP) Premiums written from products sold (i.e., renewals excluded) during 

the considered year (100% recurring premiums + 100% single 

premiums) 

New business total premium sum Yearly premiums written multiplied by period of payments1 

Penetration DDPW of life business as a percentage of nominal gross domestic 

product 

Profit Profit before taxes and minority interests 

Technical reserves Technical reserves including unit-linked and separate account liabilities 
1 For example, a policy that was sold on January 1, 2010 with a duration of 10 years and a yearly premium of €100 

implies a new business premium of €100 for that year and a new business total premium sum of €1,000. 

 

Table 2: Overview of distribution channels9  
Channel Description 

Bank Banks that sell third-party or in-house insurance; can be tied to one or multiple insurers 

Branch Contracts sold in a branch office of the insurer (staffed with own salaried salesforce); outlets of 

insurers designed to provide advice for customers and close insurance sales; not included are 

administrative branches of other insurers or branches where salesforces are trained or outlets of 

insurance agents with shop windows 

Broker Broker, independent financial adviser, pyramid salesforce, or multiple agents who sell insurance 

products for more than one player 

Direct Contracts sold through remote channels (i.e., internet, call center) and direct marketing channels 

(i.e., no intermediation)  

Other Car dealers, retailers, insurance purchased or initiated in a retail environment where insurance is 

not the dominant product (e.g., supermarket), insurers selling via employee workplace, salesforce 

with hierarchical structure and compensation and affinity groups 

Tied agent Both self-employed tied agents and salaried tied agents who work exclusively for one company 

 

Furthermore, Table 3 exhibits the relevant components of the cost of life distribution, which we 

will refer to during our empirical descriptive analysis. Gross acquisition costs are thereby 

defined10 as acquisition costs for direct business and reinsurance assumed and are further 

specified by the “costs arising from the conclusion of the contracts, including direct costs (such 

as acquisition commissions, cost of drawing up the insurance document or including the 

                                              
8  Sources: McKinsey's Global Insurance Pools, www.deutsche-versicherungsboerse.de/verswiki/index_ 

dvb.php?title=Bewertungssumme. 
9  Source: McKinsey’s European Insurance Cost Benchmarking. 
10  Source: McKinsey's Global Insurance Pools. 



IV. The Cost of Life Distribution in Europe 18 

 

 

 

contract in the portfolio) and indirect costs (such as advertising costs or the administrative 

expenses connected with the processing of proposals and the issuing of policies). Member states 

may require policy renewal commissions to be part of administrative expenses instead of 

acquisition costs” (see European Council (1991, pp. 20-21)). The three main components of 

acquisition costs include commissions, salesforce expenses and cost of sales support (see Table 

3). In what follows, while we use the notation ‘sales costs’ to refer to the sum of these three 

components, acquisition costs may also include advertisement costs etc., whereby the overlap 

between ‘sales costs’ and ‘acquisition costs’ should be very large (e.g., commissions and cost 

of sales support). The distinction is necessary due to the different data sets. 

 

All notations of Tables 1 and 3 refer to the life insurance business (excluding health insurance 

and accident insurance) and to gross numbers (before deductions for reinsurance and ceding 

commissions). As a relevant number to compare distribution costs, we calculate the acquisition 

cost ratio (acquisition costs divided by APE, acquisition costs divided by NBP, or acquisition 

costs divided by new business total premium sum) and the sales cost ratio (sales costs divided 

by the APE). We conduct the analysis based on all three reference quantities for new business 

figures depending on the data availability to capture the different growth effects of the new 

business.  
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Table 3: Components of life distribution costs11 

Notation Description 

Acquisition costs Including direct costs (e.g., acquisition commissions, cost of drawing up the 

insurance document or including the contract in the portfolio) and indirect costs 

(e.g., advertising costs or the administrative expenses associated with sales)1 

Sales costs Sum of the three components: commissions, salesforce expenses and cost of sales 

support; note that the intersection between sales costs and acquisition costs should 

be large (e.g., majority of costs for commissions and sales support); advertising 

expenses are only included in acquisition costs2 

Commissions 

     Bonus  

     commissions 

Commission-like payments to intermediaries, e.g., volume-related bonuses, 

incentives and super-commissions (payments to intermediaries that do not directly 

depend on the sales volume but instead are indirect, e.g., commissions to managers 

that depend on the commissions of their staff)3 

     In-force    

     commissions 

Ongoing commissions paid out to intermediaries for policies that remain in the 

portfolio (no lapse) 

     One-time 

     acquisition 

     commissions 

A one-time payment that remunerates the sales effort either directly or deferred, 

e.g., over contract duration; payment made to third-party websites/portals on a ‘per 

click’ basis (for people visiting their websites and clicking on link to insurer’s sales 

website) 

Cost of sales support Sales training, sales planning and controlling, commission administration, tools & 

data support and management 

Salesforce expenses Personnel cost/salaries to end consumer-facing salesforce (or equivalent). Includes 

all direct customer-facing salaried agents; for direct-sales channels, this covers the 

staff cost (salary, etc.) of the sales personnel; travel expenses of direct salesforce; 

bonuses/incentives for salesforce (or equivalent); targeted emails sent to existing 

customers for further sales opportunities and to potential customers for new sales 

opportunities 

Acquisition cost 

ratio/sales cost ratio 

Acquisition/sales costs divided by one of the three new business figures: APE, NBP 

or new business total premium sum4 
1 Member States may require policy renewal commissions to be entered in administrative instead in acquisition 

costs (see European Council (1991, p. 21)). 
2 Note that ‘errors and omissions liability insurance’ costs for agents are not included. 
3 Bonus commissions can be based on sales, renewal rates or profits of the intermediated contracts (see Schiller 

(2011, p. 123)). 
4 All figures consistently contain reinsurance assumed for the primary insurers. 

 

                                              
11  Sources: McKinsey’s European Insurance Cost Benchmarking, European Council (1991).  
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2.2. Data and Sample 

 

Table 4 summarizes the data sources and sample descriptions for the subsequent analyses of 

European life insurance markets. As can be seen, the acquisition cost data of data source 1, 

McKinsey's Global Insurance Pools – Markets Statistics, consists of 14 European countries over 

2006-2013, which comprises 88% of the European life DDPW. In the following analyses, we 

use the variables acquisition costs, NBP, APE, density, penetration, DDPW, administrative 

costs, profit and technical reserves, which are included in the data source.  

 

Data source 2, McKinsey's Global Insurance Pools – Local Insurers Rating, contains 

information on the DDPW of the largest European life groups per market. The number of 

countries is 14 and the time period is 2006-2013, consistent with data source 1. 

 

The third data source, McKinsey’s European Insurance Cost Benchmarking, contains 

information on APE, commissions, cost of sales support and salesforce expenses for 42 life 

insurers, whereby 2912 provide detailed information on a channel level. In particular, the 

participating insurers have indicated their channel-specific costs, split by commissions, cost of 

sales support and salesforce expenses, as well as their channel-specific sales in terms of APE. 

The 42 (29) insurers constitute a market share of 17% (16%) in terms of European life DDPW 

for 2013. Despite the limitations regarding the sample size, the unique data set still allows 

relevant first insight into the distribution costs of different channels, which to the best of our 

knowledge is not available elsewhere.  

 

Furthermore, we obtained acquisition cost ratios based on the new business total premium sum, 

NBP, and APE of 90 German life insurers from the data source McKinsey 

Versicherungsdatenbank Deutschland (see data source 4 in Table 4). Based on an additional 

review of the 90 annual reports from 2013, we linked this figure with the distribution systems 

of the respective insurers. We identified six insurers that are in run-off and 59 that provided 

clear and explicit information regarding their distribution channel focus in their annual report. 

We eliminated one outlier. The remaining 58 insurers constitute a market share of 92% in terms 

of 2013 DDPW.  

 

                                              
12  11 from Germany, five from the UK, two from France, two from Norway, two from Belgium, one from Austria, 

one from Denmark, one from Finland, one from Italy, one from Portugal, one from Spain and one from Sweden. 
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Table 4: Data sources and sample descriptions for the analysis of distribution costs of European 

life insurance markets 

Data source Sample description 

1. McKinsey's 

Global Insurance 

Pools – Markets 

Statistics 

European countries: 14 for the analysis of markets in Sections 2.3, 3.1, 4.1, 4.2, 4.3, 

and 4.4; Belgium, Czech Republic, France, Germany, Hungary, Ireland, Italy, 

Netherlands, Poland, Portugal, Slovakia, Spain, Sweden, UK 

Market share: 88% of European life 2013 DDPW 

Period: 2006–2013 

Data content: Acquisition costs; NBP; APE; density; penetration; DDPW (split into 

channels and individual/group business); administrative costs; profit; technical reserves  

Data collection: Collection of the best available data for the insurance industry from 

both McKinsey’s internal and external sources 

2. McKinsey's 

Global Insurance 

Pools – Local 

Insurers Ranking 

European countries: see data source 1 

European insurance groups: 70 for the analysis of market concentrations in Section 4.4 

Market share: Five largest insurance groups per market 

Period: 2006–2013 

Data content: DDPW 

Data collection: Collection of the best available data for the insurance industry from 

both McKinsey internal and external sources  

3. McKinsey’s 

European Insurance 

Cost Benchmarking  

European countries: 17 for the analysis of markets in Section 2.3 (Austria, Belgium, 

Czech Republic, Denmark, Finland, France, Germany, Hungary, Italy, Netherlands, 

Norway, Poland, Portugal, Romania, Spain, Sweden, Switzerland); 12 for analysis of 

channels in Section 3.2 (Austria, Belgium, Denmark, Finland, France, Germany, Italy, 

Norway, Portugal, Spain, Sweden, UK) 

European insurers: 42 for the analysis of markets in Section 2.3; 29 for analysis of 

channels in Section 3.2 

Market share: 17% (16%) of European life 2013 DDPW for analysis with 42 (29) 

insurers 

Period: 2006–2013 (one observation per firm: only the latest observation of each firm is 

included in the sample) 

Data content: APE (split into channels); commissions (split into bonus, in-force, and 

one-time acquisition commissions, and channels); salesforce expenses (split into 

channels); cost of sales support (split into channels) 

Data collection: Collection of company-specific data based on a continuous 

benchmarking survey by McKinsey with representatives of European insurers1 

4. McKinsey 

Versicherungs-

datenbank 

Deutschland/ 

annual reports of 

German life insurers 

German insurers: 58 for the analysis of distribution systems in Section 3.3 

Market share: 92% of German life 2013 DDPW 

Period: 2013  

Data content: Acquisition costs; new business total premium sum; NBP; APE; DDPW; 

distribution system (channel focus) 

Data collection: Calculation of acquisition cost ratios (based on new business total 

premium sum, NBP and APE) of 90 German primary life insurers from McKinsey 

Versicherungsdatenbank Deutschland and additional review of all annual reports in 

order to identify distribution channel focus (59 provided this information and one 

outlier has been eliminated) 

1 See Münstermann et al. (2014) for further details. 
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2.3. First Insight Regarding Distribution Costs and Profits in European Life Insurance 

Markets 

 

To obtain first insight regarding the distribution-cost situation in European life insurance 

markets, Figure 1 displays the acquisition cost ratios (based on NBP (bars and circle on the left) 

and APE (circle in the middle)) between 2006 and 2013 (based on data source 1; see Table 4). 

As can be seen from Figure 1, the distribution costs of European life insurance markets show a 

very high variability, with the Czech market being the most expensive one in terms of the 

acquisition cost ratio (based on the new business figure NBP). Between 2006 and 2013, 43% 

of NBP was used to finance distribution costs. After the Czech Republic, Germany and the 

Eastern European countries of Hungary, Slovakia, and Poland exhibit the highest acquisition 

costs (40–18% of NBP), whereas the large markets Italy, France, and the UK have considerably 

lower acquisition costs (7–6% of NBP). The markets in Portugal and Ireland show the lowest 

acquisition costs in terms of NBP (5%). Interviews with several industry experts offer first 

tentative insight on these cost differences.  

 

For instance, a Czech industry expert commented on the main reasons for the high distribution 

costs, stating that life insurance in the Czech Republic is sold rather than bought, as customers 

hardly ever contact insurance companies. Selling life insurance would thereby generally be 

more difficult than selling other financial products such as deposits, mutual funds or 

construction savings, as the product has a limited tradition in the country, where people were 

used to the state taking care of them. In the past 10–15 years, sales of life insurance have been 

largely driven by self-employed agents and independent brokers. About six or seven large 

brokers have gradually come to dominate the market of life insurance distribution with 

considerable negotiating power towards insurers, which led to ever-increasing commission 

rates. Since 2010 commission rates have largely stabilized around 180–200% of the first-year 

premium, typically earned within two years (i.e., not paid back if the policy lapses later). At the 

moment, there is a proposal for regulation of commissions, although a similar proposal was 

declined a few months ago. The same industry expert stated that the main reasons for high 

distribution costs in Slovakia are similar to the ones for the Czech market, but with a delay of 

three to five years, with larger brokers slightly less powerful than those in the Czech Republic. 

 

A Hungarian industry expert suggested that one reason for the high distribution costs between 

2006 and 2013 is that the power of one large broker with a market share of more than 50% led 

to high commissions. When this broker lost many employees in 2012, its market power was 

considerably reduced. This is consistent with the reduction of the acquisition cost ratio (based 



IV. The Cost of Life Distribution in Europe 23 

 

 

 

on NBP) from 44% in 2012 to 29% in 2013. According to another industry expert for the life 

insurance markets in the Czech Republic and Poland, another driver for high distribution costs 

there is the product structure. The expert stated that savings products are very often sold with 

additional risk riders such as death and disability covers to customers that originally only asked 

for a savings product, where the commission rates for risk riders are much higher than for pure 

savings products. 

 

An Italian industry expert further indicated that the comparably low distribution costs in Italy 

are driven by the fact that the main distribution channel is the bank channel (see also Section 

3.1), which has a considerably lower commission level. The main reason behind this is that 

many large bancassurers are captives that have to pay lower commissions in exchange for a 

dividend payment at the end of the year (a kind of ‘year-end commission’), which is not 

included in administrative or acquisition costs. To further explain the differences in Figure 1 

beyond these first tentative expert insights, we investigate various drivers of these cost 

differences in subsequent sections. 

 

Figure 1: Acquisition cost ratios (%)13 (based on NBP (bars, 2006-13; and circle on the left, 

2013) and APE (circle in the middle, 2006-13)) of European life markets between 2006 and 

2013 by market and market size (data source 1)  

 
 

                                              
13  Calculated by the sum of yearly acquisition costs divided by the sum of the yearly APE and NBP, respectively. 

The differences in the arithmetic means of the yearly acquisition cost ratios based on both NBP and APE are 

statistically significant at the 1% level (single factor ANOVA).  
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2 Between 2006 and 2013, except for Czech Republic (2007-13) and Portugal (2010)
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Based on data set 3 (see Table 4), we also calculate the sales cost ratios (see Table 3, mostly 

consistent with acquisition cost ratios) for 42 European life insurers depending on the respective 

cost component (commissions, salesforce expenses, cost of sales support). The results in Figure 

2 are mostly consistent when considering the sequence of markets stated in Figure 1 (i.e., 

markets with the highest to lowest sales cost ratios based on APE, except for France) and offer 

additional insights on the importance of the cost of sales support and commissions and 

salesforce expenses despite some sample sizes being very limited (depending on the 

country/region), the different time period and the fact that only one observation is included for 

each firm. Figure 2 shows that German life insurers are more costly in terms of both sales 

support and commissions/salesforce expenses than other European markets/regions. An 

industry expert indicated that one driver for this observation could be the age of platforms and 

systems (corresponding to the respective market maturity). In younger markets, e.g., Portugal, 

the required cost of sales support is considerably lower. The relatively high position of France 

in Figure 2 (as opposed to Figure 1) might be due to a selection bias as only four observations 

are included in the sample.  

 

Figure 2: Median of sales cost ratios (%)14 (based on APE) of 42 European life insurers 

between 2006 and 2013 by market/region and acquisition cost component (data source 3) 

 
 

Furthermore, based on data set 1 (see Table 4) we calculate the profit in the European life 

markets considered in Figure 1. The results are shown in Figure 3 and show that the high costs 

in Germany (see Figure 1) seem to translate into a comparably poor profit situation. This is not 

                                              
14  Calculated for each country based on the median of the considered companies’ sales costs ratios (one 

observation per company, where only the latest observation is included, see Table 4). The differences in the 

arithmetic means of the sales cost ratios are statistically significant at the 1% level (single factor ANOVA). 

17

5

9

78

59

24

24

21

153

3

3

18

24

27

34

63

95

Commissions & sales force expensesSales support X Number of companies

13

7

5

7

Germany

1 Austria, Czech Republic, Romania, Switzerland, Poland, Hungary

2 Italy, Portugal, Spain 

3 Denmark, Finland, Norway, Sweden

France

Central & Eastern 

Europe1

Belgium & 

Netherlands

Southern Europe2

Northern Europe3

4

6

18

27

16

12

7

10

X Share of sales support  (in %)



IV. The Cost of Life Distribution in Europe 25 

 

 

 

the case for other countries; e.g., the Czech Republic and Poland exhibit a high profitability 

between 2006 and 2013 despite high distribution costs (see Figure 1).  

 

While the high acquisition costs in the German life insurance market did not lead to a higher 

density or penetration compared to the other considered European markets15 and the high cost 

position could not be compensated by lower benefit payments,16 the salesforce might offer 

higher quality services that are still valued by policyholders. However, to our knowledge, data 

for this aspect is not available. 

 

Figure 3: Profit (%)17 of European life markets between 2006 and 2013 (data source 1) 
a) Based on APE  

 

b) Based on NBP 

 

c) Based on technical reserves 

 

d) Based on DDPW 

 

 

                                              
15  Between 2006 and 2013, the density and penetration in the German market was €977 and 3%, respectively, 

whereas the density and penetration of the remaining 13 markets was €1,214 and 5%, respectively (calculated 

by the median of the densities and penetrations per country, which are calculated by the sum of the yearly 

DDPW divided by the sum of the yearly population and nominal gross domestic product, respectively). 
16  Between 2006 and 2013, the benefits paid in the German life market amounted to 92% (based on DDPW), 

whereas the corresponding ratio of the remaining 13 considered European markets was 76%. Data sources: 

data source 1 (see Table 4) and www.insuranceeurope.eu/insurancedata. 
17  Calculated by the sum of yearly profit divided by the sum of the yearly APE, NBP, technical reserves, and 

DDPW, respectively.  
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3. THE COST OF DISTRIBUTION CHANNELS AND DISTRIBUTION SYSTEMS OF EUROPEAN LIFE 

INSURANCE MARKETS  

 

Based on the review of the literature on insurance distribution costs (which mainly focuses on 

differences due to channel mixes and distribution systems) in Section 1 and the observed 

differences at the country level in distribution costs in Section 2, we first analyze the channel 

mix of the European countries considered in Section 2. We then study acquisition costs of 

distribution channels for several European life insurance markets, before focusing on the costs 

of distribution systems for the German market, which was identified as the country with one of 

the highest distribution costs in Section 2. 

 

3.1. Life Insurance Distribution Channel Mix in Europe  

 

Figure 4 illustrates the channel mix of the European countries considered in Figure 1. It shows 

that the usage of channels differs considerably across countries. It is noticeable that countries 

with high acquisition costs (the top countries in Figure 4) have a high share of tied agent sales, 

whereas most countries with a less costly distribution have a strong bank channel (Belgium, 

Spain, Italy, France and Portugal). 
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Figure 4: Channel mix (%) (based on DDPW)18 of European life markets considered in Figure 

1 between 2006 and 2013 (data source 1)19 

 

 

3.2. Distribution Costs of Distribution Channels in Europe 

 

We next consider the costs associated with the respective channels displayed in Figure 5. It 

shows the sales cost ratios (based on APE) of 29 European life insurers between 2006 and 2013 

by market/region and channel based on data source 3 (see Table 4). From the data set of 29 

insurers, we calculate 67 (many insurers offer their products in more than one channel) sales 

cost ratios for the five distribution channels of broker, tied agent, bank, direct and branch (see 

Table 2 for definitions). For anonymization purposes, we aggregated insurance markets by 

geographic proximity and the numbers where fewer than four observations were available are 

not shown in Figure 5, leading to a total of 58 observations (sum of numbers in white circles of 

Figure 5). 

 

As can be seen from Figure 5, the ratios vary considerably between markets/regions and 

channels. In Germany, all three relevant channels are very costly compared to other markets. 

The broker channel shows the highest costs with a sales cost ratio of 98%, followed by the tied 

                                              
18  Calculated by the sum of yearly DDPW generated by the respective channel divided by the sum of the yearly 

market DDPW. 
19  See Table 4 for further details regarding the data source. Deviations from 100% are due to rounding. 
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agent (93%) and bank (61%) channels. As expected, the direct channel seems considerably less 

costly than other channels. The strongly regulated (with respect to distribution)20 regions of the 

UK and Northern Europe show considerably lower costs for all channels. For the other 

European countries (Austria, Belgium, France, Italy, Portugal and Spain), the sales cost ratio 

for the broker channel is higher than for the others, which is similar to the German market. 

However, it is noticeable that the differences between the broker, tied agent, and bank channels 

are much higher than in the German market. The most popular sales channel of this group (the 

bank channel, see also Figure 4) shows the lowest sales cost ratio (16%). 

 

The data structure allows us to further decompose the sales costs used in Figure 5 into two 

components: commissions and salesforce expenses, and cost of sales support (see Table 3 for 

the definition of these terms). As can be seen in Figure 5 (grey circle on the right), the share of 

cost of sales support varies considerably between channels and markets. For the bank channel, 

the share is quite low in all three regions (between 5% and 17%) for the considered insurers. In 

Germany, the share of the cost of sales support is considerably higher for the tied agent channel 

(32%) than for the broker channel (16%), whereas for the ‘other Europe’ group this share is 

roughly equal (16% and 18%). In the UK and Northern Europe, the share of the cost of sales 

support for the broker channel are extremely high (91%), which is also driven by the regulatory 

interventions regarding life distribution in recent years.21 

 

                                              
20  See Section 4.1 for further details. 
21  See Section 4.1 for further details. 
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Figure 5: Median of sales cost ratios (%)22 (based on APE) of 29 European life insurers 

between 2006 and 2013 (data source 3) 

 

 

The data granularity for the German market allows us to analyze the commissions and 

salesforce expenses component in more detail. For the broker channel, salesforce expenses are 

not relevant. For the tied agent, bank, and direct channels the arithmetic mean and median share 

of salesforce expenses of the mentioned component respectively vary between 21% and 23% 

(tied agent and direct), 4% (bank), 1% (bank and direct) and 11% (tied agent).23  

 

The commissions subcomponent for the broker channel is dominated by one-off acquisition 

commissions (76% and 82%)24, followed by in-force (16% and 9%) and bonus commissions 

(7% and 5%). After the broker channel, the bank channel appears to have the second-highest 

share of one-off acquisition commissions, whereas the tied agent channel shows the lowest.25 

                                              
22  Calculated for each country/region based on the median of the considered channel’s sales cost ratios per 

company (one observation per company but possibly multiple channels per company, where only the latest 

observation is included, see Table 4). The differences in the arithmetic means of the sales cost ratios are 

statistically significant at the 5% level (single factor ANOVA). 
23  Calculated by arithmetic mean and median of observations on a company level, respectively. This analysis is 

based on 11, eight, seven, and three observations for the broker, tied agent, bank, and direct channels. 
24  The first and second numbers refer to the arithmetic mean and median of observations on a company level, 

respectively. This analysis is based on six, three, and four observations for the broker, tied agent, and bank 

channels. 
25  Both for arithmetic mean and median. Exact numbers are not stated for anonymization purposes due to the 

limited sample. 
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The shares of in-force and bonus commissions seem to be higher for the tied agent and bank 

channels than for the broker channel.26  

In total, these results for the German market suggest that brokers receive considerably higher 

commissions than other channels (see Figure 5). Tied agents seem to earn far fewer one-off 

acquisition commissions than brokers, which is partly (but not fully, as seen in Figure 5) 

compensated for by higher bonuses and in-force commissions, as described previously, and a 

higher degree (cost) of sales support (see Figure 5).  

 

Thus, while we cannot generalize these findings due to the limitations of the small sample size, 

the unique data set still allows first tentative insight into the cost of life distribution for different 

channels, which is otherwise not obtainable. 

 

3.3. Costs of Distribution Systems: The Case of Germany 

 

We next focus on the German market based on the information in the annual reports of German 

life insurers and the data source 4 (see Table 4). We identified eight prevailing distribution 

systems and compared the acquisition cost ratios (based on new business total premium sum, 

NBP, and APE) of these systems based on their arithmetic mean, median, and standard 

deviation as laid out in Table 5. 

 

Table 5 shows that of the 58 life insurers, 30 focus on one distribution channel (broker: seven, 

bank: 10, tied agent: six, direct: seven), 11 focus on two channels (tied agent and broker: three, 

bank and tied agent/branch: seven, bank & broker: one), and 17 insurers focus on more than 

two channels (see Table 5). The arithmetic mean and median suggest that insurers with a focus 

on one channel appear to have acquisition cost benefits in terms of all three considered new 

business figures (NBP, APE, new business total premium sum) as compared to insurers that 

focus on two or more channels (see last two rows of Table 5). Within the group of single-

channel players, direct players and players with a bank (tied agent) focus exhibit the lowest 

acquisition costs ratios in terms of APE and NBP (new business total premium sum), while 

insurers with focus on brokers or tied agents (banks) have considerably higher costs in terms of 

APE and NBP (new business total premium sum).  

 

Within the group of insurers that focus on more than one channel, players with a focus on tied 

agents and brokers exhibit the highest costs in terms of NBP and APE (both median and mean), 

                                              
26  Both for arithmetic mean and median. Exact numbers are not stated for anonymization purposes due to the 

limited sample. 
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as well as new business total premium sum (median). Multichannel insurers (with more than 

two channels) show the second-highest costs within this group in terms of NBP and APE (both 

median and mean), whereas insurers that focus on the bank and tied agent or branch channel 

display the highest mean/second-highest median acquisition cost ratio in terms of new business 

total premium sum. 

 

Table 5: Median/arithmetic mean/standard deviation of acquisition cost ratios (%)27 (based on 

new business total premium sum, NBP, and APE) of 58 German life insurers in 2013 by 

distribution system focus (data source 4) 

Distribution system 

focus 

(number of companies 

in brackets) 

New business total 

premium sum 

New business 

premiums (NBP)  

Annual premium 

equivalent (APE) 

Tied agent & broker (3) 5.8 / 5.4 / 0.6 61.9 / 76.6 / 26.6 197.7 / 203.6 / 33.3 

Bank & tied agent or 

branch (7) 

5.7 / 5.6 / 0.4 26.9 / 47.4 / 48.1 128.8 / 138.9 / 33.8  

Multichannel1 (17) 5.2 / 5.2 / 1.1 55.9 / 56.5 / 28.7 150.0 / 148.3 / 41.1 

Broker (7) 5.0 / 4.9 / 0.6 61.6 / 59.5 / 22.8 143.2 / 138.0 / 33.2 

Bank (10) 5.0 / 4.8 / 1.1 23.1 / 27.7 / 14.9 101.3 / 97.1 / 24.3 

Bank & broker (1) 4.7 / 4.7 / 0.0 9.3 / 9.3 / 0.0 73.3 / 73.3 / 0.0 

Tied agent (6) 4.6 / 4.5 / 0.9 61.3 / 70.6 / 36.1 145.3 / 139.9 / 34.3 

Direct (7) 3.7 / 4.2 / 2.4 36.5 / 50.9 / 53.4 68.8 / 92.4 / 52.0 

Total: Single-channel 

focus (30) 

4.9 / 4.6 / 1.4 41.2 / 49.1 / 37.3 111.2 / 114.1 / 42.3 

Total: Other focus (28) 5.4 / 5.3 / 1.0 52.4 / 54.7 / 36.0 146.6 / 149.2 / 44.5 

1 Focus on more than two channels. 

 

Our observations are in line with the UK analysis of Ward (2002) and mostly consistent with 

Chen and Chang (2010), Klumpes and Schuermann (2011), and Klumpes (2004) for Taiwan, 

the UK and Europe in general, respectively. Easingwood and Storey (1996, p. 224) suggest that 

the increase in costs for insurers that add additional channels to existing ones may arise from a 

duplication of effort.28 However, it is not in line with Trigo-Gamarra and Growitsch (2010, p. 

415), who find that single-channel life insurers in Germany do not outperform multichannel life 

                                              
27  Median, arithmetic mean, and standard deviation, respectively, of the acquisition cost ratios of companies with 

the respective distribution system (one observation per company, where only the latest observation is included, 

see Table 4). The differences in the arithmetic means of the acquisition cost ratios based on APE of the eight 

distribution systems are statistically significant at the 1% level and the differences in the arithmetic means of 

the acquisition cost ratios based on both APE and new business total premium sum of the single-channel focus 

and other focus distribution systems are statistically significant at the 5% level (single factor ANOVA). 
28  See also Trigo-Gamarra and Growitsch (2010, p. 404). 
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insurers in terms of cost efficiency.29 On the other hand, the study of the 11 German insurers in 

Figure 5 generally supports the results of Trigo-Gamarra and Growitsch (2010), since three of 

the four most costly companies are single-channel insurers, whereas five of the six (if we 

exclude direct players, which are typically low-cost players) least costly companies focus on 

more than one channel. However, this result might be driven by a selection bias due to the small 

sample size in the data set used for the analysis in Section 3.2. Furthermore, the results for the 

German market in Sections 3.2 and 3.3 consistently show that the two channels ‘direct’ and 

‘bank’ have substantial distribution cost advantages. Besides differences in distribution costs, 

the academic literature discusses several advantages and disadvantages for multichannel 

insurers. For instance, Coelho and Easingwood (2004, p. 4) state that the advantages of a 

multichannel strategy comprise a potential sales increase due to an extended market coverage 

and improved satisfaction of the company’s target customers, more and better information, and 

a reduction of business risks, whereas customer resentment and confusion, channel conflicts 

and the loss of distinctiveness can be disadvantages. According to Dalla Pozza and Texier 

(2014, p. 867), multiple channels are necessary to satisfy customers’ needs and expectations. 

They find that for insurers with an agent-based distribution network, managing the transition to 

a multichannel strategy remains a considerable challenge. 

 

4. FURTHER DRIVERS OF DISTRIBUTION COSTS 

 

Based on the literature review of distribution costs in the introduction as well as discussions 

with industry experts, the observed cost differences in Section 2 can be explained based on 

various drivers and aspects. In what follows, we discuss other potential factors, which may 

influence the cost of distribution but are not directly related to the channel mix studied in 

Section 3. 

 

4.1. Regulation 

 

Ban of Commissions in Several European Markets 

 

In recent years, several insurance markets including Denmark, Finland, the Netherlands and the 

UK have introduced commission bans30 for most life insurance products (or even all retail 

                                              
29  This could result from the different time period (1997–2005), the applied methodology (nonparametric Data 

Envelopment Analysis), and the considered variables (e.g., consideration of both acquisition and administration 

costs, total premium income (instead of new business only) and gross (instead of net of reinsurance) premiums. 
30  The commission bans affect all types of commission payments, including bonus commissions, in-force 

commissions, and one-time acquisition commissions. 
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investment products (all insurance products) in case of the UK (Denmark and Finland)).31 To 

gain insight regarding the consequences of these regulatory changes, Table 6 illustrates the 

change of various key figures from the year of the first regulatory intervention on commission 

payments until 2013, including the change in life insurance density and penetration, acquisition 

costs, DDPW, APE, the share of the broker channel in terms of DDPW and the DDPW 

generated by brokers.  

 

Table 6: Developments before and after regulatory interventions in commission payments in 

European life markets (data source 1)32 

Life in-

sur-

ance 

market 

Ref-

er-

ence 

year1  

Density2 

 

Penetra-

tion (in 

%)  

Acqui-

sition 

costs3   

DDPW3  APE3 Broker 

channel 

share4 

DDPW 

genera-

tion by 

brokers3 

Den-

mark 

2006 value in 2006 / value in 2013 / relative change 

 17.1 / 24.2 

/ +41% 

5.5 / 7.1 / 

+28% 

1.4 / 1.1 

/ -20% 

93.0 / 

133.3 / 

+43%  

N/A 10% / 10%5 

/ 0% 

9.3 / 12.45 

/ +33% 

 arithm. mean between 2000-2006 / arithm. mean between 2007-2013 / rel. change 

 13.3 / 21.4 

/ +61% 

*** 

4.8 / 6.5 / 

+35% *** 

1.2 / 1.4 

/ +15% 

71.7 / 

117.5 / 

+64% *** 

N/A N/A N/A 

Finland 2005 value in 2005 / value in 2013 / relative change 

 0.6 / 1.0 / 

+63% 

1.9 / 2.7 / 

+37% 

0.2 / 0.3 

/ +56%6  

3.2 / 5.4 / 

+68% 

N/A 22% / 4%5 /  

-82% 

0.7 / 0.15 / 

-81% 

 arithm. mean between 2000-2005 / arithm. mean between 2006-2013 / rel. change 

 0.6 / 0.7 / 

+9% 

2.2 / 1.9 / 

-12% 

0.2 / 0.2 

/ +27%6 

*** 

3.2 / 3.6 / 

+12% 

N/A N/A N/A 

Nether-

lands 

2006 value in 2006 / value in 2013 / relative change 

 1.6 / 1.1 / 

-30% 

4.5 / 2.8 / 

-37% 

1.7 / 0.7 

/ -59% 

25.6 / 18.2 

/ -29%  

3.0 / 1.1 / 

-62% 

56% / 58% / 

+4% 

14.3 / 10.5 

/ -26% 

  arithm. mean between 2000-2006 / arithm. mean between 2007-2013 / rel. change 

  1.5 / 1.3 / 

-11% * 

4.8 / 3.5 / 

-27% *** 

1.6 / 1.3 

/ -15% 

24.1 / 22.0 

/ -9% 

2.7 / 1.8 / 

-31% *** 

57% / 60% / 

+5% ** 

13.6 / 13.1 

/ -4% 

Notes: The differences in the arithmetic means of the yearly values are statistically significant at the 1% level 

(denoted by ***), 5% level (denoted by **), resp. 10% level (denoted by *) (single factor ANOVA).  
1 Year of first regulatory intervention in commission payments. See main text of this section for further details. 

Please note that the change of parameters may also be driven by other regulatory developments that have occurred 

during the same period. 
2 In thousands and based on local currency. 
3 In billion and based on local currency. 
4 In terms of DDPW. 
5 Refers to 2011. 
6 Refers to the sum of acquisition and administrative costs. 

 

                                              
31  See iff (2013, p. 105). 
32  See Table 4 for further details regarding the data source. 



IV. The Cost of Life Distribution in Europe 34 

 

 

 

In Denmark, commission payments from insurers to brokers were banned in July 2006 (with a 

transition period of the next five years)33 and, as can be seen in Table 6, both life penetration 

and life density have considerably increased since then. Insurers were able to reduce acquisition 

costs by 20%, despite a 43% increase in DDPW. The market share of the broker channel in 

terms of DDPW remained unchanged at 10%. According to iff (2013, p. 110), the number of 

active brokers decreased by around 12% between 2005 and 2009, but not necessarily due to the 

commission ban as the trend began before the act was implemented (see Oxera, 2015, p. 32). 

In addition, as can be seen in Table 6, the changes in the arithmetic means before and after the 

reference year are significant for the figures density, penetration and DDPW.  

 

When looking at the situation of Finland in Table 6, commissions for brokers were prohibited 

in 2005 (with a transition period of three years)34 and, similar to Denmark, life penetration and 

density still strongly increased between 2005 and 2013 by 37% and 63%, respectively. This is 

in line with FFI (2013), who states there is no evidence of a decrease in the supply of insurance 

products. In contrast to Denmark, however, the broker channel share in Finland considerably 

decreased from 22% to 4%, which is also reflected in the strong decrease in DDPW generated 

by brokers. In addition, the number of registered insurance brokers in Finland decreased from 

269 to 199 between 2004 and 2011 after an increase from 167 to 269 between 2000 and 2004.35 

According to the FFI (2013, p. 3), broker competition over quality and price increased due to 

the commission ban. Furthermore, we can see in Table 6 that significant changes in arithmetic 

means before and after regulatory intervention only occur in the case of acquisition costs. 

 

Due to the high relevance of the broker channel and several further regulatory changes as laid 

out below, the situation in the Netherlands strongly differs. The ban of commission payments 

to independent financial advisers has been in force since January 2013.36 Since 2006, however, 

several regulations on commission payments have been introduced, (e.g., balancing and 

commission refunding rules, rules on appropriate commissions (inducement standard), and 

rules on remuneration transparency).37 In addition, ‘Banksparen’ was introduced in 2008, which 

also grants tax reductions to bank savings used for pensions and mortgage redemptions.38 These 

tax-relieved savings plans resulted in a strong decrease in life insurance premiums and thus a 

decrease in life density and penetration by 30% (density) and 37% (penetration) from 2006 to 

                                              
33  See iff (2013, p. 109). 
34  See iff (2013, pp. 105-106). 
35  See FIN-FSA (2012, p. 2). 
36  See iff (2013, p. 103). 
37  See www.seo.nl/uploads/media/2010-44_Evaluation_of_commission_rules_for_complex_products.pdf. 
38  See Bikker and Van Leuvensteijn (2015, p. 175).  
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2013.39 At the same time, after the commission ban in 2013 acquisition costs reduced by 59% 

along with a strongly decreased premium volume.40 Dr. Fred de Jong from the Amsterdam 

Centre for Insurance Studies also pointed out that the cost of a typical consultation decreased 

from €3,000–4,000 to roughly €1,500 after the regulatory interventions.41 However, the Dutch 

Minister of Finance stated that it is too early for a full assessment of the effects of the 

commission ban, which is expected to be conducted in 2017.42 In addition, Table 6 shows that 

the changes in the arithmetic means before and after 2006 are significant for density, 

penetration, APE, and broker channel share. 

 

More recently, in the UK commissions for retail investment products for advisors (not limited 

to brokers) have been banned since December 2012.43 Subsequently, acquisition costs have 

increased by 8%.44 According to Europe Economics (2014, p. 37), there is little evidence that 

the commission ban has led to significant numbers of consumers no longer being willing to pay 

for advice. The development of life density and life penetration increased moderately by 7% 

and 4%, respectively, between 2012 and 2013 and, hence, supports this view, similar to 

increasing premium volumes of both DDPW and APE.45 On the other hand, according to 

potential the Yorkshire Building Society (2013), 91% of independent financial advisors warned 

of a growing financial advice gap and 27% of savers/investors were having problems in finding 

advice despite an average amount of £240 per month available to save or invest. According to 

Levy (2014), high street banks and a growing number of advisers have withdrawn their services 

to customers with less than £100,000. According to Oxera (2015, p. 22), it is not clear at this 

stage if potential adverse effects in regard to access to financial advice will materialize. 

Furthermore, the number of advisors dropped by 9% between 2012 and 2013, but it is not clear 

whether this is due to the commission ban or due to other regulatory changes, e.g., higher 

mandatory professional standards.46  

 

                                              
39  See Table 6 and www.dnb.nl/en/news/news-and-archive/dnbulletin-2011/dnb259714.jsp. 
40  See Table 6. 
41  See Beenken et al. (2014, p. 7). 
42  See Oxera (2015, p. 30). 
43  See Europe Economics (2014, p. 6). 
44  Data source: data source 1 (see Table 4). 
45  Data source: data source 1 (see Table 4). 
46  See Oxera (2015, pp. 22, 24), www.fca.org.uk/news/adviser-numbers-in-line-with-expectations, and 

www.fsa.gov.uk/static/pubs/newsletters/rdr9.pdf. 
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Insurance Distribution Directive (IDD) (former title: Insurance Mediation Directive 2 (IMD2)) 

 

The current EU Directive 2002/92 on insurance mediation will be revised by the Insurance 

Distribution Directive (IDD). In 2012 the European Commission published proposal for the 

revision, containing mandatory disclosure requirements for intermediary remuneration and a 

ban of commissions for independent advisors.47 On June 30, 2015, after several consultations 

and amendments, the Parliament and the Council reached an agreement.48 The directive will be 

submitted to the Parliament for a vote at first reading and to the Council for final adoption.49 

The latest version of the directive allows for extensive member state discretions, e.g., with 

regard to introducing a commission ban.50 

 

4.2. Digitalization  

 

The development and integration of digital technologies of sales, sales support, and marketing 

may enhance the efficiency of life distribution and thus reduce costs. In regard to sales, a 

stronger focus on direct distribution could lead to considerably lower costs for both insurers 

and customers (see also Figure 5 and Table 5). In the case of Germany, the growth of the direct 

channel is already strongly visible, as the share of the direct channel has increased by 16% per 

year from 2009 to 2013 and from 3.7% to 6.7% in terms of DDPW and APE.51 Furthermore, 

the third-largest life player is Cosmos, a pure direct insurer.52 For the standardized non-life 

product category of motor insurance, the share of contracts sold has already increased to 15%.53   

 

In addition, digitalized sales support can enhance productivity. Examples include price 

comparison applications for brokers that allow instant quoting and electronic offers for 

customers as well as platforms for apps with several insurance applications for distributors (e.g., 

viewing and editing of customer/tariff data, preparation of offer). A UK industry expert 

indicated that insurers in the UK considerably reduced their costs for sales support over the last 

five years due to their fully digitized broker platforms. 

                                              
47  See European Commission (2012, pp. 52, 58). 
48  See www.consilium.europa.eu/en/press/press-releases/2015/07/22-insurance-mediation/. 
49  See www.consilium.europa.eu/en/press/press-releases/2015/07/22-insurance-mediation/. 
50  See data.consilium.europa.eu/doc/document/ST-10747-2015-INIT/en/pdf. 
51  Data sources: data source 1 (see Table 4), www.towerswatson.com/de-DE/Press/2013/10/Vertriebswege-

Survey-zur-Lebensversicherung, and www.towerswatson.com/de-DE/Press/2014/11/Bankvertrieb-wieder-

vorne-Makler-im-Stimmungstief. 
52  In terms of NBP 2013. Data source 4 (see Table 4). 
53  See www.towerswatson.com/de-DE/Press/2014/10/Schaden-Unfallversicherer-steigern-2013-ihren-Absatz-

uber-Direktvertrieb. 
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In regard to marketing, digitalization can reduce costs via a more targeted marketing (e.g., via 

IP-based ads, Facebook54 or Facebook ‘dark’ posts55). A practitioner-oriented article suggests 

that Facebook can generate a lead conversion rate 2.4 times higher than the second best 

marketing channel with 50% lower costs.56 

 

4.3. Product Mix and Product Complexity  

 

Distribution costs also depend on the product mix and complexity. E.g., according to iff (2013, 

p. 40), in Europe commissions for products with investment components are higher than for 

pure risk products. An industry expert for the German market confirmed this and also suggested 

that commission rates may also depend on the contract duration and new products. Products 

with alternative (reduced) guarantees usually come with higher commission payments, whereas 

contracts of the group life business exhibit a lower level of commissions by 25–75%, but usually 

50%. An analysis of the share of the group business57 based on data source 1 (see Table 4) 

reveals that it is indeed considerably lower in countries with high acquisition cost ratios 

(Germany, the Czech Republic, Hungary, Slovakia, see Figure 1) than in the other countries58, 

since the former group has an share of 5%/2%/1%/14% (arithmetic 

mean/median/minimum/maximum)59, whereas the corresponding numbers of the latter group 

are 26%/21%/7%/56%.60.  

 

Several authors (e.g., Schiller (2011, p. 128), Regan and Tennyson (1996, p. 663)) find that 

independent intermediaries dominate the sales of complex insurance products, whereas tied 

agents are preferred for less complex products. Since most authors find efficiency 

disadvantages for brokers (see literature review in Section 1) and complex products are 

(currently) not well suited for the direct channel (e.g., most online price comparison websites 

focus on standardized life products), one can conclude that more standardized products should 

be beneficial for both customers and insurers in terms of acquisition costs.  

                                              
54  For example, AXA announced a strategic partnership with Facebook (see 

www.axa.com/lib/en/library/pr/group/2014/15451.aspx). 
55  A Facebook ‘dark post’ is an unpublished post (which can only be seen by the user) that a firm pays to be 

posted to a selected group of users (see www.woothemes.com/2015/07/facebook-dark-posts/). 
56  See www.versicherungsmagazin.de/Artikel/196/24281/Digitalisierung-Vertriebe-muessen-sich-

transformieren.html. 
57  Based on DDPW of life business between 2006 and 2013. 
58  Belgium, France, Ireland, Italy, Netherlands, Poland, Portugal, Spain, Sweden, the UK. 
59  Based on the set of shares of the group business (one observation per country). 
60  Data source: data source 1 (see Table 4). 
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4.4. Level of Competition within Markets 

 

A further driver for high commission rates may be a high level of competition as indicated by 

a low degree of market concentration.61 This is because especially independent intermediaries 

may have a high market and negotiation power in a situation where they can choose from a 

large set of well-known insurers that have a decent level of market share and the ability to pay 

a higher level of commissions. In addition, tied agents might have a high negotiation power as 

well, as they could threat insurers to quit their contracts and move to insurers with higher 

commission levels. This is consistent with the results based on data source 2, which allow 

studying the market concentration62 between 2006 and 2013 for each of the markets displayed 

in Figure 1. In particular, the top three countries in Figure 1 (markets with high acquisition cost 

ratios) have a considerably lower market concentration, 63% (the Czech Republic), 49% 

(Germany) and 60% (Hungary), than the last two countries 81% (Portugal) and 84% (Ireland). 

The arithmetic mean (median/minimum/maximum) of the market concentration of the 

remaining markets is 63% (63%/40%/82%).63 

 

4.5. Degree of Cross-Border Effects  

 

The high degree of cost differences between the European markets as shown in Sections 2.3 

and 3.2 suggests there is a lack of cross-border effects. This might be driven by the high degree 

of country-specific regulation of mediation and the recent start of European regulatory 

harmonization, a high share of pure local players, and a low degree of group integration (high 

independence of local entities) of multinational players.  

 

4.6. Further Aspects 

 

With a focus on the German market as one with the highest acquisition cost ratios, interviews 

with industry experts suggest that German insurers often use cross-subsidizing strategies for 

higher commissions for life and health products and correspondingly lower commissions for 

P&C products. Furthermore, the market power of intermediaries is typically a driving force for 

commission rates, where especially large brokers, banks and financial sales companies have a 

very high degree of market power. On the other hand, the market power of insurers, which 

                                              
61  See iff (2013, p. 33) and Table 1 for the definition. 
62  Calculated by the sum of yearly DDPW of the five largest life insurance groups divided by the sum of the 

yearly market DDPW. 
63  Slovakia, Poland, Netherlands, Sweden, Belgium, Spain, Italy, UK, and France. 
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strongly depends on reputation and financial stability, may also influence the level of 

commissions paid to brokers. In addition, another driving force could be the extent of 

administrative work carried out by intermediaries and compensated for by commissions.64  

 

4.7. Regression Analysis of Acquisition Costs 

 

Sections 2.3, 3 and 4.1 to 4.6 show that distribution costs can be influenced by various factors. 

To study the explanatory power in regard to acquisition costs, we consider selected factors 

where market level data is available for the 14 countries in Figure 1. The descriptive statistics 

are shown in Table 7 and the results of the multiple linear regression model are exhibited in 

Table 8.65  

 

Table 7: Descriptive statistics of acquisition cost ratios (based on NBP) and corresponding 

explanatory variables for 14 countries from 2006 to 2013 (data sources 1 and 2)66 

Response variable / 

Explanatory variable 

N Arithm. 

mean  

Standard 

deviation 

Min. Max. 

Acquisition costs ratio 102 19% 15% 3% 58% 

Market concentration 102 64% 14% 35% 91% 

Share of group business 102 18% 15% 0% 56% 

Share of broker channel 102 30% 19% 5% 72% 

Share of bank channel 102 34% 26% 0% 86% 

Share of branch channel 102 8% 8% 0% 27% 

Share of direct channel 102 4% 6% 0% 25% 

Regulation1 102 9% 28% 0% 100% 
1 Dummy variable that corresponds to the regulatory interventions mentioned in Section 4.1. The variable equals 

one if regulatory intervention in regard to commission payments occurred, and zero otherwise. 

 

                                              
64  E.g., for the case of Spain, an industry expert indicated that banks typically undertake a large share of 

marketing, quoting, policy issuance, and even some servicing. 
65  The share of the distribution channel “Other” is redundant and hence omitted in the regression equation. In 

addition, we calculated the variance inflation factors (VIF) for the “share” variables to account for potential 

multicollinearity. Some values for VIF were greater than 10, which most academic papers (e.g., Marquardt 

(1970, p. 610)) use as an upper bound for a strong signal for multicollinearity. Hence, we also removed the 

share variable “share of tied agent channel”, which showed the highest standard error. This now implies values 

for VIF within an acceptable range of 1.3 and 4.1. Furthermore, please note that the sample size of 102 

observations does not allow additionally controlling for country effects, since the ratio of the number of 

observations to the number of explanatory variables would be 5.1, which is considerably lower than the 

required value of approximately 10 (see, e.g., Harrell Jr. et al. (1996, p. 364)).  
66  See Table 4 for further details regarding the data sources. 
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Table 8: Estimates of the multiple linear regression model for acquisition costs ratios (based 

on NBP) for 14 countries with yearly observations between 2006 and 2013 (see Table 7) 

Explanatory variables Regression coefficient Standard error 

Intercept  0.633 **     0.066    

Market concentration -0.031     0.077    

Share of group business  -0.235 **     0.086    

Share of broker channel -0.377 **     0.102    

Share of bank channel -0.609 **     0.061    

Share of branch channel -0.318 *     0.144    

Share of direct channel -0.978 **     0.250    

Regulation  0.041     0.045    

Notes: * statistical significance at the 5% level, ** statistical significance at the 1% level; adjusted R2 = 0.619. 

 

As can be seen, the share of the bank channel in particular shows a statistically very high 

negative relationship with acquisition costs, which is similarly observed for the share of the 

direct channel (with the strongest negative effects on acquisition costs) as well as the share of 

group business. In contrast to what would be expected based on the literature (see Section 4.4), 

market concentration does not have a significant effect on acquisition costs in our sample. The 

result that the broker channel exhibits a significant negative effect on acquisition costs is not in 

line with what we expected, but can be explained by the large broker share in Ireland and the 

UK, two countries that exhibited very low acquisition costs (see Figure 4). In addition, the share 

of the branch channel shows a negative statistically significant relationship with acquisition 

costs at the 5% level, while the variable “Regulation” does not show a significant effect on 

acquisition costs, which is in line with the mixed results in Section 4.1. 

 

5. SUMMARY AND OUTLOOK 

 

In this paper, we contribute to the literature by studying factors that influence the cost of life 

distribution in Europe based on several unique data sets. Our descriptive analysis indicates that 

both the channel mix (Section 3.1) and the costs of the predominant distribution channels 

(Sections 3.2 and 3.3) may considerably impact the overall costs of life distribution and that 

these costs have historically evolved very differently and mostly in an isolated way, i.e., in the 

absence of cross-border effects (Section 4.5).  

 

We also study the consequences of regulatory interventions in regard to distribution costs in 

life insurance by comparing the situation in Denmark, Finland, the Netherlands, and the UK, 



IV. The Cost of Life Distribution in Europe 41 

 

 

 

which strongly differ (Section 4.1). For instance, while we observe a considerable increase in 

life penetration and density in Denmark and Finland and a slight increase in the UK after the 

year of regulatory intervention until 2013, both figures strongly decreased in the Netherlands. 

The development of (absolute) acquisition costs is ambiguous, including strong declines in the 

case of Denmark despite an increase in premiums and in the Netherlands mostly driven by the 

decline in premiums, but a strong increase in the case of Finland due to strong premium 

increases, overall also implying a relative decrease in terms of premiums, and a slight increase 

in the UK consistent with the premium increase. 

 

One further factor affecting the cost of life distribution is the trend regarding digitalization, with 

customers increasingly using online channels for both life and non-life insurance products. This 

development might have a decreasing effect on distribution costs, but it also bears a risk that 

the customer does not understand the importance of the (partly) complex life insurance 

products, particularly pension products, due to the decrease of person-to-person sales talks, 

implying that new business volumes could drop significantly. These developments may lead to 

a decrease in insurance coverage in the population and hence represents an issue especially for 

many industrialized countries with an increasing need for private pensions (and the 

accompanied risk of old-age poverty). Due to the large variety of factors that influence 

distribution costs, there are a number of starting points to increase efficiency, which can be 

beneficial for both customers and insurers or shareholders, respectively, due to lower premiums 

and potentially higher profits. One starting point is the reduction of product complexity and a 

stronger focus on group life business (see Section 4.3). The country comparison in Section 2.3 

suggests that for some countries, e.g., the Czech Republic, Germany, Hungary, and Slovakia, 

which show distribution costs67 of 188–244% of the arithmetic mean of the 14 considered 

countries in Figure 1, it seems reasonable to reduce distribution costs, e.g., the level of 

commission payments. However, this bears the risk of a strong decline in new business volumes 

as long as life insurance products remain so-called ‘push’ products with a strong need for 

sophisticated advice from intermediaries. In addition, aggregated distribution costs at a market 

level may not be notably reduced in the case of a unilateral reduction of commissions by only 

one insurer attempting to reduce costs, as this may simply drive brokers to sell the product 

offerings of other higher-commissioning insurers. Furthermore, investments in digitalization of 

distribution can be beneficial, e.g., regarding sales and sales support, such as sales and 

communication via apps and broker platforms, and marketing, e.g., by more efficient and 

targeted marketing via online ads or Facebook ‘dark posts’ (see Section 4.2). The development 

of future costs of life distribution in Europe will also strongly depend on the concretization of 

                                              
67  Measured by the acquisition cost ratios based on NBP (see Figure 1). 
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the Insurance Distribution Directive and the subsequent national implementations, which may 

go beyond the minimum requirements of the directive and thus imply further costs. 

 

Future research should further analyze the interplay between distribution costs and the expected 

product profitability as well as the corresponding risks, especially on increasing lapse rates and 

decreasing sales, which represents important information for managers. In addition, the 

influence of product design, i.e., product mix, and the complexity of distribution costs should 

be taken into account.  

 

 

REFERENCES 

 

Barrese, J., Nelson, J.M. (1992): Independent and Exclusive Agency Insurers: A Reexamination 

of the Cost Differential. Journal of Risk and Insurance 59(3), 375–397. 

Beenken, M., Schradin, H.R., Wende, S. (2014): Vergütung in der Versicherungsvermittlung 

und Auswirkungen der Regulierung in Europa - Symposium 14.11.2014. www.ivk.uni-

koeln.de (download 02/24/2016). 

Berger, A.N., Cummins, J.D., Weiss, M.A. (1997): The Coexistence of Multiple Distribution 

Systems for Financial Services: The Case of Property‐Liability Insurance. Journal of 

Business 70(4), 515–546. 

Bikker, J.A., Van Leuvensteijn, M. (2015): A New Measure of Competition in the Financial 

Industry - The Performance-conduct-structure Indicator. Routledge, Oxon and New York. 

Brockett, P.L., Cooper, W.W., Golden, L.L., Rousseau, J.J., Wang, Y. (1998): DEA 

Evaluations of the Efficiency of Organizational Forms and Distribution Systems in the US 

Property and Liability Insurance Industry. International Journal of Systems Science 29(11), 

1235–1247. 

Brockett, P.L., Cooper, W.W., Golden, L.L., Rousseau, J.J., Wang, Y. (2005): Financial 

Intermediary versus Production Approach to Efficiency of Marketing Distribution Systems 

and Organizational Structure of Insurance Companies. Journal of Risk and Insurance 72(3), 

393–412. 

Chang, P.-R., Peng, J.-L., Fan, C.K. (2011): A Comparison of Bancassurance and Traditional 

Insurer Sales Channels. Geneva Papers on Risk and Insurance 36, 76–93, 

doi:10.1057/gpp.2010.34. 

Chen, M.S., Chang, P.L. (2010): Distribution Channel Strategy and Efficiency Performance of 

the Life Insurance Industry in Taiwan. Journal of Financial Services Marketing 15, 62–75, 

doi:10.1057/fsm.2010.6. 



IV. The Cost of Life Distribution in Europe 43 

 

 

 

Coelho, F. J., Easingwood, C. (2004): Multiple Channel Systems in Services: Pros, Cons and 

Issues. The Service Industries Journal 24(5), 1–29. 

Cummins, J.D., VanDerhei, J. (1979): A Note on the Relative Efficiency of Property-Liability 

Insurance Distribution Systems. Bell Journal of Economics 10(2), 709–719. 

Dalla Pozza, I., Texier, L. (2014): Managing Multichannel Strategies in the Service Sector: The 

Example of the French Insurance Industry. Journal of Applied Business Research 30(3), 

863–868. 

Easingwood, C., Storey, C. (1996): The Value of Multi-Channel Distribution Systems in the 

Financial Services Sector. Service Industries Journal 16(2), 223–241. 

Eling, M., Luhnen, M. (2010): Efficiency in the International Insurance Industry: A Cross-

Country Comparison. Journal of Banking & Finance 34(7), 1497–1509. 

Europe Economics (2014): Retail Distribution Review: Post Implementation Review. 

www.fca.org.uk (download on 06/21/2015). 

European Commission (2012): Proposal for a Directive of the European Parliament and of the 

Council on Insurance Mediation (Recast). www.eur-lex.europa.eu.de (download on 

03/11/2015). 

European Council (1991): Council Directive 91/674/EEC of 19 December 1991 on the Annual 

Accounts and Consolidated Accounts of Insurance Undertakings. Official Journal of the 

European Communities 34(L 374), 7–31. 

Etgar, M. (1977): Cost Effectiveness in Insurance Distribution. Journal of Risk and Insurance 

44(2), 211–222. 

Federation of Finnish Financial Services (FFI) (2013): Finnish Act on Intermediation and the 

Remuneration Model for Brokers. www.sven-giegold.de (download on 06/18/2015). 

Fields, J.A., Murphy, N.B. (1989): An Analysis of Efficiency in the Delivery of Financial 

Services: The Case of Life Insurance Agencies. Journal of Financial Services Research 2(4), 

343–356. 

Financial Supervisory Authority (FIN-FSA) (2012): Insurance Brokers 2011. 

www.finanssivalvonta.fi (download 02/24/2016). 

Harrell Jr., F.E., Lee, K.L., Mark, D.B. (1996): Multivariable Prognostic Models: Issues in 

Developing Models, Evaluating Assumptions and Adequacy, and Measuring and Reducing 

Errors. Statistics in Medicine 15(4), 361–387. 

Hwang, T., Gao, S.S. (2005): An Empirical Study of Cost Efficiency in the Irish Life Insurance 

Industry. International Journal of Accounting, Auditing and Performance Evaluation 2(3), 

264–280. 



IV. The Cost of Life Distribution in Europe 44 

 

 

 

Institut für Finanzdienstleistungen e.V. (iff) (2013): Study on Remuneration Structures of 

Financial Services Intermediaries and Conflicts of Interest (MARKT/2012/026/H) Final 

Report. www.ec.europa.eu (download 06/03/2015). 

Kim, W.-J., Mayers, D., Smith, C.W., Jr. (1996): On the Choice of Insurance Distribution 

Systems. Journal of Risk and Insurance 63(2), 207–227. 

Klumpes, P.J.M. (2004): Performance Benchmarking in Financial Services: Evidence from the 

UK Life Insurance Industry. Journal of Business 77(2), 257–274. 

Klumpes, P.J.M., Schuermann, S. (2011): Corporate, Product and Distribution Strategies in the 

European Life Insurance Industry. Geneva Papers on Risk and Insurance 36, 50–75, 

doi:10.1057/gpp.2010.38. 

Levy, D. (2014): Middle Britain is being Priced out of Getting Financial Advice. 

www.independent.co.uk (download 06/22/2014). 

Ma, Y.-L., Pope, N., Xie, X. (2014): Contingent Commissions, Insurance Intermediaries, and 

Insurer Performance. Risk Management and Insurance Review 17(1), 61–81. 

Marquardt, D.W. (1970): Generalized Inverses, Ridge Regression, Biased Linear Estimation, 

and Nonlinear Estimation. Technometrics 12(3), 591–612. 

Münstermann, B., Paulus, G., Vogelgesang, U. (2014): Wie Versicherungsunternehmen ihre 

operativen Kosten senken können: Erkenntnisse aus dem Versicherungskosten-

Benchmarking Insurance 360° von McKinsey. Zeitschrift für Versicherungswesen 65(23), 

698–702. 

Oxera (2015): Regulating Remuneration Systems: Effective Distribution of Financial Products. 

www.oxera.com (download 02/24/2016). 

Regan, L. (1999): Expense Ratios Across Insurance Distribution Systems: An Analysis by Line 

of Business. Risk Management and Insurance Review 2(2), 44–59. 

Regan, L., Tennyson, S. (1996): Agent Discretion and the Choice of Insurance Marketing 

System. Journal of Law and Economics 39(2), 637–666. 

Schiller, J. (2011): Ökonomische Aspekte der Entlohnung und Regulierung unabhängiger 

Versicherungsvermittler. Zeitschrift für die gesamte Versicherungswissenschaft 100(1), 

113–130. 

Trigo-Gamarra, L., Growitsch, C. (2010): Comparing Single- and Multi-Channel Distribution 

Strategies in the German Life Insurance Market: An Analysis of Cost and Profit Efficiency. 

Schmalenbach Business Review 62, 401–417. 

Wang, J.L., Peng, J.L., Tzeng, L.Y., Chen, L.R. (2010): Cost Efficiency and Productivity 

Growth of Life Insurance Distribution Channels. Working Paper Series of The Geneva 

Association, Études et Dossiers No. 369. 



IV. The Cost of Life Distribution in Europe 45 

 

 

 

Ward, D. (2002): The Costs of Distribution in the UK Life Insurance Market. Applied 

Economics 34(15), 1959–1968. 

Wieland, J. (2015): Runoff or Redesign? Alternative Guarantees and New Business Strategies 

for Participating Life Insurance. Presented at the 19th International Congress on Insurance: 

Mathematics and Economics (IME), Liverpool. 

Yorkshire Building Society (2013): Growing Advice Gap Hits Savers and Investors. 

www.ybs.co.uk (download 06/22/2014). 

 

 



V. Economies of Scale in European Life Insurance 46 

 

 

 

V.  ECONOMIES OF SCALE IN EUROPEAN LIFE INSURANCE 
 

 

 

Abstract: Due to the continuing low interest rate environment as well as the increase in 

acquisition costs, price transparency, cost transparency, and competition with banks, the cost 

of life insurance becomes increasingly important for customers, insurers, and shareholders. 

Against this background, the aim of this paper is to study the development of insurers’ 

economies of scale in regard to administrative costs for four of the largest European life 

insurance markets. Our analysis on economies of scale is based on a comprehensive set of 477 

life insurers in Germany, Italy, Spain, and the UK, yearly data between 2000 and 2014, and 

regression calculations that are based on 4,846 observations. The results show that both the 

extent and the development over time of economies of scale strongly vary between the 

considered markets.68 

 

Keywords: Economies of scale, returns to scale, administrative costs, life insurance 

                                              
68  This chapter is based on Klotzki, U., Gatzert, N., Vogelgesang, U. (2016): Economies of Scale in European 

Life Insurance. Working Paper, Department of Insurance Economics and Risk Management, Friedrich-

Alexander University Erlangen-Nürnberg, Nürnberg. 
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1. INTRODUCTION 

 

The level of administrative costs is becoming increasingly important for European life insurers, 

their shareholders, and their customers: First, the interest rates in Europe continue to be low, 

which implies considerable challenges for profits and policyholder returns. Second, acquisition 

costs, which play a considerable role in the profit decomposition of European life insurers, have 

increased between 2000 and 2013.69 A short-term reduction of these costs seems difficult, e.g., 

due to the market power of intermediaries and sales organizations as well as the high level of 

product complexity that requires a high degree of advice, along with the typically long-term 

contracts with intermediaries. Third, price and cost transparency increases due to comparison 

websites and regulation (e.g., the European Insurance Distribution Directive70), which 

increases the need for reducing cost ratios. Fourth, in the area of savings products, European 

life insurers face intensified competition with banks, asset managers, and platform operators, 

which puts further pressure on their cost position. In addition, leveraging economies of scale 

becomes increasingly important due to current market trends such as the continuing 

consolidation of life insurers as well as digitization. With the high fixed costs required for initial 

investments in digitization and the ensuing reduction of marginal costs, digitization in many 

ways is the archetypical driver of economies of scale. The aim of this paper is to address these 

issues above by analyzing to what extent larger insurers were able to benefit from their scale in 

terms of their administrative cost position and we discuss whether the consolidation of life 

insurers in the considered markets as well as the ongoing digitization in recent years led to 

increasing economies of scale. 

 

In the literature, most authors find higher cost efficiencies for larger life insurers and thus 

positive economies of scale (e.g., Fecher et al. (1991) for the French market; Bikker and Van 

Leuvensteijn (2008) for the Dutch market; Cummins and Rubio-Misas (2006) for the Spanish 

market; Colenutt (1977), Hardwick (1997)71, for the UK market; Grace and Timme (1992), 

Houston and Simon (1970)72, Praetz (1980), Yuengert (1993)73 for the US market). In contrast 

to these results, several other authors find no evidence for economies of scale or even the 

opposite relationship (e.g., Rutledge and Tuckwell (1974) for the Australian market; Daly et al. 

(1985) for the Canadian market; Fenn et al. (2008) for several European markets; Fields (1988) 

                                              
69  See Klotzki et al. (2015, p. 1). 
70  See http://data.consilium.europa.eu/doc/document/PE-49-2015-INIT/en/pdf. 
71  Hardwick also analyzes sources of both economies and diseconomies of scale for the UK life market (see 

Hardwick (1993, pp. 244-248). 
72  Study based on life insurers conducting business in California.  
73  Positive economies of scale are found, but not throughout the entire sample. 
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for the US market) or mixed results (e.g., Khaled et al. (2001) for the New Zealand market74; 

Geehan (1977) for the Canadian market75). 

 

In addition, a small strand of the life insurance literature focuses on the development of 

economies of scale over time. For instance, Kaye (1991) observes economies of scale in regard 

to total costs in the UK life market between 1980 and 1986 and shows that they are constant 

during this time period. Pritchett (1973) analyzes changes of total expense ratios, home office 

expense ratios, and field expense ratios for four size categories76 of 30 US life insurers between 

1961 and 1970 with mixed results between the considered cost types. In terms of minimum 

operating expenses, Pritchett (1973) finds some evidence that the optimal insurer size is in the 

range of medium to large sized insurers. Furthermore, Pritchett and Myers (1980) focus on 

changes in operating expenses of 30 US life insurers between 1965-67 and 1974-75, which are 

divided into four size categories as well. The authors find that medium and large insurers are 

more effective in controlling expenses than small and very large insurers. 

 

Thus, the existing academic literature on costs and corresponding economies of scale in life 

insurance primarily deals with analyses of total costs instead of administrative costs, a single 

year, or a single market. This paper contributes to the existing literature by conducting a 

comprehensive analysis of recent market dynamics and economies of scale in regard to 

administrative costs over time between 2000 and 2014 for four of the largest European life 

insurance markets (Germany, Italy, Spain, UK) and 477 life insurers in total. This is done by 

means of a log-log transformation of premiums and costs and linear regression calculations 

based on these transformed figures for 4,846 observations. In addition, for each market, we 

analyze the development of administrative costs for four size categories of insurers. 

 

The remainder of this paper is structured as follows. Section 2 provides an overview of the 

definitions and data used in the paper. Section 3 analyzes market dynamics in the life insurance 

markets in Germany, Italy, Spain, and the UK. Section 4 focuses on the analysis of economies 

of scale in the considered markets in Section 3. The paper concludes with a summary in Section 

5. 

 

                                              
74  Economies of scale were found for small but not for medium- and large-sized life insurers. 
75  The author statistically but not economically finds economies of scale and states that the evidence is not 

conclusive. 
76  Small, medium, large, and very large insurers. 
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2. DEFINITIONS AND DESCRIPTION OF EUROPEAN LIFE INSURANCE MARKET DATA 

 

2.1. Overview of Basic Notations, Distribution Channels, and Composition of 

Administrative Costs  

 

We first provide an overview of notations and definitions used in this paper. Basic notations 

regarding underlying key figures are shown in Table 1, the considered distribution channels are 

summarized in Table 2, and the analyzed administrative costs and their components are defined 

in Table 3. 

 

Table 1: Basic notations and key figures77 

Notation and abbreviation Definition 

Gross direct domestic 

premiums written (GDDPW) 

All premiums written from domestic (excluding foreign premiums) end 

customers (excluding reinsurance assumed) (direct) 

Gross premiums earned (GPE) GPW after change in unearned premium reserves 

Gross premiums written (GPW) Total premiums on policies issued by an insurance company during a 

specific period of time regardless of what portions have been earned. 

Written premiums are the amount of premium charged for a policy that has 

already become effective 

Gross technical reserves Gross technical reserves, including unit-linked and separate account 

liabilities 

Net premiums written (NPW) GPW after deductions for reinsurance and ceding commissions 

 

Table 2: Overview of distribution channels78  
Channel Description 

Bank Banks that sell third-party or in-house insurance; can be tied to one or multiple insurers 

Branch Contracts sold in a branch office of the insurer (staffed with own salaried salesforce); outlets of 

insurers designed to provide advice for customers and close insurance sales; not included are 

administrative branches of other insurers or branches where salesforces are trained or outlets of 

insurance agents with shop windows 

Broker Broker, independent financial adviser, pyramid salesforce, or multiple agents who sell insurance 

products for more than one player 

Direct Contracts sold through remote channels (i.e., internet, call center) and direct marketing channels 

(i.e., no intermediation)  

Other Car dealers, retailers, insurance purchased or initiated in a retail environment where insurance is 

not the dominant product (e.g., supermarket), insurers selling via employee workplace, salesforce 

with hierarchical structure and compensation and affinity groups 

Tied agent Both self-employed tied agents and salaried tied agents who work exclusively for one company 

 

                                              
77  Sources: McKinsey’s Global Insurance Pools, and www.investopedia.com/terms/w/written-

premium.asp#ixzz3nDMwsxzD. “Gross” stands for “before deductions for reinsurance and ceding 

commissions”. 
78  Source: McKinsey’s European Insurance Cost Benchmarking. 
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Table 3: Administrative costs and their components79 
Notation Description 

Administrative costs 

     Gross  

     administrative costs 

Costs arising from premium collection, portfolio administration, handling of 

bonuses and rebates, and inward and outward reinsurance. They shall in particular 

include staff costs and depreciation provisions in respect of office furniture and 

equipment in so far as these need not be shown under acquisition costs, claims 

incurred or investment management costs 

     Gross management 

     maintenance costs 

Ongoing costs throughout the year of maintaining the business in force (including 

investment management costs) 

Components of gross administrative costs  

     Product 

     development 

Costs arising from product market research, development of product features, 

development of underwriting rate structure, product promotion material, product 

analysis, and management role  

     Operations Costs arising from policy issuance, policy servicing, and claims management 

     IT Costs arising from IT management, IT application development and maintenance, 

IT infrastructure, and telecoms 

     Support Costs arising from postage and logistics, facilities, human resources, finance, tax, 

planning, and other support functions 

 

2.2. Data and Sample 

 

Table 4 summarizes the data sets for the subsequent analyses on economies of scale for the 

time period between 2000 and 2014.  

                                              
79  Sources: McKinsey’s European Insurance Cost Benchmarking, European Council (1991), 

hb.betterregulation.com/external/PRA%20Insurance%20Returns%20-%2010%20Feb%2014.pdf.  
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Table 4: Overview of data sets 

Data set and life 

insurance 

market(s) 

Number 

of life 

insurers 

Market 

share 

Time 

peri-

od 

Data figures  

(premium figure(s); 

administrative cost 

figure(s); other figures) 

Data source 

Insurer level data for the analysis of market dynamics in Section 3 and economies of scale in Section 4 

     1. Germany 123 100%80  2000-

2014 

GPE; gross administrative 

costs 

McKinsey 

Versicherungsdaten-

bank Deutschland 

     2. Italy 155 98%81 2000-

2014 

NPW; gross administrative 

costs in percent of GPW 

multiplied by NPW 

ANIA (Associazione 

Nazionale fra le 

Imprese Assicuratrici) 

     3. Spain 132 100%82  2000-

2014 

GPE; gross administrative 

costs83 

DGSFP (Dirección 

General de Seguros y 

Fondos de Pensiones) 

     4. UK 67 77%84 2000-

2014 

GPW; gross management 

maintenance costs 

PRA (Prudential 

Regulation Authority) 

     5. Austria, Bel- 

     gium, Denmark, 

     France, Ger- 

     many, Ireland, 

     Italy, Nether- 

     lands, Spain, 

     Switzerland, UK 

28 15%85 2010-

2014 

GPW; gross administrative 

costs (split into costs for 

product development, 

operations, IT, and support) 

McKinsey’s European 

Insurance Cost 

Benchmarking 

Market level data for the analysis of market dynamics in Section 3 

     6. Germany,       

     Italy, Spain, UK 

- 100%86 2000-

2014 

GPW, GDDPW (split into 

channels); gross 

administrative costs in 

percent of gross technical 

reserves, gross administrative 

costs in percent of GPW; 

gross technical reserves 

McKinsey’s Global 

Insurance Pools 

     7. UK - 100%87 2000-

2014 

Gross management 

maintenance costs 

PRA (Prudential 

Regulation Authority) 

 

                                              
80  Calculated by the sum of yearly GPE for all considered insurers divided by the sum of the yearly market GPE 

in given time period.  
81  Calculated by the sum of yearly NPW for all considered insurers divided by the sum of the yearly market NPW 

in given time period.  
82  Calculated by the sum of yearly GPE for all considered insurers divided by the sum of the yearly market GPE 

in given time period. 
83  In addition to the premium and administrative components, the Spanish data contains also the distribution 

channel focus (split into bancassurance and non-bancassurance). 
84  Calculated by the sum of yearly GPW for all considered insurers divided by the sum of the yearly market GPW 

in given time period.  
85  Calculated by the sum of the GDDPW in year 2013 for all considered insurers divided by the sum of the 

European life GDDPW in year 2013. 
86  Market share is 100%, since the values of data set are already on a market level. 
87  Market share is 100%, since the values of data set are already on a market level. 
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First, the data set for Germany is composed of 123 insurers and corresponds to a market share 

of almost 100%,88 providing information on GPE and gross administrative costs. Second, the 

Italian life insurance data consists of 155 insurers, where 10 insurers were eliminated (4 due to 

non-complete data89 and 6 outliers). The remaining 155 insurers comprise a market share of 

98%. The data set contains yearly information about NPW as well as gross administrative costs 

in percent of GPW (which we have multiplied by NPW in order to obtain an absolute number, 

which was necessary for the subsequent analyses). Third, the Spanish life insurance data 

comprises a market share of almost 100% with information on GPE and gross administrative 

costs for 132 insurers in total.90 Fourth, the data set for the UK contains yearly information for 

67 insurers on GPW and gross management maintenance costs. We eliminated 26 outliers out 

of the originally 93 insurers, implying a market share of 77%. Fifth, we use a data set with 28 

insurers91 out of 11 European countries in order to analyze channel-specific administrative costs 

in Section 3.92 Data set 6 is used for the analysis of market dynamics in Section 3 and comprises 

market level data on GPW, GDDPW (split into channels), and gross administrative costs in 

percent of gross technical reserves as well as in percent of GPW for all four considered markets. 

 

The distinction between the different figures for costs and premiums is thereby necessary due 

to the different data sets and reporting structures. E.g., in the UK, the data source offers the cost 

split into commissions (split into acquisition and other) and management expenses (split into 

acquisition, maintenance, and other).93 

 

3. MARKET DYNAMICS 

 

3.1. Premium Development 

 

Figure 1 exhibits the development of GPW between 2000 and 2014 for the life insurance 

markets in Germany, Italy, Spain, and the UK. As can be seen, the premium development varies 

considerably between the markets. The size of the UK market increased from 99 to 147 billion 

EUR between 2000 and 2014, and the Italian market increased from 42 billion EUR in 2000 to 

                                              
88  We removed 4 outliers from the original set of 127 insurers. 
89  Only insurers with positive numbers of both administrative costs and premiums in the database have been 

considered in the subsequent analyses. 
90  We removed 9 outliers from the original set of 141 insurers. 
91  9 from Germany, 4 from Spain, 2 from Belgium, 1 from Ireland, 3 from Italy, 2 from the Netherlands, 1 from 

Austria, 2 from France, 2 from Switzerland, 1 from Denmark, and 1 from the UK. 
92  See Münstermann et al. (2014) for further details on the data set. 
93  See hb.betterregulation.com/external/PRA%20Insurance%20Returns%20-%2010%20Feb%2014.pdf. 
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112 billion EUR in 2014, with strong increases and decreases in between. According to an 

Italian industry expert, the high variance in premiums is driven by the high market power of 

banks and their changing sales strategies. The German market experienced an almost 

continuous growth from 61 billion EUR to 90 billion EUR, whereas the Spanish market size in 

2014 is the same as in 2000 (24 billion EUR), with a decrease to 18 billion EUR in 2003 and 

an increase to 29 billion EUR in 2011.  

 

Figure 1: Development of gross premiums written (GPW) in billion EUR for the life markets 

in Germany, Italy, Spain, and the UK from 2000 until 2014 (data set 6) 

 
 

3.2. Administrative Cost Development 

 

Figure 2 illustrates the development of administrative costs based on gross technical reserves 

and based on GPW for the four considered life markets between 2000 and 2014. As can be seen 

in Figure 2a), the administrative costs in percent of both reserves and premiums declined 

continuously after 2002, i.e. declining by 3% and 4% p.a. between 2000 and 2014 based on 

premiums and reserves, respectively. As shown later in Section 4, this decline is driven by a 

decline of the costs for all insurer size categories.  
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Figure 2: Development of gross administrative costs/gross management maintenance costs in 

% of gross technical reserves (bars) and in % of gross premiums written (GPW) (line) for the 

life markets in Germany, Italy, Spain, and the UK from 2000 until 2014 (data sets 6-7) 
a) Germany  

 

b) Italy 

 
c) Spain 

 

d) UK 

 

 

In Italy, administrative costs (see Figure 2b) decreased even stronger, with a decrease of 5% 

and 6% p.a. based on premiums and reserves, respectively. The strong increase of 

administrative costs in percent of GPW in 2006-08 and 2010-12 are driven by the decline in 

premiums (see Figure 1). The Spanish life administrative costs in percent of GPW increased, 

driven by the increase in administrative costs and the stagnation of premiums (see Figure 1). It 

can also be seen that the level of the administrative costs in Spain are considerably lower than 

in other markets, which might be driven by the high degree of administrative work that is done 

by the intermediaries, for which they get compensated by commissions.94 Furthermore, the 

issuance process and interface between banks and insurers in Spain tend to be highly automated, 

whereas in Germany, this process is often still paper-based. In the UK (see Figure 2d), gross 

management maintenance costs slightly increased both in percent of reserves and premiums 

between 2000 and 2014, despite of the strong increase in GPW (see Figure 1).  

                                              
94  See Klotzki et al. (2015, p. 24) for further details. 
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3.3. Development of Channel Mix and Channel-specific Administrative Costs 

 

Figure 3 displays the development of the channel mix for the four considered life insurance 

markets from 2000 until 2014. As can be seen, the markets in Italy and Spain are dominated by 

the bank channel, whereas the UK market is dominated by the broker channel. The German life 

insurance market has three nearly equally important channels, namely tied agent, broker, and 

bank. 

 

Figure 3: Development of channel share in % of gross direct domestic premiums written 

(GDDPW) for the life markets in Germany, Italy, Spain, and the UK from 2000 until 2014 (data 

set 6) 
a) Germany  

 

b) Italy 

 
c) Spain 

 

d) UK 

 

 

To gain further insight into the cost differences between channels and administrative cost 

components (see Table 3), we make use of data set 5 with 28 European life insurers. Figure 4 

exhibits the median of their administrative costs in % of GPW by channel focus and 

administrative cost components. As can be seen, multichannel players show the highest costs 

(5.2% of GPW), whereas bancassurance players show the lowest costs (2.1% of GPW).95 The 

                                              
95  Direct and branch channel are not shown here due to limited sample. 
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costs for operations and IT are generally lower for insurers with a tied agent focus than for 

insurers with a broker focus due to the tighter integration96 and the better possibility to set and 

enforce standards.97 Furthermore, the low operations and IT costs for insurers that focus on the 

bank channel are due to the tight integration with typically high levels of digitization at the 

bank/insurer interface98 and the simple and highly standardized products. The low costs for 

insurers that focus on the bank channel are in line with Münstermann et al. (2014, p. 701), who 

state that this is driven by the typical low degree of product and process complexity of 

bancassurance players.99 The large difference in support costs between agents and brokers is 

mainly driven by differences in the country mix and two high cost agent players.  

 

Figure 4: Median of gross administrative costs in % of gross premiums written (GPW)100 of 28 

European life insurers by channel focus and administrative cost component between 2010 and 

2014 (data set 5) 

 

                                              
96  E.g., insurer provides comprehensive sales systems for agents, while they only provide interfaces/platforms for 

brokers. 
97  E.g., electronic data capture, higher digital ratios for applications, higher STP (Straight Through Processing) 

ratios. 
98  After the policy issuance of the bank, the corresponding data will be directly transferred (“straight through”) 

into the systems of the insurer.  
99  This is also in line with Klotzki et al. (2015, p. 25), who find that the share of the bank channel is significantly 

negative related with acquisition costs. 
100  Calculated for each channel focus based on the median of the considered insurers’ administrative costs in % of 

GPW (one observation per company, where only the latest observation is included). Insurers are allocated to a 

specific channel if this channel accounts for more than 50% of their GPW in the corresponding year. Otherwise, 

the insurers are allocated to “Multichannel”. The differences between the four channels in the arithmetic means 

of the gross administrative costs of the component “Product development” in % of GPW are statistically 

significant at the 10% level, and the differences between the four channels regarding the arithmetic means of 

gross administrative costs of the component “Support” in % of GPW are statistically significant at the 10% 

level (single factor ANOVA). 
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4. ECONOMIES OF SCALE 

 

We next focus on the analysis of economies of scale in regard to administrative costs in the four 

European life insurance markets presented in Section 3.  

 

4.1. Approach 

 

According to Houston and Simon (1970, p. 857), economies of scale exist if average costs, 

measured by costs divided by premiums, decrease (at a decreasing rate) as output increases, 

where premiums are used as a proxy for output, i.e., the first derivative of the ratio of costs 

divided by premiums is negative and the second derivative is positive. To test if and to what 

extent economies of scale exist, we follow Houston and Simon (1970, pp. 856-857) and Kaye 

(1991, p. 306) and, in a first step, fit the insurer level data for data sets 1-4 to an appropriate 

cost function. This is done by a log-log transformation of premiums and costs, which in scatter 

plots show a strong linear relationship.101 Hence, the assumed underlying relation between 

premiums and costs is  

  

ln 𝐶 = 𝛽0 + 𝛽1 × ln 𝑃  

 

with 𝐶 and 𝑃 denoting the administrative cost figure102 and the premium figure,103 respectively, 

and the coefficients 𝛽0 and 𝛽1 are estimated by linear regression.104 In case economies of scale 

exist (see below), the extent increases for decreasing values of 𝛽1. This is done for each of the 

four European life insurance markets and for each of the three-year periods 2000-02, 2003-05, 

2006-08, 2009-11, and 2012-14 (see also Pritchett (1973, p. 161)). 

 

In a second step, we follow Dutta (1975, pp. 177-178), Gujarati (1970a, pp. 18-21), Gujarati 

(1970b, pp. 50-52), and Kaye (1991, p. 308) and test if the estimated coefficients 𝛽0 and 𝛽1 are 

reliable, since there can be structural differences in the above assumed relationship for different 

insurer sizes. For each of the five considered time periods (2000-02, 2003-05, 2006-08, 2009-

11, and 2012-14), we thus divide the sample into four size categories (very small, small, large, 

and very large) by their three quartiles105 based on the insurers’ premium figures of the 

                                              
101  See Kaye (1991, p. 306). 
102  Gross administrative costs for Germany, and Spain, gross administrative costs in percent of GPW multiplied 

by NPW for Italy and gross management maintenance costs for the UK (see Table 4 for further details). 
103  GPE for Germany and Spain, NPW for Italy, and GPW for the UK (see Table 4 for further details). 
104  The above relationship can also be written as 𝐶 = 𝑒𝛽0 × 𝑃𝛽1 . 
105  See also Cummins and Rubio-Misas (2006, p. 343) and Grace and Timme (1992, p. 86). 
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corresponding years. In addition, we use three dummy variables106 (𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4, 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5, 

and 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6). The variable 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4 equals one if the corresponding insurer belongs to 

the size category “small” and zero otherwise. The variables 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5 and 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6 refer 

to the size categories “large” and “very large”.107 We then calculate multiple regressions for 

each time period and life insurance market based on the following equation:  

 

ln 𝐶 =  𝛽2 + 𝛽3 × ln 𝑃 + ∑ 𝛽𝑖 × ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 𝑖

6

𝑖=4

  

 

If one of the three coefficients 𝛽4, 𝛽5, 𝛽6 is significantly different from zero at the 5% level 

(see, e.g. Kaye (1991, p. 307)), a structural difference between size categories is present and 

the coefficients 𝛽0 and 𝛽1 are not considered as reliable.  

 

In a third step, we analyze the regression coefficients 𝛽0 and 𝛽1 (calculated in step 1) for the 

time periods and markets that show no significant structural differences between the size 

categories (determined in step 2) and hence are considered reliable. Economies of scale as 

defined above exist for a certain time period, if the respective regression coefficient 𝛽1 is 

smaller than one and 𝛽4, 𝛽5, and 𝛽6 are not significantly different from zero. Furthermore, if 

economies of scale exist, the extent increases for decreasing values of 𝛽1.108 

 

4.2. Descriptive Statistics 

 

The descriptive statistics for the variables of both regressions equations above (step 1 and step 

2) are exhibited in Table 5. As can be seen, the sample sizes per market and time period are in 

the range of 158 (UK, 2009-11) and 347 (Germany, 2000-02). In addition, each market shows 

a decreasing sample size over time, which is due to a trend of consolidation. The development 

of the explanatory variable ln 𝑃 reflects the premium development described in Section 3.1.109    

 

                                              
106  See also Houston and Simon (1970, p. 858) and Kaye (1991, p. 308). 
107  The dummy variable for the size category “very small” is redundant and hence, not included in the regression 

equation (see e.g., Kaye (1991, pp. 308-309)). 
108  This can be seen, e.g., by looking at the relationship 𝐶/𝑃 = 𝑒𝛽0 × 𝑃𝛽1−1, which is equivalent to the above 

relationship ln 𝐶 = 𝛽0 + 𝛽1 × ln 𝑃. As can be seen, the cost ratios decrease faster for smaller values of 𝛽1 and, 

hence, the extent of economies of scale becomes stronger.  
109  Note that in contrary to Figure 1, the UK does not show the highest number for the premium figure ln 𝑃 across 

the four markets. This is due to the fact that data set 4, and hence the analyses for the UK in Section 4, are 

based on the local currency GBP. 



V. Economies of Scale in European Life Insurance 59 

 

 

 

Table 5: Descriptive statistics (data sets 1-4)110 

Time 

period 

Figure Response variable / 

Explanatory variable 

Germany Italy Spain UK 

2000-

02 

N  - 347 285 307 177 

Arithmetic mean 

(standard dev.) 
ln 𝐶  15.6 (1.7) 14.9 (1.4) 13.3 (1.7) 15.2 (2.3) 

ln 𝑃   18.8 (1.8) 18.8 (2) 17.8 (2) 18.1 (2.9) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4  4.5 (7.8) 4.6 (8) 4.3 (7.5) 4.2 (7.3) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5   4.9 (8.5) 4.9 (8.5) 4.7 (8.1) 4.7 (8.3) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6  5.3 (9.1) 5.3 (9.1) 5.1 (8.8) 5.6 (9.5) 

2003-

05 

N  - 314 257 285 162 

Arithmetic mean 

(standard dev.) 
ln 𝐶  15.8 (1.6) 15.1 (1.4) 13.6 (1.6) 15.6 (2.2) 

ln 𝑃   19.2 (1.7) 19.2 (2) 17.9 (1.9) 18.5 (2.7) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4  4.6 (8) 4.7 (8.1) 4.4 (7.6) 4.3 (7.6) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5   4.9 (8.6) 5 (8.6) 4.6 (8.1) 4.8 (8.4) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6  5.3 (9.2) 5.4 (9.3) 5.1 (8.7) 5.6 (9.6) 

2006-

08 

N  - 292 247 252 159 

Arithmetic mean 

(standard dev.) 
ln 𝐶  15.8 (1.7) 15.3 (1.4) 13.9 (1.5) 16 (2.1) 

ln 𝑃   19.3 (1.7) 19.2 (1.9) 18.2 (1.8) 18.8 (2.7) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4  4.7 (8.1) 4.6 (8.1) 4.5 (7.7) 4.4 (7.7) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5   5 (8.7) 5 (8.7) 4.7 (8.2) 5 (8.6) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6  5.3 (9.3) 5.4 (9.3) 5.1 (8.8) 5.6 (9.7) 

2009-

11 

N  - 280 215 258 158 

Arithmetic mean 

(standard dev.) 
ln 𝐶  15.8 (1.7) 15.6 (1.3) 13.9 (1.7) 16.1 (2.1) 

ln 𝑃   19.4 (1.7) 19.6 (1.8) 18.4 (1.9) 18.7 (2.6) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4  4.7 (8.2) 4.7 (8.2) 4.5 (7.8) 4.4 (7.7) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5   5 (8.7) 5.1 (8.7) 4.7 (8.2) 4.9 (8.5) 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6  5.4 (9.3) 5.5 (9.5) 5.2 (8.9) 5.6 (9.6) 

2012-

14 

N  - 265 182 241 163 

Arithmetic mean 

(standard dev.) 
ln 𝐶  15.9 (1.6) 15.8 (1.2) 14.2 (1.6) 16.1 (2.1) 

 ln 𝑃   19.6 (1.6) 19.8 (1.9) 18.3 (1.9) 18.8 (2.7) 

 ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4  4.7 (8.2) 4.8 (8.4) 4.4 (7.7) 4.3 (7.6) 

 ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5   5 (8.7) 5.1 (8.8) 4.8 (8.3) 5 (8.7) 

 ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6  5.5 (9.4) 5.6 (9.6) 5.1 (8.9) 5.6 (9.6) 

 

                                              
110  The high standard deviations of the three explanatory variables ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 4, ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 5, and 

ln 𝑃 × 𝑐𝑎𝑡𝑒𝑔𝑜𝑟𝑦 6 are due to the fact that 75% (insurers that do not belong to the corresponding quartile) of 

the underlying values equal zero, whereas the remaining 25% (insurers that belong to the corresponding 

quartile) equal ln 𝑃. 
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4.3. Results 

 

Tables 6 and 7 exhibit the results of the linear regression analyses that are described in steps 1 

and 2. As can be seen in Table 6, all R2 values are between 0.509 and 0.892. Furthermore, all 

coefficients 𝛽1 are smaller than one and statistically significant at the 1% level. Table 7 shows 

that the regression coefficients 𝛽4, 𝛽5, and 𝛽6 are not significantly different from zero for all 

markets and for most time periods, and, hence, we can conclude that economies of scale exist 

in these time periods, which will be examined in more detail below. However, the extent of 

economies of scale varies considerably between markets and time periods. For instance, 

Germany shows the lowest extent of economies of scale, as it has the largest regression 

coefficients (𝛽1), ranging between 0.869 and 0.934, whereas the UK and in particular Spain and 

Italy show a substantially stronger extent of economies of scale (see regression coefficients 𝛽1 

in Table 6).  

 

Table 6: Estimates for regression coefficients and R2 of linear regression models for the life 

markets in Germany, Italy, Spain, and the UK between 2000 and 2014 (data sets 1-4) 

Time 

period 

Regression coefficients / R2  Germany   Italy   Spain   UK 

2000-02 𝛽0   -0.74 *    4.152 **    2.156 **    1.842 **  

𝛽1    0.869 **    0.574 **    0.626 **    0.741 **  

R2   0.873     0.65     0.509     0.823   

2003-05 𝛽0   -1.129 **    3.47 **    2.203 **    1.881 **  

𝛽1    0.884 **    0.609 **    0.638 **    0.742 **  

R2   0.844     0.716     0.562     0.817   

2006-08 𝛽0   -1.832 **    3.142 **    1.693 **    3.488 **  

𝛽1    0.915 **    0.634 **    0.668 **    0.664 **  

R2   0.865     0.775     0.649     0.789   

2009-11 𝛽0   -2.314 **    4.057 **    0.869     1.961 **  

𝛽1    0.934 **    0.587 **    0.708 **    0.756 **  

R2   0.877     0.684     0.607     0.892   

2012-14 𝛽0   -1.986 **    5.161 **    1.913 **    2.874 **  

𝛽1    0.915 **    0.539 **    0.67 **    0.704 **  

R2   0.88     0.707     0.641     0.795   

Notes: * statistical significance at the 5% level, ** statistical significance at the 1% level. 
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Table 7: Estimates for regression coefficients and R2 of multiple linear regression models for 

the life markets in Germany, Italy, Spain, and the UK between 2000 and 2014 (data sets 1-4) 

Time period Regression coefficients / R2  Germany  Italy  Spain  UK 

2000-02 𝛽2    0.956     3.063 **   -2.256     1.179   

𝛽3    0.764 **    0.644 **    0.913 **    0.799 **  

𝛽4    0.01    -0.011    -0.019    -0.035   

𝛽5    0.022    -0.015    -0.05 *   -0.024   

𝛽6    0.025    -0.019    -0.079 **   -0.026   

R2   0.875     0.652     0.527     0.828   

2003-05 𝛽2    1.165     4.825 **    0.095    -3.803 *  

𝛽3    0.748 **    0.524 **    0.774 **    1.139 **  

𝛽4    0.011     0.014    -0.006    -0.084 **  

𝛽5    0.019     0.013    -0.026    -0.107 **  

𝛽6    0.031 *    0.025    -0.035    -0.139 **  

R2   0.847     0.72     0.569     0.835   

2006-08 𝛽2   -0.635     2.318 **    0.129     4.409 *  

𝛽3    0.842 **    0.689 **    0.764 **    0.611 **  

𝛽4    0.012    -0.013     0.009    -0.002   

𝛽5    0.015    -0.016    -0.026    -0.005   

𝛽6    0.017    -0.014    -0.019     0.021   

R2   0.866     0.778     0.666     0.795   

2009-11 𝛽2   -1.886     3.06 *    0.35     0.615   

𝛽3    0.905 **    0.648 **    0.742 **    0.854 **  

𝛽4    0.01    -0.01    -0.001    -0.032 *  

𝛽5    0.01    -0.015    -0.018    -0.035   

𝛽6    0.007    -0.014    -0.005    -0.032   

R2   0.879     0.687     0.612     0.897   

2012-14 𝛽2   -3.182 **    5.534 **    3.657 **    2.923   

𝛽3    0.984 **    0.522 **    0.556 **    0.706 **  

𝛽4   -0.007    -0.013     0.018    -0.003   

 𝛽5   -0.007     0.001     0.02    -0.019   

 𝛽6   -0.016     0.002     0.033     0.005   

 R2   0.881     0.717     0.646     0.803   

Notes: * statistical significance at the 5% level, ** statistical significance at the 1% level. 
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Table 7 shows that for most markets and time periods the explanatory variables 𝛽4, 𝛽5, and 𝛽6 

do not significantly differ from zero and hence show no structural differences between size 

categories, which allows us to conclude that economies of scale exist in these time periods and 

markets. For Germany, this is the case for all periods except for 2003-05, whereas the Italian 

life market fulfills this requirement for all considered time periods (see columns three and four 

in Table 7). Spain fulfills this condition for the time period 2003-05 as well as all subsequent 

time periods, and the UK for the time periods 2000-02, 2006-08, and 2012-14 (see the last two 

columns in Table 7).   

 

Based on the results of the regression analysis that belongs to step 1 (Table 6), we next visualize 

the corresponding relationship between the cost ratios (administrative costs in % of premiums, 

see vertical axis) and insurer size (measured by premiums, see horizontal axis) in Figure 5.111 

This is done for all markets and time periods which show no structural differences between size 

categories in Table 7 and hence imply economies of scale. As can be seen in Figure 5, the curves 

for all markets and time periods are strictly monotonically decreasing due to economies of scale. 

However, as indicated above, their extent varies considerably between markets and time 

periods. 

 

It is noticeable that the German market exhibits decreasing economies of scale between 2000-

02 and 2012-14. This can be seen in Figure 5a, since the curve for 2012-14 is much flatter than 

for 2000-02 (see also regression coefficients in Table 6). Against the background of continuing 

consolidation (see, e.g., the decreasing sample size N over time in Table 5), one would have 

expected the opposite development. Reasons for the lack of increasing economies of scale in 

times of consolidation can, e.g., be related to mergers with subsequent parallel running 

operating models (instead of a unification of the models). In addition, the curves in Figure 5a 

move downwards over time, which is due to the decreasing administrative costs of the market, 

which is in tendency the opposite to what can be observed for the other three markets.  

 

 

                                              
111  The underlying relationship is 𝐶/𝑃 = 𝑒𝛽0 × 𝑃𝛽1−1, which is equivalent to ln 𝐶 = 𝛽0 + 𝛽1 × ln 𝑃 (see Section 

4.1). 
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Figure 5: Administrative costs112 in % of gross premiums earned (GPE)/gross premiums 

written (GPW)113 by GPE/GPW/net premiums written (NPW) for the life markets in Germany, 

Italy, Spain, and the UK for selected114 time periods between 2000-02 and 2012-14 (data sets 

1-4) 
a) Germany  

 

b) Italy 

 
c) Spain 

 

d) UK 

 

 

As can be seen in Figure 5b, the administrative costs in % of premiums in Italy are considerably 

lower than in Germany. In addition, the curves for Italy are steeper than for all other markets in 

most cases, which indicates a high extent of economies of scale.115 The economies of scale in 

Italy first decrease between 2000-02 and 2006-08 and subsequently strongly increase.116 We 

find two main reasons for this increase in economies of scale from 2006-08 on. First, the size 

                                              
112  Gross administrative costs for Germany, Italy, and Spain, and gross management maintenance costs for the 

UK (see Table 4 for further details). 
113  GPE for Germany and Spain, and GPW for Italy and the UK (see Table 4 for further details). 
114  The figure displays all time periods that show no structural breaks in Table 7. 
115  See also the corresponding regression coefficients (𝛽1) in Table 6. 
116  See also the corresponding regression coefficients (𝛽1) in Table 6. 
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category “very large” is more dominated by bancassurance companies in recent years than in 

earlier time periods, and bancassurance companies have structurally lower administrative 

costs117 than traditional players.118 This is also consistent with Figure 4 (see Section 3.3). 

Second, successful digitization and cost reduction programs have been conducted by several 

“very large” Italian insurers.119 E.g., due to Generali Italia’s integration program, gross cost 

savings amount to 4% in 2013 and roughly 7% in 2014, compared to the 2012 cost base.120  

 

In Spain, the upward movement of the curves in Figure 5c are in line with the increase in 

administrative costs in % of premiums of the total market, which we observed in Figure 2c. 

Furthermore, the market shows strong but declining economies of scale in 2003-05, as the 

corresponding regression coefficients 𝛽1 (see Table 6) are 0.638 in 2003-05 and 0.670 in 2012-

14. In addition, economies of scale in the UK increase slightly between 2000-02 and 2012-14. 

This can be seen in Figure 5d, as the corresponding curve for 2012-14 is steeper than the one 

for 2000-02, which can also be seen from the last column of Table 6, as the corresponding 

regression coefficients decline from 0.741 to 0.704. 

 

To further analyze the reasons for the developments of economies of scale above, we next study 

the four size categories of insurers defined above separately and in more detail. Figure 6 

displays the development of the administrative cost figure in % of the premium figure by size 

category for all four life markets. In regard to the German market, “very large” insurers 

constitute the most efficient size category in terms of administrative costs for all time periods, 

which is the case for most of the considered markets. However, it is noticeable that the size 

category “small” in recent years shows considerably lower costs than the group of “large” 

insurers. One of the reasons might be that small insurers tend to be highly focused with respect 

to product or channel and that they have a strong cost culture. In addition, all size groups 

improved their administrative cost position considerably from 2000-02 to 2012-14.  

 

 

                                              
117  An Italian industry expert indicated that this is because of many bancassurers are captive bancassurers (part of 

a larger financial group where the holding is a bank) and some administrative costs, e.g., costs for compliance, 

risk, controls, audit, investments are sustained by the bank. Another industry expert stated two additional 

reasons, namely less complex products and higher level of digitization at the interface.  
118  Source: Italian industry expert. 
119  Source: Italian industry expert. 
120  Source: www.generali.com/doc/jcr:9ce9c062-c225-49bb-9d5e-

d3ef0f2f87c2/lang:en/IDnov14%2002%20Presentation%20-%20Presentazione.pdf. The planned gross cost 

savings amount to 15% in 2015 and 20% in 2016 (compared to the 2012 cost base). 
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Figure 6: Development of administrative costs121 in % of gross premiums earned (GPE)/gross 

premiums written (GPW)122 by size category for the life markets in Germany, Italy, Spain, and 

the UK between 2000 and 2014 (data sets 1-4) 
a) Germany  

 

b) Italy 

 
c) Spain 

 

d) UK 

 

 

Furthermore, as can be seen in Figures 6b and 6c, in Italy and Spain “very large” insurers exhibit 

the lowest cost ratios for all considered time periods, followed by “large”, “small”, and “very 

small” insurers. In addition, it can be seen that “very large” Italian insurers show a considerable 

decrease in costs after 2006-08, which is due to their cost reduction programs (see discussion 

above), whereas the costs of “very large” Spanish insurers considerably increased in recent 

years, similar to all other size categories in Spain. These observations regarding the sequence 

of the four size categories in both markets as well as the increase / decrease of costs for “very 

large” insurers in Spain / Italy are consistent with the economies of scale observed in recent 

years (increase in Italy, decrease in Spain, see previous analysis). The granularity of the Spanish 

data further allows us to analyze the distribution channel focus in more detail. In particular, the 

split of the curves of Figure 6c into bancassurers and non-bancassurers reveals strongly opposite 

developments. Between 2000-02 and 2012-14, the administrative costs in % of premiums 

                                              
121  Gross administrative costs for Germany, Italy, and Spain, and gross management maintenance costs for the 

UK (see Table 4 for further details). 
122  GPE for Germany and Spain, and GPW for Italy and the UK (see Table 4 for further details). 
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increases for all of the four considered size categories for the group of bancassurers, whereas 

for “very small”, “small”, and “large” non-bancassurers, this cost ratio decreases. 

 

In regard to the UK market, Figure 6d shows a decline of costs for the group of “large” insurers 

between 2000-02 and 2012-14, whereas the remaining three groups exhibit an increase. 

Furthermore, in the period 2012-14, “large” insurers show even lower costs than “very large” 

insurers, which is in contrast to what we observed in all other markets and time periods. 

 

5. SUMMARY AND OUTLOOK 

 

This paper assesses recent market dynamics as well as economies of scale over time in regard 

to administrative costs for the European life insurance markets in Germany, Italy, Spain, and 

the UK. Our analysis of economies of scale is based on five time periods 2000-2002, 2003-

2005, 2006-2008, 2009-2011, 2012-2014 and a comprehensive data set of 477 life insurers with 

4,846 observations in total. 

 

Our results show that economies of scale exist for all considered markets and for most of the 

considered time periods. However, the extent as well as the development over time of 

economies of scale varies considerably across countries. In regard to the extent of economies 

of scale, Italy shows the highest extent, followed by Spain and the UK, whereas Germany 

exhibits the lowest extent of economies of scale.123 In regard to the development over time, 

Italy and the UK show increasing economies of scale, which is in contrast to decreasing 

economies of scale observed for Germany and Spain.  

 

In addition, we find that some groups of insurers, e.g., “small” and “very large” insurers in 

Germany and Italy successfully reduced costs in recent years, which may be explained by a 

strong central management and coordination, standardization, cost focus, and high level of 

ambition regarding costs (very large insurers) and focus on products/channels along with a 

strong cost culture (small insurers). Other groups of insurers, e.g. “large” German insurers, were 

not as successful and show higher costs than “small” insurers, which may be driven by multiple 

brands that are not fully consolidated and a cost mindset that may not be as stringent. 

 

Future research should further analyze the sources for the differences in economies of scale 

between the considered markets and time periods, e.g., via surveys with company 

                                              
123  Note that this ranking holds for the considered time periods in which economies of scale can be observed (see 

Section 4.3). 
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representatives (see also Hardwick (1993, pp. 244-248)). In addition, the impact of the product 

mix and the corresponding shifts to unit linked, lower/alternative guarantees, payment 

protection insurance (PPI), and specialized providers of biometric risk products are worth 

studying.   
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VI.  NEW LIFE INSURANCE PRODUCTS AND PRODUCT 

COMPLEXITY IN GERMANY 
 

 

 

Abstract: The development of less complex products with low capital requirements becomes 

increasingly important for European life insurers. Products are often difficult for customers to 

understand and, therefore, typically require time-consuming consultations with intermediaries, 

which can lead to high distribution costs. Furthermore, Solvency II introduced high capital 

charges for products with traditional guarantees. The aim of this paper is to analyze whether 

life insurers in Germany have been able to address these challenges in recent years via their 

product strategies, with a particular focus on product complexity. The analysis is based on a 

comprehensive empirical study of 347 product introductions in the German market from 2009 

to 2015, and it offers insights for companies in other markets facing similar challenges. The 

results suggest that insurers reduced capital requirements by introducing savings products with 

reduced/alternative guarantees, whereas the product complexity (measured by the number of 

product alternatives and attributes) strongly increased.124 

 

Keywords: Product development, product innovation, product modification, product 

complexity, life insurance 

                                              
124  This chapter is based on Klotzki, U. (2016): New Life Insurance Products and Product Complexity in Germany. 

Working Paper, Department of Insurance Economics and Risk Management, Friedrich-Alexander University 

Erlangen-Nürnberg, Nürnberg. 
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1. INTRODUCTION 

 

The development of new life insurance products, especially products that require a low amount 

of capital and that are less complex, becomes increasingly important for European life insurers 

for several reasons: For insurers in European insurance markets, product innovation is 

necessary for economic success.125 In addition, the introduction of Solvency II and the 

accompanying capital charges for products with traditional guarantees is increasing the need 

for products with low levels of required capital.  

 

However, the wide variety of products available is a material driver of the overall degree of 

complexity in the German insurance industry, and complexity has increased considerably 

within the last five years.126 Large product portfolios lead to higher IT- and personnel costs,127 

and from a life insurance customer’s point of view, not only is there too great a variety of 

products, but the products themselves are often complex and difficult to understand.128 The 

latter is an issue for the German market in particular, as distribution costs are very high 

compared to other European life markets, and less complex products would be beneficial for 

both insurers and customers in terms of distribution costs.129 In addition, the president130 of 

BaFin131 has stated that customers find many life insurance products incomprehensible and too 

complex.132  

 

The aim of this paper is to address these issues by analyzing the life insurance product launches 

that took place in Germany from 2009 to 2015, with a particular focus on the effects on product 

complexity from the customer’s point of view. This is done by a comprehensive empirical 

analysis based on news articles and press statements, as well as an individual assessment of 347 

product introductions from 63 life insurers. 

 

The literature on the development and implications of new insurance products deals primarily 

with product innovation and product development management (see, e.g., Bittl and Vielreicher 

(1996), Johne (1993), Storey and Easingwood (1993), Vermeulen (2004)). Another strand of 

                                              
125  This is due to several reasons, e.g., deregulation, stagnating growth, increasing competition, and new market 

entrants. See Kaltenbacher and Decker (2014, p. 36). 
126  See www.presseportal.de/pm/119614/3259121. 
127  See www.presseportal.de/pm/119614/3259121. 
128  See, e.g., Oletzky, Staud, and Boltz (2015, p. 262). 
129  See Klotzki, Gatzert, and Muenstermann (2015, pp. 10, 23). 
130  Dr. Elke König, President of BaFin as of January 13, 2015 (the day of the corresponding statement). 
131  Bundesanstalt für Finanzdienstleistungsaufsicht, the Federal Financial Supervisory Authority Germany. 
132  See www.bafin.de/SharedDocs/Reden/EN/re_150113_neujahrspresseempfang_p_en.html. 
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the literature focuses on the degree of innovation in new insurance product developments (see, 

e.g., Dorka (2010), Köhne (2008), Köhne and Kopp (2007)). In an empirical analysis of the 

time from 1996 to 2005, Köhne and Kopp (2007) examine how deregulation in 1994 influenced 

the development of new insurance products in Germany. The authors focus on new product 

allocation in the product innovations and product modifications categories as well as in P&C, 

life, and health. Furthermore, they determine whether product modifications are politically or 

legally based. Also investigated are conditions that hinder the development of new insurance 

products, as well as the role of new products from the perspective of insurers, intermediaries, 

and customers. 

 

Other parts of the literature are dedicated to newer forms of life insurance products, such as 

dynamic, hybrid life insurance products (see, e.g., Bohnert, Born, and Gatzert (2014), Bohnert 

and Gatzert (2014)), enhanced annuities (see, e.g., Fong (2014), Gatzert and Klotzki (2016), 

Hoermann and Russ (2008)), and variable annuities (see, e.g., Condron (2008)).  

 

Köhne and Rosenbaum (2004) discuss potential and necessary product innovations in the 

German insurance industry. Peiner (1991) focuses on the influences of domestic and foreign 

financial service providers on product development among German life insurers, and Menhart 

et al. (2004) deals with product innovation dynamics in the German insurance industry. 

Furthermore, Gatzert and Schmeiser (2012) provide a comprehensive overview of new life 

insurance products. 

 

The literature on product complexity primarily deals with the impact of product complexity on 

decision making. Swaminathan (2003) analyzes the relationship of product complexity and the 

impact of recommendation agents133 on consumer welfare. Furthermore, Swaminathan (2003) 

states that perceived product complexity is related to the number of product alternatives and to 

the number of product attributes, which can affect the way decisions are made.134 In regard to 

product alternatives, several authors observe greater usage of elimination strategies as the 

number of product alternatives increases (see, e.g., Johnson and Meyer (1984), Payne (1976)). 

In addition, Payne (1976) finds that with increased numbers of product alternatives, decision 

makers will use choice heuristics to reduce cognitive strain. In regard to product attributes, 

Olshavsky (1979) observes that for a high number of attributes per alternative that decision 

                                              
133  The author focuses on recommendation agents that use customers’ explicitly stated preferences in order to 

identify products that are most suited for them. Examples of recommendation agents are www.epinions.com 

and www.consumerreports.org (see Swaminathan (2003, p. 93)). 
134  See Johnson and Meyer (1984, p. 528).  
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makers ignore certain attributes or use them in a limited way, thereby simplifying the choice. 

Furthermore, Bettman, Luce, and Payne (1998) state that an increasing number of attributes 

leads to increased selectivity but no strategy changes. In addition, Keller and Staelin (1987) 

find decreasing choice accuracy for an increasing amount of attribute information.  

 

The existing literature on the complexity of insurance products is rather scarce. Becker, Döhrer, 

and Johanning (2012) discuss transparency requirements and complexity in regard to financial 

products in the general sense. Klotzki, Gatzert, and Muenstermann (2015) discuss several 

factors that influence life distribution costs in Europe, one of which is product mix/complexity. 

The authors state that less complex products would be beneficial for insurers and customers in 

terms of distribution costs, and that complex products are not well suited for online sales. In 

addition, they note that a stronger focus on the group life business (where the products are 

typically less complex than individual life products) has the effect of lowering distribution 

costs.  

 

This paper thus contributes to the existing literature by analyzing the type, the new 

characteristics, and the effects on complexity of newly introduced life insurance products in 

Germany. This is done via a comprehensive empirical study of 347 product launches. To the 

best of our knowledge, this paper is the first to study effects of product launches on product 

complexity in the insurance industry in general, where product complexity is measured by two 

dimensions: “product alternatives” and “product attributes”. The findings show that life insurers 

concentrated primarily on introducing savings products with unit-linked components or other 

forms of guarantees, thereby reducing capital requirements. Product developments in other 

product categories, such as immediate annuities, dread disease, and long-term care, are, 

however, rather scarce. Furthermore, the results suggest that product complexity (measured by 

the number of product alternatives and attributes) increased greatly across all product 

categories. 

 

The remainder of the paper is structured as follows. Section 2 focuses on recent market 

dynamics in the German life insurance industry. Section 3 contains the empirical analysis of 

life insurance product launches in Germany and Section 4 provides a summary and concluding 

remarks.   

 

 

 



VI. New Life Insurance Products and Product Complexity in Germany 73 

 

 

 

2. MARKET DYNAMICS  

 

This section describes the market dynamics in the German life insurance industry from 2009 to 

2015. Table 1 provides an overview of the product categories and business types discussed.  

 

Table 1: Overview of product categories and business types135 
Vari-

able 

Charac-

terization 

Description 

Product 

cate-

gory 

Disability In the case of disability, the insurer provides (after an initial waiting period) the 

insured with annuity payments or, alternatively, a lump-sum payment until he/she 

reaches a fixed age (or until death), or until he/she is able to work again 

Dread 

disease  

Insurer provides income support to the insured in the event that a serious illness is 

diagnosed, e.g., stroke, heart attack, cancer  

Immediate 

annuity 

Insurer provides guaranteed income to the insured for the remainder of his/her 

lifetime 

Long-term 

care  

Insurer provides guaranteed income to the insured in the event that the individual is 

dependent on long-term care 

 Savings136 Pure endowment: Insurer provides a lump-sum payment to the insured, if he/she 

survives to the policy’s maturity date; otherwise, there is no payment 

Deferred annuity: Insurer provides an immediate annuity to the insured, if he/she 

survives to the policy’s maturity date. Otherwise, there is no payment 

Endowment: Combination of a pure endowment or deferred annuity and a term or 

permanent life insurance policy (see next line) 

 Term or 

permanent 

life  

Term life insurance: Insurer provides a lump-sum payment to the heirs of the insured, 

if the insured dies before the policy’s maturity date. Otherwise, there is no payment 

Permanent life insurance: Insurer provides a lump-sum payment to the heirs of the 

insured, no matter how old the insured is at the time of his/her death  

Busi-

ness 

type  

Group life Insurance for a group of people, members of a club or union, or a company’s 

workforce  

Individual 

life 

Insurance with a policyholder and an insured person 

 

The continuing low interest environment represents an issue for German life insurers. In line 

with decreasing market interest rates, from 2009 to 2015, the technical interest rate in Germany 

decreased from 2.25% to 1.25%.137 During this time period, the number of life insurers138 

decreased from 96 to 87.139 Most of these insurers are joint stock companies (70), followed by 

mutual insurance associations (17), and insurance institutions under public law (4).140 From 

                                              
135  Sources: Bauer and Weber (2008, pp. 89, 91), Koller (2012, pp. 2-4), Peiner (1991, p. 271), 

www.nuernberger.de/service-center/ratgeber/glossar/E/index.html, www.rechnungswesen-

verstehen.de/lexikon/private-pflegerentenversicherung.php, 

www.versicherungsmagazin.de/Definition/34365/gruppenversicherung-v.html. 
136  Pure endowment, endowment, and deferred annuity. 
137  See Wieland (2015, p. 6). 
138  Life insurers under German supervision carrying on actual business as per end of year. 
139  See www.gdv.de/zahlen-fakten/branchendaten/versicherer/#versicherungsunternehmen-nach-sparten. 
140  As of 2013. See GDV (2015, p. 27). 
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2009 to 2015, the density (gross premiums written by primary life insurers in relation to 

inhabitants) increased from 1,042 EUR to 1,133 EUR, whereas the penetration (gross premiums 

written by primary life insurers in relation to GDP) decreased from 3.47% to 3.06%.141 In 

addition, gross premiums written increased from 81.4 to 88.0 billion EUR in the same time 

period.142 The distribution landscape in the German life insurance industry is dominated by 

three channels: tied agent, broker, and bank (see Klotzki, Gatzert, and Vogelgesang (2016, p. 

9) for further details).  

 

In regard to costs, from 2009 to 2015, both administrative and acquisition costs fell from 2.167 

to 2.032 billion EUR and 7.736 to 7.158 billion EUR, respectively.143 In relative terms, the 

administrative costs decreased during the same period from 2.7% to 2.3% (based on gross 

premiums earned) and the acquisition costs decreased from 5.2% to 4.9% (based on new 

business total premium sum144).145 According to Klotzki, Gatzert, and Muenstermann (2015, p. 

14), the distribution channel “broker” shows the highest sales cost ratios (based on annual 

premium equivalent146), followed by the channels “tied agent” and “bank”.147 Furthermore, the 

German life insurance market shows decreasing economies of scale in regard to administrative 

costs between 2009-2011 and 2012-2014.148 In addition, Klotzki, Gatzert, and Vogelgesang 

(2016) find lower relative administrative costs for “small” life insurers than for “large” life 

insurers for both time periods (2009 to 2011 and 2012 to 2014), whereas “very large” and “very 

small” life insurers show the lowest and highest costs, respectively.149 

 

In regard to the new business, the annual premium equivalent was 7.8 billion EUR in both 2009 

and 2015, and the new business total premium sum decreased from 150.2 to 145.5 billion EUR 

from 2009 to 2015.150 In the same time period, regular new business premiums decreased from 

                                              
141  See GDV (2015, p. 9), www.gdv.de/zahlen-fakten/branchendaten/ueberblick/#versicherungsbeitraege, 

www.destatis.de/DE/ZahlenFakten/GesellschaftStaat/Bevoelkerung/Bevoelkerungsstand/Tabellen/Zensus_G

eschlecht_Staatsangehoerigkeit.html, and www.gdv.de/zahlen-fakten/branchendaten/ueberblick/#beitraege-

in-relation-zum-bip. 
142  See GDV (2015, p. 29) and GDV (2016, p. 7). 
143  See GDV (2016, p. 29). 
144  Yearly premiums written multiplied by period of payments. 
145  See GDV (2016, p. 29). 
146  Premiums written from products sold during the year considered (100% recurring premiums + 10% single 

premiums). 
147  The analysis is based on a sample of 11 German life insurers and from 2006 to 2013. 
148  See Klotzki, Gatzert, and Vogelgesang (2016, p. 15). 
149  See Klotzki, Gatzert, and Vogelgesang (2016, p. 19). The authors analyze administrative costs in percentages 

of premiums for four categories of different sizes for German life insurers (very small, small, large, and very 

large insurers). 
150  See GDV (2015, p. 29) and GDV (2016, p. 7). 
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5.8 to 5.2 billion EUR, whereas single new business premiums increased from 19.7 to 25.9 

billion EUR.151 Furthermore, the number of new business contracts decreased from 6.2 million 

in 2009 to 5.1 million in 2015.152 Figure 1 shows the structures of new business contracts from 

2009 and 2015. As can be seen in Figure 1a, life insurance sales in Germany are dominated by 

individual life policies, whereas the relative importance of group life policies strongly 

increases. Figure 1b shows the split of the new business policies in the individual life business 

(see Figure 1a) in the product categories described in Table 1.153 As can be seen, the group of 

savings and immediate annuity policies constitutes, by far, the largest product category. 

However, the importance (in terms of new business contracts) of this group diminished over 

time, since this group’s share within individual life business policies was 70% in 2009 and 59% 

in 2015. In addition, the relative decline of the term or permanent life products from 732,781 

to 555,796 is stronger than the overall decline of the new individual life contracts. Furthermore, 

the relevance of the product categories “disability” and “long-term care” increased, whereas 

long-term care products remains a very small product category in 2015 with 23,953 new 

individual life contracts. 

 

Figure 1: Number of new business contracts (in thousands) in the German life insurance 

industry in 2009 and 2015 by business type and product category154 
a) By business type  

 

b) By product category (for individual life business) 

 

 

                                              
151  See GDV (2010, pp. 9, 10) and GDV (2016, pp. 9, 11). 
152  See GDV (2015, p. 29) and GDV (2016, p. 10). 
153  Due to data-related limitations, the product categories “dread disease” and “immediate annuity” (see Table 1) 

are not shown separately in Figure 1b. Hence, dread disease policies are included in the category “other” and 

immediate annuity policies are included in the category “savings and immediate annuity”.  
154  Sources: GDV (2010, p. 11), GDV (2016, p. 10). See Table 1 for further details on both variables and the 

corresponding characterizations. 
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3. EMPIRICAL ANALYSIS 

 

Based on the analyzed business types and product categories in Section 2, we next conduct the 

empirical analysis for the German life insurance market. The approach is described in Section 

3.1 and the resulting data sample is discussed in Section 3.2. In Section 3.3, the results of the 

empirical analysis are presented and examined. 

 

3.1. Approach 

 

The empirical analysis is based on news articles from the independent information service 

provider “VersicherungsJournal Verlag GmbH”. VersicherungsJournal publishes articles on 

new product launches in insurance on a regular basis. Based on a comprehensive review of their 

online archive between January 1, 2009 and December 31, 2015, we identified 62 news articles 

on new life products in Germany, and 368 new products were mentioned in total. In addition, 

for 228 out of the 368 new products, we found corresponding press statements from life insurers 

that contain an announcement of the product as well as product details. On account of 

duplications or product introductions in markets that are not in scope, we removed 21 products, 

and the resulting 347 were used in the analysis. Next, we conducted an assessment of each 

individual product based on the information in the corresponding news article and (if available) 

press statement. In addition to the name of the product and the corresponding insurer, the 

assessment is based on the variables and their characterizations displayed in Table 2. For each 

product, we assessed the following six variables155: “product category” (refers to the product 

type), “business type” (refers to the distinction between individual and group business), “unit-

linked status” (refers to the distinction between products with and without unit-linked 

components), “main new characteristic” (refers to the most prominent new product feature), 

“number of product alternatives” (refers to one of two dimensions of product complexity, see 

below for further explanations), and “number of product attributes” (refers to one of two 

dimensions of product complexity, see below for further explanations). This assessment is 

carried out by selecting the appropriate characterization (see second column in Table 2), which 

is based on the corresponding descriptions (see third column in Table 2). The first four variables 

above (“product category”, “business type”, “unit-linked status”, and “main new 

characteristic”) are used to analyze the structure and new characteristics of the product 

launches, whereas the latter two variables (“number of product alternatives”, “number of 

product attributes”) are used to measure the effects of the product launches on product 

complexity as perceived by the customer. We thereby follow Swaminathan (2003, p. 95), who 

                                              
155  See also the first column in Table 2. 
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states that perceived product complexity is related to the number of product alternatives as well 

as the number of product attributes.156 Swaminathan (2003) analyzes the impact of 

recommendation agents on the amount of search and decision quality when product complexity 

changes.157 In doing so, the author manipulates product complexity by varying the number of 

product attributes and product alternatives.158 

 

Table 2: Variables for the empirical analysis and their characterizations159 

Variable Characterization Description 

Product 

category 

Disability  See Table 1 

Dread disease  See Table 1 

Immediate annuity  See Table 1 

Long-term care  See Table 1 

 Savings  See Table 1 

 Term or permanent life  See Table 1 

Business 

type  

Group life See Table 1160 

Individual life See Table 1 

Unit-

linked 

status 

Not unit-linked  New product does not have a unit-linked component  

Unit-linked New product has a unit-linked component 

Main 

new 

charac-

teristic161 

Assistance services New product offers different services in addition to the core insurance 

coverage 

Criteria for payment of 

insurance cover 

New product is based on different criteria for the payment of the 

insurance coverage 

Customer segment New product gets offered to or insures a different customer segment 

Extension to unit-linked New product is based on an existing product and now includes a pure 

unit-linked component (e.g., investment of surpluses into funds) 

Fund offering or 

investment strategy 

New product gets offered with a different fund offering or different 

investment strategy 

Guarantee form or 

guarantee production 

New product gets offered with a different guarantee form or guarantee 

production method 

Launch of new tranche New product constitutes a launch of a new tranche of a unit-linked 

savings product 

Net tariff New product gets offered on a net tariff 

New risk gets insured New product insures a risk that was previously not insurable by the 

respective insurer  

                                              
156  See also, e.g., Olshavsky (1979, p. 300) and Payne (1976, p. 370).  
157  See Swaminathan (2003, p. 95). 
158  See Swaminathan (2003, p. 96). 
159  Sources: Bauer and Weber (2008, pp. 89, 91), Koller (2012, pp. 2-4), own descriptions, Peiner (1991, p. 271), 

Swaminathan (2003, pp. 95-96), www.nuernberger.de/service-center/ratgeber/glossar/E/index.html, 

www.rechnungswesen-verstehen.de/lexikon/private-pflegerentenversicherung.php, 

www.versicherungsmagazin.de/Definition/34365/gruppenversicherung-v.html. 
160  In the assessment of the 347 products, the characterization “Group life” gets selected if and only if the product 

announcement explicitly mentions that new product is a group life product. 
161  Of corresponding new product compared to the predecessor product in the insurer’s product portfolio. 
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Options New product offers a different set of options162 

Others - 

Pricing or underwriting New product gets priced based on different criteria or different prices 

based on same criteria, or new product gets underwritten based on 

different requirements 

 Product bundling New product is a bundling of two or more products 

 Riester or Ruerup 

eligibility 

New product is eligible for government-subsidized products Riester or 

Ruerup163 

Number 

of 

product 

alterna-

tives 

Decrease  Number of products within insurer’s product portfolio in 

corresponding product category decreases (i.e., at least two products 

get removed as part of the product launch)  

Increase  Number of products within insurer’s product portfolio in 

corresponding product category increases (i.e., new product gets added 

to the portfolio and the predecessor product remains in it) 

No change  Number of products within insurer’s product portfolio in 

corresponding product category does not change (i.e., the new product 

replaces the predecessor product) 

N/A In the insurer’s product portfolio, the new product constitutes the first 

product in a product category, or news/press article does not 

sufficiently compare the product attributes with the predecessor 

product  

Number 

of 

product 

at-

tributes
164 

Decrease Number of product attributes decreases  

Increase  Number of product attributes increases  

No change  Number of product attributes does not change 

N/A In the insurer’s product portfolio, the new product constitutes the first 

product in a product category, or news/press article does not 

sufficiently compare the product attributes with the predecessor 

product 

 

3.2. Sample Description 

 

The resulting data sample contains new products from 63 life insurers. For this set of insurers, 

Table 3 shows the number of product launches per year, as well as the corresponding minimum, 

maximum, arithmetic average, median, and standard deviation. As can be seen, the total number 

of new products from 2009 to 2015 is 347, with strong variations between individual years 

(only 23 in year 2012 and 74 in year 2015 (see second row of Table 3)). The corresponding 

arithmetic average lies between 0.4 and 1.2 (see the fifth row of Table 3). In addition, the fourth 

row in Table 3 shows that a single insurer launched up to 10 new products in one year (year 

2015).  

                                              
162  For example, in regard to premium payment methods, additional payments in and payments out, additional 

covers, or the choice of the benefit type. 
163  See Gatzert and Klotzki (2016, p. 54) for further details on Riester and Ruerup products. 
164  Of corresponding new product compared to the predecessor product in the insurer’s product portfolio. Product 

attributes can be, for example, options, underwriting or pricing criteria, or the choices in regard to the available 

funds for unit-linked products. 
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Table 3: Number of new products launched from 2009 to 2015 (based on the set of 63 insurers 

and 347 new products) 

 
2009 2010 2011 2012 2013 2014 2015 2009-2015 

Total   72.0     42.0     64.0     23.0     32.0     40.0     74.0     347.0    

Minimum   0       0  0  0  0  0       0       1.0    

Maximum   7.0     7.0     5.0     4.0     4.0     4.0     10.0     18.0    

Arithmetic average  1.1     0.7     1.0     0.4     0.5     0.6     1.2     5.5    

Median  1.0     0       1.0     0       0       0       0       4.0    

Standard deviation  1.5     1.1     1.3     0.9     1.0     1.0     2.1     5.1    

 

Figure 2 exhibits the frequency distribution for new products from 2009 to 2015 for the 63 life 

insurers in the sample. As can be seen, the differences among insurers are very high. The six 

insurers that most frequently launch products have between 15 and 18 new products, whereas 

19 insurers in the sample have only one new product. 

 

Figure 2: Frequency distribution for the number of new products by insurer from 2009 to 2015 

(based on the set of 63 insurers and 347 new products)  
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Figure 3: Number of new products from 2009 to 2015, and corresponding market share in 2014 

(in %) based on gross premiums written by insurer (based on the set of 42 insurers165 and 295 

new products)166  

 
 

Figure 3 provides the 2014 market share for 42 out of the 63 insurers from Figure 2 (based on 

gross premiums written). As can be seen, several insurers with a high number of new products 

are very small. In particular, the two insurers with the highest number of new products (18) 

have a market share of only 0.2% and 1.5% and the two insurers with 17 product launches have 

a market share of 0.6% and 2.8%.  

  

3.3. Results 

 

Figure 4 displays the breakdown of the 347 new products into the product categories described 

in Table 1. As can be seen, savings products constitute the largest component (67%), followed 

by disability products (20%) and term or permanent life products (8%). Long-term care 

products account for 4%, immediate annuities for 1%, and dread disease products for less than 

1%. All product launches in the category “immediate annuities” are pure standard annuities and 

hence, none are enhanced annuity products.167 This might be due to the perceived lack of market 

potential by insurers or insurers having other priorities (e.g., legal implementation requirements 

and development of other products).168 However, against the background of demographic 

change and the expected increase in annuitization rates, which contribute to an increase in 

                                              
165  For 21 of the original 63 insurers of Figure 2, no data on gross premiums written was available. 
166  Source for market share data: McKinsey Versicherungsdatenbank Deutschland. 
167  Immediate annuities can be divided into standard annuities and enhanced annuities (see Gatzert and Klotzki 

(2016, p. 55) for further details). 
168  See Gatzert and Klotzki (2016, p. 66). 
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annuity business, the low number of product developments in the product category “immediate 

annuities” is surprising.169 

 

Figure 4: New products by product category (in % of all new products)170 

 
 

Figure 5 further divides the new products into business type. As can be seen, the majority of 

product introductions are individual life products (87.6%), whereas 12.4% are group life 

products. The group life products are almost exclusively savings products, which account for 

10.7% out of the 12.4% in total. Furthermore, most of the disability and term or permanent life 

products, and all of the immediate annuity, long-term care, and dread disease products belong 

to the individual life business. 

 

Figure 5: New products by business type and product category (in % of all new products)171 

 

 

As can be seen in Figure 6, which exhibits new products split by unit-linked status and product 

category, the majority of the product launches have a unit-linked component (55.6%). In 

addition, most of the products with a unit-linked component are savings products (52.4% out 

of 55.6%). At 18.4% out of 44.4%, disability products constitute the largest share of products 

with no unit-linked component, followed by savings products (14.1%) and term or permanent 

life products (7.5%). Furthermore, it is worth mentioning that aside from the savings product 

category, the categories long-term care, disability, term or permanent life, and immediate 

annuity show product introductions with unit-linked components. 

 

                                              
169  See Gatzert and Klotzki (2016, p. 71). 
170  See Table 1 for further details on this variable and the corresponding characterizations. 
171  See Table 1 for further details on both variables and the corresponding characterizations. 
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Figure 6: New products by unit-linked status and product category (in % of all new products)172 

 

  

Next, we analyze the new characteristics of the product launches. Figure 7 provides a 

breakdown of the 347 new products by product category and the products’ main new 

characteristics. The four most frequently occurring main new characteristics of the total data 

sample are related to “options,” “guarantee form or guarantee production,” “fund offering or 

investment strategy,” and “pricing or underwriting.” As can be seen, frequency of occurrence 

is driven by savings products. The most frequently occurring main new characteristics of 

disability products are found in “pricing or underwriting,” “product bundling,” “options,” and 

“customer segment.” For the product category “term or permanent life”, the predominant 

product characteristics in Figure 7 are “pricing or underwriting,” “options,” “product bundling,” 

and “assistance services”. 

 

Figure 7: New products by main new characteristic and product category (in % of all new 

products)173 

 

 

Next, we analyze the effects of these new product developments on product complexity. The 

results for the analysis of the two dimensions of product complexity – namely the number of 

product alternatives and the number of product attributes (see Section 3.1) – are displayed in 

Figures 8 and 9. As can be seen in Figure 8, product launches lead to a strong increase in the 

                                              
172  See Tables 1 and 2 for further details on both variables and the corresponding characterizations. 
173  See Tables 1 and 2 for further details on both variables and the corresponding characterizations. 
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number of product alternatives, and 41.8% of the launches lead to a higher number of products 

within the insurer’s product portfolio in the corresponding product category. In no case does 

the number of product alternatives decrease (see the category “decrease” in Figure 8).174 In 

41.2% of cases considered, the number of product alternatives does not change (i.e., the new 

product replaced the predecessor product). For the residual part (17%), the news/press article 

does not provide sufficient information, or the new product constitutes the first product in the 

respective product category of the insurer. As can be seen, the major drivers for the increase in 

the number of product alternatives are individual life products (36.0%175), unit-linked products 

(23.9%176), and savings products (27.1%177). In addition, Figure 8a shows that in contrast to the 

new individual life products, most new group life products lead to a higher number of product 

alternatives.  

 

                                              
174  The number of product alternatives could theoretically be decreased by separately removing products from 

insurers’ product portfolios that are not covered by the Versicherungsjournal news articles (see Section 3.1). 

However, we think this effect will be limited since the analyzed articles and press statements do not provide 

any information on this matter. 
175  Value corresponds to the white segment in the category “increase” in Figure 8a. 
176  Value corresponds to the black segment in the category “increase” in Figure 8b. 
177  Value corresponds to the second darkest segment in the category “increase” in Figure 8c. 
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Figure 8: New products by change in number of product alternatives and business type, unit-

linked status, and product category (in % of all new products)178 
a) By business type  

 

b) By unit-linked status 

 
c) By product category 

 

 

Figure 9 shows that, compared to the number of product alternatives, the number of product 

attributes increases even more. As can be seen, 64.3% of new products result in an increase in 

the number of product attributes, whereas only 2.0% lead to a decrease. This 2.0% corresponds 

to seven product launches (see Table 4 for further details). In 10.1% of cases, the number of 

attributes does not change, and the residual part (23.6%) either does not provide information or 

it constitutes the first product in the respective category. Hence, it can be concluded that product 

complexity in the German life insurance market (measured based on these two figures) 

increased considerably overall as well as in all product categories due to the product launches 

that took place from 2009 to 2015. In addition, Figure 9 shows that the increase in the number 

of product alternatives is mainly driven by new life insurance products in individual life 

(57.3%179), unit-linked (38.9%180), and savings products (44.7%181). This is consistent with the 

results displayed in Figure 8. Furthermore, Figure 9c shows that all product launches in the 

three product categories “long-term care,” “dread disease,” and “term or permanent life” are 

                                              
178  See Tables 1 and 2 for further details on the variables and the corresponding characterizations. 
179  Value corresponds to the white segment in the category “increase” in Figure 9a. 
180  Value corresponds to the black segment in the category “increase” in Figure 9b. 
181  Value corresponds to the second darkest segment in the category “increase” in Figure 9c. 
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part of the “increase” or “N/A” categories and hence, these product categories are, in relative 

terms, major drivers for the increasing number of product attributes.  

 

Figure 9: New products by change in number of product attributes and business type, unit-

linked status, and product category (in % of all new products)182 
a) By business type  

 

b) By unit-linked status 

 
c) By product category 

 

 

In order to gain further insight into how insurers have started to reduce product complexity (in 

regard to the number of product attributes), we next provide further details on the seven product 

launches that correspond to the category “decrease” in Figure 9. Table 4 provides an overview 

of these products. As can be seen, the seven products are provided by four life insurers: 

AachenMünchener, Continentale, Generali, and Stuttgarter. Most products are not unit-linked 

and all products are either savings or disability products.  

                                              
182  See Tables 1 and 2 for further details on the variables and the corresponding characterizations. 
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Table 4: Overview of new products that decrease product complexity (with regard to product 

attributes)183 

Product 

name 

Life 

insurer 

name 

(short) 

MM/

YY184 

Prod-

uct 

cat-

egory 

Busi-

ness 

type 

Unit-

linked 

status  

Main new 

characteris-

tic 

Number 

of prod-

uct al-

ternatives 

Number 

of prod-

uct at-

tributes 

Rendite 

PLUS 

Aachen-

Münchener  

04/10 Sav-

ings 

Indi-

vidual  

Not 

unit-

linked 

Options Higher Lower 

Erwerbsun-

fähigkeits-

versicherung 

klassik 

Generali  01/11 Dis-

ability 

Indi-

vidual  

Not 

unit-

linked 

Criteria for 

payment of 

insurance 

cover 

N/A Lower 

BUZ-B 

Xpress 

Stuttgarter  03/12 Dis-

ability 

Group  Not 

unit-

linked 

Pricing or 

underwriting 

Higher Lower 

BUZ-B 

Xpress 

Stuttgarter  03/12 Dis-

ability 

Indi-

vidual  

Not 

unit-

linked 

Pricing or 

underwriting 

Higher Lower 

easyRente Continen-

tale  

06/13 Sav-

ings 

Indi-

vidual  

Not 

unit-

linked 

Others N/A Lower 

Vermögens- 

& Einkom-

mensplan 

Aachen-

Münchener  

07/14 Sav-

ings 

Indi-

vidual  

Unit-

linked 

Options  Higher Lower 

perfor-

mance-safe 

Stuttgarter  04/15 Sav-

ings 

Indi-

vidual  

Unit-

linked 

Fund offering 

or investment 

strategy 

No change Lower 

 

4. SUMMARY AND OUTLOOK 

 

This paper assesses market dynamics and product introductions in the German life insurance 

industry as well as their effects on product complexity from the customer’s point of view. The 

analysis is based on a comprehensive empirical evaluation of 347 products launched by 63 life 

insurers from 2009 to 2015. 

 

The results show that most insurers focus on introducing savings products with unit-linked 

components or other guarantee forms. This development is likely driven by the introduction of 

Solvency II and accompanying capital charges for traditional products. In addition, product 

launches in other product categories – in particular dread disease, immediate annuities, and 

long-term care – are very rare. Furthermore, the findings suggest that overall product 

complexity strongly increased in all product categories (when considering the number of 

product alternatives and product attributes), only very few insurers began simplifying their 

                                              
183  See Tables 1 and 2 for further details on the variables and the corresponding characterizations. 
184  Month and year of press statement with the corresponding product announcement from the insurance company. 
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products, and no insurer in our sample simplified the product portfolio by reducing the number 

of products in a given product category.  

 

This development represents an issue for insurers and, consequently, customers for several 

reasons: First, increased product complexity might prevent customers from purchasing life 

insurance. Second, greater product complexity with regard to the size of product portfolios can 

lead to considerable increases in IT and personnel costs.185 Third, more complex products might 

have adverse effects on distribution costs, which, in the German market, are already very high186 

compared to other European markets. In addition, less complex products and a stronger focus 

on group life products could greatly reduce distribution costs187 and, thus, be beneficial for both 

insurers and customers.188 Fourth, if life insurers will not reduce product complexity, legislators 

or supervisors might intervene with regulatory action, which bears the risk of additional costs 

for insurers and, consequently, for customers.189  

 

Several persons with leading positions in the insurance industry realized the need for change in 

product complexity: For example, in March of 2016, the CEO of Allianz SE190 stated that 

Allianz has to find a way to deal with product complexity, since customers do not understand 

what they actually receive or much it costs.191 Furthermore, he said that in the next decade, 

products will be simpler, easier to understand, and will also have lower costs.192 Furthermore, 

in August of 2014, the CEO of Continentale Versicherungsverbund a.G.193 said that 

Continentale wants to simplify its product offers.194 In addition, in January of 2013, a board 

member of Stuttgarter Lebensversicherung a.G.195 said that German life insurers have to 

improve the understandability of products and reduce product complexity. He also warns that 

if this does not happen, the state might intervene by taking regulatory action.196 

                                              
185  See www.presseportal.de/pm/119614/3259121. 
186  See Klotzki, Gatzert, and Muenstermann (2015, p. 10). 
187  E.g., due to increasing online sales of standardized products or lower commission payments for group life 

products. 
188  See also See Klotzki, Gatzert, and Muenstermann (2015, p. 23). 
189  See, e.g., statements of the President of BaFin (see p. 2) and of a board member of Stuttgarter 

Lebensversicherung (see next paragraph). 
190  Oliver Bäte, CEO as of May 30, 2016. 
191  See www.versicherungsbote.de/id/4839172/Allianz-Vorstand-Baete/. 
192  See www.versicherungsbote.de/id/4839172/Allianz-Vorstand-Baete/. 
193  Helmut Posch, CEO as of August 12, 2014, which was the day of the corresponding statement. 
194  See www.dasinvestment.com/nc/investments/versicherungen/news/datum/2014/08/12/vom-pflege-bahr-

halten-wir-nichts/. 
195  Dr. Guido Bader, board member as of May 30, 2016. 
196  See www.versicherungsmagazin.de/Aktuell/Nachrichten/195/20199/Lebensversicherung-Klassik-muss-sich-

modifizieren.html. 
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In future research, further analysis will be necessary regarding the interplay between product 

complexity and insurers’ economic success (e.g., in regard to their cost positions, new business 

volumes, or profits). The approach outlined in this paper could be applied to other life insurance 

markets that face similar challenges, and the set of product launches could be expanded in that 

all press statements found in the online archives of all of the insurers investigated could be 

reviewed. Since the time periods covered by these archives are not consistent among insurers, 

additional interviews or surveys need to be conducted, and these could also be helpful for 

carrying out deeper analysis of potential product removals (see category “decrease” in Figure 

8). However, there is a risk of a bias in this approach, since innovative insurers might be more 

transparent than others.  
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VII. ENHANCED ANNUITIES: DRIVERS OF AND BARRIERS TO 

SUPPLY AND DEMAND 
 

 

 

Abstract: Enhanced annuities pay higher pensions than standard annuities in case of a reduced 

life expectancy and are very prominent in the UK insurance market but not in other markets. 

The aim of this paper is to study drivers and barriers of supply and demand for enhanced 

annuities as well as potential market implications of their introduction, including implications 

for the standard immediate and deferred annuity markets, annuitization rates, and the so-called 

cannibalization effect, which may arise within the portfolio of standard annuities due to the 

enhanced annuity offering. The analysis is based on a comprehensive literature review and an 

empirical survey in the German life insurance market, which is also intended to offer insight 

for other industrialized countries with a similar situation in regard to the demographic 

development and an increasing need for private pensions.197 

 

Keywords: Enhanced annuities, substandard annuities, cannibalization effect, annuitization 

rates 

                                              
197  This chapter is based on Gatzert, N. and Klotzki, U. (2016): Enhanced Annuities: Drivers of and Barriers to 

Supply and Demand. Geneva Papers on Risk and Insurance 41(1), 53–77. See 

http://link.springer.com/article/10.1057/gpp.2015.32/fulltext.html. 
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1. INTRODUCTION 

 

Enhanced annuities are immediate annuities which at the time of contract inception in addition 

to policyholder age and gender (in countries where this is still allowed) use further pricing 

factors198, which lead to an enhancement of the annuity payments because of a reduced life 

expectancy. Suitable pricing factors can be smoking status, body-mass-index, postcode, 

diabetes, heart attack, cancer, stroke, multiple sclerosis or long-term care. In the US, the market 

share of enhanced annuities199 of the entire immediate annuity market has increased from 2% 

to 10% between 2000 and 2004 with eleven providers in 2006.200 According to an industry 

expert, the US and Canadian enhanced annuity markets are currently still very small with only 

few carriers that are active or interested in this market. In the UK, in contrast, enhanced 

annuities have become very prominent. After their introduction in 1995, they have experienced 

a significant growth, with currently twelve providers who offer enhanced annuity payments 

based on health and lifestyle factors and a market share of 28% of all sold annuity policies in 

Q4 2014.201 A major driver of the market size of annuities and the success of enhanced annuities 

was compulsory annuitization of defined contribution pensions.202 In Germany, for instance, 

the situation strongly differs. Compulsory annuitization is still very rare and, to the best of our 

knowledge, only four providers offer enhanced annuities, whereby the market share of 

enhanced annuities (with about 800 policies203 sold since their introduction in 1999) is 

negligible. However, this situation may significantly change when government-subsidized 

Riester and Ruerup products204 with compulsory annuitization as well as private standard 

deferred annuities sold after 2004 mature.205   

                                              
198  Also referred to as risk or underwriting factors.  
199  In the US usually referred to as substandard annuities. 
200  LIMRA (2006, pp. 16-17). 
201  Dahlke (2011, p. 1), ABI (2014a, p. 4), ABI (2015, p. 1). 
202  E.g., Brown and McDaid (2003, p. 24), LIMRA (2006, p. 6), Ridsdale (2012, p. 5). 
203  Number of policies sold derived from interviews with current and former enhanced annuity providers (as of 

May 2014). 
204  Riester and Ruerup products are government-subsidized deferred annuity products with compulsory 

annuitization components (for Riester products, at least 70% of the accumulated capital has to be converted 

into an immediate annuity or put into a withdrawal plan to be converted into an immediate annuity at a 

policyholder age of 85 (see Dus et al. (2005) for further details). Ruerup products do not include a lump-sum 

option. LV 1871 (the only enhanced annuity provider at that time) indicated that the introduction of these new 

rules has resulted in increased sales of Riester annuities, whereas the sales of enhanced and standard immediate 

annuities have not been influenced. With 10.8 million Riester contracts and 1.8 million Ruerup contracts in-

force in December 2013, these products make up a large part of the total annuity market (39.8 million contracts) 

(GDV (2014, p. 33))). 
205  Surminski (2012, 2014). The Retirement Income Act (“Alterseinkünftegesetz”) introduced a strong tax 

incentive for annuitization of deferred annuities sold after 2004. 
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The aim of this paper is to address this issue by analyzing the drivers and barriers of supply and 

demand for enhanced annuities as well as potential market implications of introducing them. 

This is done based on a literature review and a comprehensive survey among market 

participants of the life insurance market in Germany. The topic is of particular relevance against 

the background of the demographic development and the increasing need for private pensions, 

as the German population within the age band “65 and older” is expected to increase by 40% 

between 2011 and 2040.206 As this situation is similar for many other industrialized countries, 

a study of the drivers of supply and demand for enhanced annuities as well as the results of the 

survey for the German market will provide valuable insight for other countries with an 

increasing need for private pensions. Our survey for the German market focuses on the analysis 

of market entry barriers, distribution barriers, medium-term market potential, implications for 

the deferred annuity market, competitive pressure, annuitization rates207, and the so-called 

cannibalization effect208.  

 

The existing literature on enhanced annuities primarily deals with market characteristics of 

enhanced annuities, implications of their introduction, and underwriting and risk classification 

with respect to the more advanced enhanced annuity markets in the UK, the US, and Canada. 

The literature on market characteristics includes development, size, products, customer 

behavior, key success factors/drivers of profitable business, underwriting methods and 

processes in the UK and the US/Canada (see, e.g., Ainslie (2000); Banthorpe (2013); Becker 

and Hurley (2011); Cooperstein et al. (2004); LIMRA (2006); Richards and Jones (2004); 

Ridsdale (2012)). Furthermore, a large part of the literature is dedicated to the implications of 

introducing enhanced annuities on insurer’s profits, the standard annuity market (e.g., a 

potential cannibalization effect, standard annuity pricing), distribution channels, reinsurance, 

the so-called annuity puzzle, adverse selection, and the demand for annuities (e.g., Fong (2014); 

Hoermann and Russ (2008); Kling et al. (2014); Steinorth (2012)). Another strand of the 

literature focuses on pricing and underwriting techniques, potential pricing factors, and risk 

classification within the product segment of enhanced annuities (e.g., Brown and McDaid 

                                              
206  GDV (2013, p. 84). According to estimates of the OECD, the German annuity market has the potential to 

become one of the world’s largest annuity markets (Rusconi (2008)). 
207  The share of accumulated capital of savings products (incl. Riester and Ruerup pension plans, other deferred 

annuities with and without lump-sum option, endowment insurance with and without the option to convert 

accumulated capital into a life annuity) that are converted into a life annuity after the deferral phase / 

accumulation period. 
208  A potentially increasing price level necessary to maintain the level of profitability (from the established 

insurer’s perspective) in the own immediate standard annuities business, which may occur due to the enhanced 

annuity offering (higher average life expectancy in the standard annuity portfolio) (e.g. Ainslie (2000), 

Hoermann and Russ (2008)). 
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(2003); Charrington (2013); Christiansen (1983); Gatzert et al. (2012); Hauser and Palloni 

(2011); Horgby et al. (1997); Kwon and Jones (2006); Meyricke and Sherris (2013)).  

 

This paper contributes to the existing literature by analyzing the key drivers and barriers of 

supply and demand via a comprehensive study of the existing academic and practitioner-

oriented literature. Based on this, we then conduct a survey with focus on the German market, 

which comprises 75 market participants (45 standard annuity providers, 21 broker pools, 5 

reinsurers, and 4 enhanced annuity providers), which represent 81% of the pure standard 

annuity providers (according to new business premium volume) and 100% of enhanced annuity 

providers. Our results suggest that while in the short and medium term, the market potential for 

enhanced annuities is expected to be limited, competitive pressure will be the key driver of 

supply in the market, and that especially in the long run, the relevance of enhanced annuities 

may considerably increase. In particular, annuitization rates are expected to strongly increase 

and an additional enhanced annuity offering could considerably amplify this effect. Many 

reinsurers have already prepared for this development by enlarging their enhanced annuity 

service offering within the last few years. In general, the introduction of enhanced annuities 

would allow formerly uninsurable persons to acquire a private annuity, which in turn might 

benefit the society overall (see also Gatzert et al. (2012)). However, as emphasized by our study, 

major risks remain as well. 

 

The remainder of this paper is structured as follows. Section 2 reviews the literature and Section 

3 describes pricing factors and the market development of enhanced annuities for the case of 

UK as the most relevant market for enhanced annuities. Section 4 focuses on the results of the 

empirical survey on drivers and barriers of demand and supply for enhanced annuities for the 

German market as well as potential market implications. The paper concludes with a summary 

and an outlook in Section 5. 

 

2. DETERMINANTS OF SUPPLY AND DEMAND FOR ENHANCED ANNUITIES: INSIGHT FROM 

THE LITERATURE 

 

Definition of enhanced annuities 

 

Enhanced annuities are immediate annuities which at the time of contract conclusion in addition 

to gender (in countries where this is still allowed) and policyholder age use further pricing 

factors, which lead to an enhancement of the annuity payments because of a reduced life 
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expectancy.209 This definition includes enhancements due to reasons other than the insured’s 

health status, e.g. related to location of living or lifestyle. So-called lifestyle annuities, postcode 

annuities, impaired annuities, and immediate needs annuities, which fulfill the conditions 

above, will thus be considered as a form of enhanced annuities. Suitable pricing factors can for 

example include smoking status, body-mass-index (lifestyle annuities), postcode (postcode 

annuities), diabetes, heart attack, cancer, stroke, multiple sclerosis (impaired annuities) or long-

term care (immediate needs annuities).  

 

Determinants of supply for enhanced annuities  

 

The literature on enhanced annuities identifies several drivers and barriers of supply as laid out 

in Table 1. As can be seen in Table 1, the predominant barrier for introducing enhanced 

annuities discussed in the literature is related to the costs and risks of underwriting and pricing 

(Ainslie (2000); Brown and Scahill (2010); Cooperstein et al. (2004); Gatzert et al. (2012); 

LIMRA (2006); Murray and Klugman (1990); Richards and Jones (2004)). Furthermore, a 

potential cannibalization effect could prevent established insurers from introducing enhanced 

annuities (e.g., Ainslie (2000); Fong (2014); Murray and Klugman (1990)). The cannibalization 

effect here refers to a potentially increasing price level necessary to maintain the level of 

profitability (from the established insurer’s perspective) in the own immediate standard 

annuities business, which may occur due to the enhanced annuity offering (higher average life 

expectancy in the standard annuity portfolio) (e.g. Ainslie (2000), Hoermann and Russ (2008)), 

thus potentially diminishing sales and possibly profits of standard annuities in a given insurance 

company in case the price level cannot be achieved at the market, for instance.  

 

 

                                              
209  Even though “substandard annuities” is the more general term (Gatzert et al. (2012)), in what follows we use 

the term “enhanced annuities” for most types of substandard annuities as is typically the case in the UK and in 

insurance practice.  
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Table 1: Overview of selected literature on potential drivers (+) and barriers (-) of supply for 

enhanced annuities 
Authors Approach Implied barriers and drivers of supply 

Ainslie (2000) Descriptive: 

Focus on UK 

Based on author’s opinion 

- Potential cannibalization effect for established 

players; underwriting risk (pp. 3, 42) 

+ New player with potential to take business from 

established players; market potential; lack of 

“household name” provider (pp. 3, 12, 45) 

Becker/Hurley 

(2011) 

Descriptive:  

Based on authors’ opinion 

+ Global pressures on insurers to be fair to 

customers; market potential (increasing numbers 

of people in defined contribution plans) in many 

countries 

Brown/McDaid 

(2003) 

Descriptive: 

Focus on US/Canada 

Based on authors’ opinion 

+ Change of social security system towards 

individual accounts; market potential; profit 

situation; being a new player; mandatory 

annuitization (pp. 24-25, 41) 

Brown/Scahill 

(2010) 

Descriptive: 

Discussion of reasons for low degree 

of risk classification in the 

US/Canada 

Based on indications of industry 

sources and authors’ opinion 

- Underwriting costs; reserving requirements (p. 5) 

+ Profit situation (p. 8)  

Cooperstein et al. 

(2004) 

Descriptive: 

Focus on US 

Based on authors’ opinion 

- Underwriting costs; underwriting risk (p. 13) 

+ Market potential; potential future regulatory 

changes with respect to compulsory annuitization 

(pp. 12-13) 

Fong (2014) Theoretical model:  

Examines impact of pricing factors 

beyond age and gender on annuities  

Mortality heterogeneity and 

proportional hazards framework 

- Cannibalization effect (in the sense that finer-

grained pricing leads to gains for shorter-lived 

annuitants (in financial and utility-adjusted 

terms), whereas longer-lived annuitants 

experience losses) (p. 1) 

+ Adverse selection; competitive advantage; 

market potential (pp. 1, 31-32) 

Gatzert et al. 

(2012) 

Theoretical model:  

Optimal risk classification  

For given price-demand 

dependencies study effect of 

classification costs and costs of un-

derwriting risk on insurer’s 

profitability  

- Underwriting risk; classification costs (analytical 

analysis); regulatory issues regarding privacy 

requirements; risk of future mortality 

improvement (descriptive) (pp. 481-483)  

+ Market potential (increase in total insured 

population); strong distribution; adverse 

selection; early market engagement with benefits 

of competitive advantage (descriptive, pp. 482-

483) 

Hoermann/Russ 

(2008) 

Theoretical model:  

Propose model to address effect of 

enhanced annuities on insurer’s profit 

situation and study impact of adverse 

selection on insurers that do not offer 

enhanced annuities 

Mortality heterogeneity based on 

frailty model 

+ Profit situation; adverse selection; risk profile (p. 

156) 

Kling et al. 

(2014) 

Theoretical model:  

Effects of introducing enhanced 

annuities on insurer’s profitability 

Mortality heterogeneity based on 

frailty model 

+ Profit situation; adverse selection (pp. 554-555)   

Kwon/Jones 

(2006) 

Theoretical model:  

Impact of several pricing factors on 

annuities 

+ More efficient management of longevity risk (p. 

287) 
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Mortality model (data from Canadian 

National Population Health Survey) 

using discrete time Markov chain 

LIMRA (2006) Descriptive / survey:  

Focus on US 

Literature review, industry survey of 

nine enhanced annuity providers, 

interviews with their employees and 

distributors 

- Low-volume business; low placement ratios; low 

awareness among customers; risk appetite; 

distributor limitations; underwriting limitations; 

competition from other financial products (p. 22) 

+ Market potential; competitive advantage (p. 21) 

Murray/Klugman 

(1990) 

Descriptive/survey:  

Focus on US 

Survey with senior underwriting 

officers of 25 US life insurers 

 

- Underwriting difficulties (21/6)210; lack of 

adequate data for pricing (19/3); lack of a market 

(17/5); adverse selection (17/0); potential for life 

extending advances (16/0); resulting 

uncompetitive rates on standard annuities (15/4); 

reserving requirements (15/0); limited profit 

potential (14/0); moral hazard (5/0) (p. 52) 

Richards/Jones 

(2004) 

Descriptive: 

Discussion of major risks in 

enhanced annuities in the UK 

Based on authors’ opinion 

- Underwriting risk and potential improvement of 

life expectancy (p. 22) 

Surminski (2012, 

2014) 

Descriptive:  

Focus on Germany 

Based on author’s opinion  

- Reputation risk (p. 495); potential 

cannibalization effect (2014, p. 14)   

+ Growing annuity market; tax incentives; 

mandatory annuitization components (in 

government-subsidized Riester and Ruerup 

products); increasing deferred annuity sales; 

attracting new customer segment (p. 495); 

competitive advantage (2014, p. 14) 

Weinert (2006) Descriptive: 

Focus on UK 

Based on author’s opinion 

- Lack of sufficient expertise (for non-UK resident 

insurers); lack of innovative and customer-needs-

orientated product features; lack of sound 

distribution system; lack of high level of service; 

lack of ability to react quickly to market changes; 

lack of ability to create market awareness; capital 

requirements; longevity and interest rate risks (p. 

495) 

 

On the other side, the existing market potential (including a potentially increasing total insured 

population) as well as positive implications for the profit situation are seen as major drivers of 

enhanced annuity supply (Ainslie (2000); Becker and Hurley (2011); Cooperstein et al. (2004); 

Fong (2014); Gatzert et al. (2012); LIMRA (2006)). In the US, 25 years ago this was seen very 

different, since “lack of a market” was considered as one of the top three barriers of enhanced 

annuity supply (Murray and Klugman (1990)). Thus, a lack of market potential can turn into a 

major barrier. In addition, being a new player is seen as an advantage for an enhanced annuity 

launch due to the opportunity to take over business from established players or competitors 

(Ainslie (2000); Brown and McDaid (2003)) or due to early market engagement benefits 

(Gatzert et al. (2012)). In addition, a potentially increasing adverse selection effect regarding 

the standard annuity book of business may represent a driver for the supply when enhanced 

                                              
210  This means that 21 participants marked this barrier and 6 participants listed it as most important. 
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annuities reach a relevant market share (Fong (2014); Hoermann and Russ (2008); Kling et al. 

(2014)). 

 

Regulation, e.g. with respect to mandatory annuitization, capital requirements, reserving 

requirements, customer treatment, and social security system can both be a driver and a barrier 

of enhanced annuity supply, depending on the configuration (Becker and Hurley (2011); Brown 

and McDaid (2003); Brown and Scahill (2010); Cooperstein et al. (2004); Murray and Klugman 

(1990); Weinert (2006)). 

 

Determinants of demand for enhanced annuities 

 

The review of the (overall rather scarce) literature on the demand of enhanced annuities reveals 

a high degree of diversity as shown in Table 2. Several customer-related barriers are 

mentioned, such as lack of familiarity with the product, preference for instant cash instead of 

future annuity payments, lack of awareness of possibilities to protect themselves against 

longevity risk, personal wealth of individuals, improved education (of the population), and 

objections to single premium immediate annuities (Brown and Scahill (2010); LIMRA (2006); 

Weinert (2006)). On the other hand, improved product awareness and product 

familiarity/understanding are seen as drivers of demand (LIMRA (2006); Weinert (2006)), 

along with the fact that shorter-lived annuitants can gain substantially in financial and utility-

adjusted terms if more pricing factors are employed (Fong (2014)). 

 

On the distributor side, identification and targetization of customers, unfavorable compensation 

structures, and objections to single premium immediate annuities are considered as the biggest 

obstacles for more demand (Brown and Scahill (2010); LIMRA (2006)). However, the use of 

portal systems (i.e., underwriting systems that can be used by distributors to directly calculate 

prices of enhanced annuities depending on different enhancement factors), increased awareness 

and understanding of the products, liability risk in case of inadequate advice, and distributors 

who arrange premium financing deals and arbitrage structures are considered as demand drivers 

(Becker and Hurley (2011); LIMRA (2006); Surminski (2012)). 

 

In addition, there are external barriers, such as strong competition with other financial products, 

the low interest rate environment, increasing house prices, increasing longevity, and rising stock 

markets (Becker and Hurley (2011); LIMRA (2006); Weinert (2006)), while external 

developments such as increasing divorce rates can be a driver of enhanced annuity demand 

(Weinert (2006)). 
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Furthermore, developments in the field of regulation are deemed as highly relevant for the 

demand of enhanced annuities. Most important areas according to the literature include 

mandatory annuitization, capital requirements or reserving requirements (which can impact the 

price), commission rules, as well as an increasing pressure on financial advisers in regard to an 

adequate information of their clients (Becker and Hurley (2011); LIMRA (2006)). Furthermore, 

tax incentives for annuitizing and the availability of the product itself are considered as relevant 

drivers of enhanced annuity demand (Brown and Scahill (2010); Kling et al. (2014)). 
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Table 2: Overview of the literature on drivers (+) and barriers (-) of demand for enhanced 

annuities 
Authors Approach Implied barriers and drivers of demand 

Becker/Hurley 

(2011) 

Descriptive: 

Based on authors’ opinion 

- Substitute/competing products 

- (annuitization in general): Increasing longevity; falling 

bond yields; rising stock market 

+ (depending on configuration): Capital and reserving 

requirements; commission rules; compulsory 

annuitization  

+ Portal systems to simplify underwriting; pressure on 

financial advisers to do their best for their clients  

Brown/Scahill 

(2010) 

Descriptive: 

Based on authors’ opinion 

- (annuity demand): Personal wealth of individuals; 

identification and targetization of mid-income 

individuals, which lack expertise to evaluate and compare 

annuities (p. 6) 

+ Enhanced annuities as market standard (p. 6) 

Fong (2014) Theoretical model:  

See Table 1 

+ Enhanced annuities as market standard; shorter-lived 

annuitants can gain substantially in financial and utility-

adjusted terms if more pricing factors are employed (pp. 

1, 32) 

Kling et al. 

(2014) 

Theoretical model:  

See Table 1 

+ Tax incentives; enhanced annuities as market standard 

(pp. 535, 554) 

LIMRA (2006) Descriptive/survey:  

See Table 1 

- (US)211: Customers’ lack of familiarity with product; 

competition with other financial products; unwillingness 

to convert liquid assets; unfamiliarity with longevity 

risk/longevity risk-transfer products; unfavorable 

compensation structures for distributors; low interest rate 

environment (pp. 6, 11-12) 

+ (US): If insurers overcome consumer and distributor 

objections to single premium immediate annuities and 

thus expand market; social security reform, in particular 

individual accounts and mandatory annuitization; 

distributors arranging premium financing deals and 

arbitrage structures; increase of marketing to distributors 

and consumers to improve awareness and familiarity (pp. 

8-9) 

+ (UK): Mandatory partial annuitization of retirement 

accounts (p. 6) 

Surminski 

(2012) 

Descriptive:  

Focus on Germany 

Based on statement from LV 

1871  

+ Liability risk of brokers (p. 495) 

Weinert (2006) Descriptive: 

Focus on UK 

Based on author’s opinion 

- Increasing house prices (p. 22)  

+ Improved education (population); product awareness of 

customers; product understanding of customers; rising 

divorce rates (pp. 22-23)  

 

 

                                              
211  With regards to immediate standard annuities; however, the authors mention that immediate standard annuities 

and enhanced annuities are similar and have many advantages and disadvantages in common. 
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3. PRICING FACTORS AND MARKET DEVELOPMENT OF ENHANCED ANNUITIES: THE CASE 

OF UK 

 

We next describe pricing factors and the development of enhanced annuities using the UK 

market as an example due to its high share of enhanced annuities. Enhanced annuities were 

introduced in the UK around 1995212 and experienced a strong growth during the last decade as 

exhibited in Figure 1. Sales increased from GBP 0.4 billion in 2001 to GBP 3.8 billion in 2013, 

while the share of enhanced annuities (as a proportion of all annuities) increased from 2% in 

2003 to 28% in Q4 2013/2014. According to ABI (2014a), twelve providers offer enhanced 

annuities based on health or lifestyle factors. The open market for enhanced annuities is 

concentrated with three providers having a 79% market share.213 14 providers offer annuities 

in the open market.214 According to FCA (2014, p. 21), 10 out of 22 insurers that offer annuities 

offer their existing pension customers enhanced annuities as well.  

 

Figure 1: Development of demand for enhanced annuities in the UK215  

 

 

Enhanced annuities in the UK are based on enhancements that make use of factors related to 

lifestyle, health, postcode, and long-term care. The used lifestyle factors contain smoking 

behavior, occupation, body mass index, level and source (personal wealth vs. compulsory 

purchase annuity fund investment) of the premium, and marital status.216 In the segment of 

                                              
212  Ridsdale (2012, p. 1). 
213  Measured by estimated premiums in 2012 (FCA (2014, p. 21)). 
214  ABI (2014b, p. 1). 
215  Sources: Towers Watson (2014, 2015), ABI (2014b, 2015).  
216  Brown and Scahill (2010, p. 6), Weinert (2006, p. 9). 
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health factors, more than 1,000 medical conditions are used for pricing.217 Furthermore, long-

term care (measured by so-called Activities of Daily Living (ADLs)) can also qualify for 

enhanced rates.218 

 

Several authors discuss further possible factors for annuity pricing in the UK. According to 

Banthorpe (2013), insurers are looking for impairments which are not yet covered in the market 

to refine their pricing structures. Woo (2013) states that the current pricing structures still have 

a too narrow view on mortality. By referring to several longitudinal studies of cognitive, 

psychological, and social factors, which have recently been published, he suggests to refine 

pricing of enhanced annuities by including so-called “positive human factors that sustain and 

extend life, and help to make individuals resilient.” He further suggests that the dependency of 

survival on resilience increases when people get older, which implies a particular relevance of 

resilience for annuity pricing. Charrington (2013) believes that predictive underwriting could 

be useful for annuity underwriters and refers to the potential pricing factors gym membership, 

food shopping trends, and online computer gaming hours. Furthermore, Charrington (2013) 

states that pricing factors such as postcode and occupation are becoming less relevant due to an 

increasing frequency of house moves and job changes, and that recreational drug use could 

replace the lifestyle factor smoking.219 

 

In March 2014, the chancellor announced substantial changes in the 2014 Budget. From April 

2015 on, with some interim changes in between, people are no longer obliged to annuitize their 

defined contribution pensions. Towers Watson (2014) expects that providers respond to these 

changes with significant innovations across the pensions decumulation market. According to 

Banthorpe (2013), standard annuities may even disappear and all annuities will become 

enhanced annuities. 

 

After the budget announcement in 2014, enhanced annuity sales dropped considerably (left 

graph, Figure 1). Towers Watson (2015) quantifies this drop by 44% (2014 sales compared to 

2013 sales) and 65% (Q4 2014 compared to Q4 2013). The market share of enhanced annuities 

remained unchanged at 28%. 

 

                                              
217  Weinert (2006, p. 9). 
218  Brown and Scahill (2010, p. 7). In the UK, these are referred to as immediate needs/care annuities. 
219  Hauser and Palloni (2011) found that ranks in US high school strongly positively correlate with subsequent 

survival rates. 



VII. Enhanced Annuities: Drivers of and Barriers to Supply and Demand 103 

 

 

 

4. EMPIRICAL SURVEY FOR THE GERMAN ANNUITY MARKET 

 

Based on the drivers and barriers of supply and demand identified in the literature review in 

Section 2 as well as the current and potential future pricing factors laid out in Section 3, we 

conducted a survey for the German annuity market to determine the potential relevance of 

enhanced annuities for Germany as a country with a situation similar to other industrialized 

countries and an increasing need for private pensions.  

 

4.1. Background and Design of the Survey 

 

Current market environment in Germany 

 

Regarding the German annuity market structure, we identified 77 annuity providers out of 90 

primary life insurers and 18 life insurers with “EEA-branch”.220 Key players include Allianz 

(market share of 16%), R+V, AachenMünchener, Generali, Zurich, Debeka, ERGO, Cosmos, 

NÜRNBERGER, and Bayern-Versicherung (market shares between 5% and 3%).221 The 

sales222 of new annuity223 policies amounts to EUR 17.5 billion and consists of EUR 1.7 billion 

regular premiums and EUR 15.8 billion single premiums224 (GDV (2014)). The demographic 

development in Germany with the high proportion225 of people in the age band of 45-59 will be 

beneficial for increasing annuity sales in the medium term. However, this might change in the 

long run due to the lower proportion226 of currently younger people. The types of available 

products can be characterized by the type of premium payment, waiting period, number of 

insured lives, nature of payouts, allocation of investment risk, and type of participation.227   

 

                                              
220  BaFin (2014a, 2014b). 
221  Insurance Information Institute (2015, p. 43). Market share measured by gross written life premiums 2012. 
222  New business premiums in 2013. 
223  Both immediate and deferred annuities (individual business only). Figures include unit-linked annuities, but 

no endowment products. 
224  A significant proportion of these single premiums relate to immediate annuities 

(http://www.gdv.de/2013/12/sofortrente-private-vorsorge-gegen-einmalzahlung/). 
225 http://populationpyramid.net/de/deutschland/2015/.  
226  http://populationpyramid.net/de/deutschland/2015/. 
227  Von Gaudecker and Weber (2004, pp. 396-399). 
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Both supply and demand for enhanced annuities in Germany are very limited. There are 

currently four life insurers offering enhanced annuities.228 Three of them229 offer immediate 

needs annuities with enhanced annuity payments for long-term care customers, whereas one 

insurer230 offers an impaired annuity with one additional lifestyle factor.  

 

In 1999, LV 1871 launched the first enhanced annuity product in the German insurance market 

with eXtra-Rente als Sofortrente. Besides policyholder age, pricing factors include smoking 

behavior, body height, body weight, blood pressure, cholesterol level, diabetes, heart diseases, 

cancer, Parkinson's disease, Alzheimer's disease and further diseases (e.g. stroke, cerebral 

hemorrhage, multiple sclerosis, kidney failure, liver ailment, chronic breathing difficulties). In 

2009, Provinzial NordWest introduced SofortRente Pflege, the first immediate annuity with 

enhanced payments for customers with long-term care level one or higher.231 The policy targets 

both new and existing customers. In 2012, Basler and HanseMerkur followed with similar 

products without explicit product names. Basler offers existing deferred annuity customers 

enhanced annuity payments shortly before the decumulation phase in case they exhibit long-

term care level one or higher.232 HanseMerkur offers enhanced annuities to both new and 

existing customers and uses a company-specific definition of long-term care.233 All current 

enhanced annuity providers in this product segment work with a reinsurer. 

 

In total, all current and former enhanced annuity providers sold approximately 800 policies 

since 1999.234 Compared to 1.8 million annuities sold235 (individual business only) in the 

German life insurance market in the year 2013, the enhanced annuities sales thus have a 

negligible market share,236 even though the proportion of the population that could qualify for 

enhanced annuities is actually quite large. E.g., the total lifetime prevalence of diabetes mellitus 

is 21.9% for age band 70-79 and 13.8% for age band 60-69, and 25.6% (23.2%) of the male 

                                              
228  Between 2005 and 2012, one further insurer (Quantum Leben) offered an enhanced annuity product in 

Germany based on health and lifestyle factors. 13 factors were thereby used for pricing, including smoking 

behavior, body height, body weight, blood pressure, and cholesterol level. 
229  Basler, Provinzial NordWest, HanseMerkur. 
230  LV 1871. 
231  First according to §§ 14 and 15 of Sozialgesetzbuch XI (2007 version); currently based on the 2012 version. 
232  According to §§ 14 and 15 of Sozialgesetzbuch XI (2011 version). 
233  The customer is in long-term care, if he/she is not able to perform at least two of six ADLs (described in the 

ADL catalogue). 
234  The estimated number of policies sold is based on the interviews with all current and former enhanced annuity 

providers (as of May 2014). 
235  Sum of annuities (both traditional and unit-linked) and pensions. 
236  GDV (2014, p. 10). 
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(female) population within the age band 45-64 smoke daily, while additional 4.6% (4.7%) 

smoke occasionally.237 

 

Design and aim of the survey 

 

The aim of this study is to analyze drivers and barriers of supply and demand for enhanced 

annuities and potential market implications of their introduction as well as current and potential 

future pricing factors. Toward this end, we conducted a computer-based survey with multiple 

choice questions (with the option to add additional answers), open-response questions, and in 

case of the multiple choice questions asked the participants to weight their responses by 

distributing 100 points to the selected answers. Similar answers of open-response questions 

were thereby aggregated to a common category. The survey was divided into four parts. Each 

of the four participant groups (pure standard annuity providers, enhanced annuity providers, 

reinsurers, broker pools) obtained a separate part of the survey with a varying number of 

questions depending on their answers.238  

 

The questionnaire is based on the literature review of drivers and barriers of supply and demand 

for enhanced annuities (see Section 2), the relevant pricing factors (see Section 3), and 

interviews with all current enhanced annuity providers and two reinsurers. Pretests were 

conducted from July 1 to July 24, 2014, with the mentioned interview participants and one 

broker pool representative, amongst others.  

 

Sample and survey procedure 

 

Of the 77 life insurers (see above), 49 (45 pure standard annuity providers and 4 enhanced 

annuity providers) agreed to participate in the survey and the heads of life product 

development/product management were personally asked to fill out the questionnaire. With 

regards to reinsurers, out of the 29 reinsurers with business activity and 6 that have an “EEA-

branch”, to the best of our knowledge 9 of them offer services in the segment of non-group-

internal life reinsurance.239 We invited the heads of life product development/product 

management of these reinsurers with 5 agreeing to participate in the survey. In addition, we 

invited the heads of the division life insurance of 23 large broker pools listed in the 

                                              
237  Lampert et al. (2013, p. 805), Heidemann et al. (2013, p. 671). 
238  Primary insurers: 12-17; reinsurers: 10-11; broker pools: 8-9. 
239  BaFin (2014a, 2014b). 
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“Maklerpool-Hitliste 2013”240 and 13 further large broker pools. Of the 36 broker pools, 21 

participated. The link to the online questionnaire was sent to the participants via a personal 

email invitation that contained a unique login code. After a 15-week period from July 25, 2014 

to November 6, 2014, all 75 companies had completed the survey. This constitutes a completion 

rate of 62% for the group of pure standard annuity providers, 100% (to the best of our 

knowledge) for the group of enhanced annuity providers, 56% for the group of reinsurers, and 

58% for the group of broker pools (of which 52% offer enhanced annuities). In terms of new 

premium volume of life insurance business in 2013, the above numbers change to 81% (pure 

standard annuity providers) and 100% (enhanced annuity providers).241  

 

For anonymization purposes, the group of pure standard annuity providers was divided into 

three groups (large, medium, and small size in terms of new business premium volume 2013) 

such that each group consists of the same number of participants (resulting ranges were a new 

business premium volume of less than EUR 48 million, above EUR 350 million, and in 

between). 

 

4.2. Barriers of Supply for Enhanced Annuities 

 

Reinsurance support  

 

Since costs and risks associated with underwriting and pricing were named among the 

predominant barriers of supply in the literature (see Section 2), we asked the participating 

reinsurers which types of services they provide in the enhanced annuity segment, since when, 

and in which country. The results are displayed in Figure 2 and show that after an initial focus 

on the UK, in recent years reinsurers began introducing services with regards to enhanced 

annuities in European countries other than the UK with focus on Germany. Currently, all five 

reinsurers offer services in this product segment. Furthermore, two indicated that they wrote 

business in the UK. One reinsurer wrote business in Germany and the same applies to Ireland. 

Therefore, one reason for the limited number of enhanced annuity providers in Germany (at 

least in the past) might be that reinsurers only recently began to offer support. 

 

                                              
240  www.cash-online.de/cash-hitlisten/maklerpools/maklerpool-hitliste-2013 (information about broker pools 

with the highest commission revenues). 
241  Based on annual reports 2014. For Canada Life Assurance Europe Limited Niederlassung für Deutschland, no 

data on new business volume 2013 was available.  
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Figure 2: Introduction of enhanced annuity service offerings of four242 participating reinsurers 

by type of service offering, year, and country 

 

Notes: GB = United Kingdom, DE = Germany, CH = Switzerland, IE = Ireland 

 

Barriers of supply from the perspective of pure standard annuity providers 

 

To identify the most relevant barriers of supply, we asked the current pure standard annuity 

providers where they stand in the product development process in regard to enhanced annuities 

and why they have not introduced them so far. The results demonstrate that 98% have at least 

informed themselves about enhanced annuities. This number divides into 24% who have 

informed themselves about enhanced annuities but did not consider an introduction, 38% who 

have considered the introduction but have not systematically analyzed it and 36% who have 

systematically analyzed an introduction.  

 

Figure 3 shows the results of the survey regarding the barriers of supply depending on the 

insurers’ size. The two most selected reasons (according to the number of selections, circle on 

the right) are lack of market potential and lack of pressure from competitors (also related to 

adverse selection effects). A view at the weighted responses (points, left bar) reveals that other 

priorities is the second most important barrier. Further major obstacles are potential 

cannibalization effect (see definition in Section 2) and lack of data. A lack of attractive 

reinsurance solutions is not considered as a problem, which is in line with the findings in Figure 

2, even though reinsurers only recently started offering support in Germany. The availability of 

reinsurance support in underwriting and consulting may also explain why the costs and risk of 

underwriting – in contrast to the expectations in the literature (see Section 2) – are not among 

the most relevant reasons against introducing enhanced annuities. One starting point for 

                                              
242  One reinsurer did not respond to this question. 
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reinsurers to speed up innovation processes could be an enhanced support in product 

development or legal implementation requirements (see barrier other priorities in Figure 3).  

 

The results above are mostly consistent with what we found in the literature, except that the 

second most important barrier according to our survey other priorities, which includes the 

implementation of new comprehensive legal requirements (e.g., preparations for Solvency II 

starting in 2016, the EU unisex-tariff requirement since December 2012, the new life insurance 

reform act in Germany in 2014 with new rules regarding the participation of policyholders in 

hidden reserves etc.), has only been mentioned in the context of regulatory barriers in the 

literature, while the impact of the insurers’ size has not been considered at all so far. In 

particular, we find that for small insurers, the lack of pressure from competitors and high 

investments in marketing and distribution were more important barriers than for large insurers. 

 

Figure 3: Reasons for not introducing enhanced annuities from the perspective of pure standard 

annuity providers; in points243 

  
 

                                              
243  Each participant who at least had informed themselves about enhanced annuities had to allocate 100 points to 

the reasons for not introducing enhanced annuities. 

1 Instead of pre-specified answer

2 Of total number of participating pure standard annuity providers

3 New business premium volume 2013 < 48mn EUR

4 New business premium volume 2013 > 48mn EUR and < 350mn EUR

5 New business premium volume 2013 > 350mn EUR

6 The most mentioned other priorities are other product developments and legal implementation requirements, e.g., LVRG 

(German “Life Insurance Reform Act”), Unisex (European Union banned the use of the pricing factor “Gender”)

7 Incl. barriers  for contract conclusion due to health questions

X Number of selections (in percent2)Answer based on open text field1
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515Lack of attractive reinsurance solutions

Lack of underwriting skills 45

Barriers when approaching the customer 138
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Lack of data 303
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Lack of market potential 1,375

Medium sized insurers4 Large sized insurers5Small sized insurers3
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Focus on supply side barriers (1): Cannibalization effect  

 

We next investigate three barriers of supply more closely, namely potential cannibalization 

effect, lack of pressure from competitors, and lack of market potential. These three barriers have 

been shown to be of substantial relevance not only in the literature, but also in the survey results 

as the three most important barriers as laid out in the previous subsection.  

 

To obtain a more comprehensive picture of the potential cannibalization effect, we first asked 

the current enhanced annuity providers if they have actually experienced a cannibalization 

effect in their own immediate (individual) annuity business. Two of the four enhanced annuity 

providers have not experienced a cannibalization effect, whereas the other two providers have 

not studied this effect so far, which may also be due to the low number of contracts sold so far 

(see description of the German market in Section 4.1). 

 

The next two questions regarding a potential cannibalization effect were based on an underlying 

artificial scenario244 in which all standard annuity providers were assumed to offer enhanced 

annuities, i.e., enhanced annuities are a market standard. We asked all four participant groups 

whether – given this scenario – they would expect a cannibalization effect in their own 

immediate annuities business (primary insurers) or in the German immediate annuity market in 

general (reinsurers, broker pools). The results are displayed in Figure 4, which shows that most 

participants do expect the occurrence of a cannibalization effect (80%, see first two bars) and 

that especially pure standard annuity providers are convinced that this effect will take place.  

 

Figure 4: Occurrence of a cannibalization effect (in percent of all 75 participants) 

 

                                              
244  “From tomorrow on, all immediate annuity providers additionally offer enhanced annuities in terms of an 

immediate needs annuity for long-term care customers and an impaired annuity (consideration of health 

factors). Furthermore, the possible barriers for the distribution of enhanced annuities (in regard to distributors 

and customers) are identical with the barriers for immediate standard annuities. This particularly concerns the 

level of awareness, the level of familiarity, and possible hesitations to talk about enhanced annuities during the 

sales process.” 
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We next asked the participants to quantify the expected size of the cannibalization effect in this 

scenario by indicating how much the price level for standard annuities would have to be 

increased on average (in their own immediate standard annuities business) in order to maintain 

the profitability in this business segment for the first three years after enhanced annuities 

become a market standard (whereby the increase in the price level would become necessary due 

to the new enhanced annuity offering and the corresponding higher average life expectancy in 

the standard annuity portfolio). As shown in Table 3, this effect is estimated within a range of 

2%-11% (arithmetic average) (0%-10% (median)) depending on the respective group of 

participants. Broker pools and pure standard annuity providers expect this effect to be larger 

than reinsurers and enhanced annuity providers. In general, these values should be interpreted 

as an upper bound, since the underlying scenario assumes that all standard annuity providers 

would also offer enhanced annuities. 

 

Table 3: Estimated size of the cannibalization effect by participants (in terms of the expected 

percentage increase in the price level of standard annuities due to selection effects) assuming 

that enhanced annuities are a market standard 

Participant group 

(number of responses in brackets) 

Arithmetic 

average 

Median Standard 

deviation 

Pure standard annuity providers (27) 7% 5% 7% 

Enhanced annuity providers (4) 3% 3% 3% 

Reinsurers (3) 2% 0% 2% 

Broker pools (19) 11% 10% 13% 

 

Focus on supply side barriers (2): Lack of competitive pressure  

 

We next focus on the next most relevant barrier of supply for enhanced annuities in Figure 3, 

the lack of pressure from competitors, by asking the pure standard annuity providers regarding 

their current plans regarding a potential product launch within the next three years and in which 

situations they would definitely introduce enhanced annuities. 

 

The survey results demonstrate that most insurers currently do not plan an introduction within 

the next three years, with 22% stating that they will definitely not introduce enhanced annuities. 

However, the majority (74%) is not sure (“not sure, but rather no” (67%); “not sure, but rather 

yes” (7%)), and 2% definitely plan an introduction.245 Figure 5 shows that this situation is likely 

to change significantly in case of competitive pressure, since 58% of the pure standard annuity 

                                              
245  2% did not respond. 
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providers would introduce enhanced annuities in case three of the five largest life insurers start 

offering enhanced annuities. Against the background of the 9% insurers who will certainly or 

probably introduce enhanced annuities, it is thus not clear yet if enhanced annuities will remain 

a small niche product in the German market or if a trigger point of competitive pressure will be 

met, which would lead to a significant market movement. This is also consistent with the 

literature, which expects negative adverse selection effects for pure standard annuity providers 

in a situation where other insurers introduce enhanced annuities. 

 

Figure 5: Situations in which insurers would definitely introduce enhanced annuities; in 

percent of the total number of responses by pure standard annuity providers 

 

 

Focus on supply side barriers (3): Lack of market potential  

 

Figure 3 revealed that lack of market potential is the most important obstacle for pure standard 

annuity providers to launch enhanced annuities. To analyze this issue in more depth, the four 

participant groups were asked regarding their expectations of the future development of the 

immediate, deferred, and enhanced annuity market in the medium run (five years) (Table 4) as 

well as future annuitization rates in the long run (Table 5) in case of two scenarios: Scenario A, 

which assumes the current market situation, and Scenario B, where enhanced annuities are 

assumed to be a market standard, i.e., all current pure standard annuity providers are assumed 

to additionally offer enhanced annuities (see previous subsection on cannibalization effect). 

 

Competitive pressure II10 2

If product becomes market standard 2

Maturing Ruerup pension plans9 4

Maturing Riester pension plans8 4

Pressure from distributors 9

Maturing private deferred annuities7 9

Market potential6 16

Competitive pressure I5 58

1 New business premiums 2013 < 48mn EUR 2 New business premiums 2013 > 48mn EUR and < 350mn EUR

3 New business premiums 2013 > 350mn EUR 4 Rather than pre-specified answer possibilities

5 When three of the five largest life insurers (measured by new business premium volume) introduce enhanced annuities

6 When it appears that there is a large market potential 

7 When a large proportion of the after 2004 sold standard private deferred annuities matures

8 When a large proportion of government-subsidized Riester pension plans matures

9 When a large proportion of government-subsidized Ruerup pension plans matures

10 When two direct competitors introduce enhanced annuities

Answer based on open text field4

Small sized insurers1 Medium sized insurers2 Large sized insurers3
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The results displayed in Table 4 are in line with the participants’ assessment regarding a lack 

of market potential, since pure annuity providers expect the immediate annuity market to merely 

increase from 7% to 11% (arithmetic average) in total within the next five years if enhanced 

annuities were a market standard (compare Scenario A and B), but thereby still indicate that 

additional customers can be attracted by means of enhanced annuities. Reinsurers expect a 

similar development, whereas the other two participant groups are considerably more optimistic 

with respect to the positive effects of a market-wide introduction of enhanced annuities. Broker 

pools expect that the total market growth of immediate annuities in five years increases from 

13% to 29% on average, and enhanced annuity providers expect an increase from 15%/10% to 

104%/13% (arithmetic mean/median). However, the standard deviation of all participant 

groups, but especially the one for enhanced annuity providers, shows a high degree of 

uncertainty with respect to the future immediate annuity market in both scenarios. 

 

Table 4: Expectations regarding the future development of the immediate, deferred, and 

enhanced annuity market (individual business only) in five years (arithmetic mean/median 

(standard deviation)) 

Participant group  

(number of responses in brackets) 
Scenario A  

(“today’s market situation”) 
Scenario B 

(“everyone offers enhanced 

annuities”) 

Expected development of the immediate annuity market  

Pure standard annuity providers (37) 7% / 5% (8%)  11% / 10% (11%) 

Enhanced annuity providers (4) 15% / 10% (22%) 104% / 13% (171%) 

Reinsurers (5) 7% / 5% (7%) 12% / 15% (7%) 

Broker pools (19) 13% / 7% (21%) 29% / 15% (33%) 

Expected development of the deferred annuity market 

Pure standard annuity providers (37) 5% / 5% (10%) 7% / 5% (11%) 

Enhanced annuity providers (4) 2% / -1% (10%) 8% / -1% (25%) 

Reinsurers (5) -1% / -3% (10%) 2% / 1% (11%) 

Broker pools (19) -9% / -10% (11%) 8% / 10% (16%) 

Expected share of enhanced annuities of immediate annuity market 

Pure standard annuity providers (39)  10% / 5% (15%) 

Enhanced annuity providers (4)  22% / 10% (25%) 

Reinsurers (5)  11% / 15% (5%) 

Broker pools (18)  20% / 15% (17%) 

 

A look at the expectations regarding the deferred annuity market shows a similar picture. All 

participant groups expect that the introduction of enhanced annuities as a market standard 

would be beneficial in regard to the sales of deferred annuities. However, this positive effect 

for the deferred annuity market is considerably less pronounced than in case of the immediate 

annuity market according to most participant groups. Finally, the average estimates of the four 

groups with respect to the market share of enhanced annuities (of the immediate annuity 

market) in five years in case of a market-wide product launch lie between 10%-22%, whereby 
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enhanced annuity providers and brokers expect a share of 22% and 20%, respectively, while 

pure standard annuity providers and reinsurers expect 10% and 11%, respectively. 

The expected long-term development of annuitization rates looks quite different (Table 5). We 

first asked the participants to estimate the current annuitization rates in 2013 (of own business 

in case of primary insurers; the German life insurance market in case of reinsurers and broker 

pools). Secondly, we asked them about their expectations regarding the future development of 

these annuitization rates against the background of new tax regulations and the introduction of 

Riester and Ruerup products with compulsory annuitization components (see Introduction), 

which contribute to the expected increasing annuity business in both scenarios in Table 4. Table 

5 shows that the average estimated annuitization rates for 2013 lie between 17% (reinsurers) 

and 29% (broker pools) and are expected to increase within the next ten years to 29% and 38% 

given today’s market. Furthermore, all groups of survey participants expect that enhanced 

annuities as a market standard would considerably contribute to increasing annuitization rates 

up to 37% (reinsurers), 40% (annuity providers), or 50% (broker pools) (on average). 

 

Table 5: Estimated annuitization rates (own business (primary insurers)/German life insurance 

market (reinsurers, broker pools)) (arithmetic mean/median (standard deviation)) 
Participant group  

(number of responses in brackets) 
2013 Scenario A 2023 

(“today’s market 

situation”) 

Scenario B 2023 

(“everyone offers 

enhanced annuities”) 

Pure standard annuity providers (33) 24% / 25% (17%) 33% / 25% (16%) 40% / 35% (18%) 

Enhanced annuity providers (4) 20% / 25% (9%) 32% / 35% (11%) 40% / 45% (17%) 

Reinsurers (5) 17% / 15% (4%) 29% / 25% (5%) 37% / 35% (12%) 

Broker pools (19) 29% / 25% (23%) 38% / 35% (23%) 50% / 55% (21%) 

 

4.3. Barriers of Demand for Enhanced Annuities 

 

Following the analysis regarding barriers of supply, we further investigated barriers regarding 

the demand and the distribution based on the literature review. Figure 6 shows that from an 

aggregated perspective, the two most relevant barriers are distributor-related, followed by 

customer-related barriers. This particularly concerns the familiarity with the product and the 

hesitation to speak about the illnesses with their clients.246 However, we also observe 

differences in the responses depending on the participant group. Reinsurers, for instance, see 

the largest barriers on the customer side (cash is more attractive than an annuity and potential 

customers are not aware of enhanced annuities).  

 

  

                                              
246  The latter might be a German phenomenon and can have a different degree of importance in other 

countries/cultures.   
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Figure 6: Barriers for the demand and distribution of enhanced annuities247 from the 

perspective of pure standard annuity providers, in points248 

    
 

4.4. Current and Future Pricing Factors 

 

Finally, focus is laid on current and potential future pricing factors on the supply side and thus 

the question how the future enhanced annuity market might look like. With respect to the 

present situation in Germany where only few pricing factors are used (Section 4.1) as compared 

to the UK (Section 3), the survey shows that most enhanced annuity providers have informed 

themselves about further pricing factors (75%), but none has systematically analyzed it. The 

predominant reason is lack of market potential (273 out of 300 points249), while lack of data 

(20 points) and lack of competitive pressure (7 points) are considered as minor obstacles. 

 

                                              
247  Expected barriers in own business (pure standard annuity providers/broker pools which do not distribute 

enhanced annuities), observed barriers in own business (enhanced annuity providers/broker pools which 

distribute enhanced annuities), general barriers (reinsurers). 
248  Each participant had to allocate 100 points to the barriers. 
249  Each participant who at least had informed themselves about further pricing factors had to allocate 100 points 

to the reasons for not introducing further pricing factors. 

Brokers pools

Reinsurers

Enhanced annuity providers

Pure standard annuity providers

Time consuming process to terminate contract 15

Lack of customers willingness to provide

information regarding their  illness
60

Life insurer is not sufficiently well-known 60

We do not see any barriers 100

Insufficient impact of illness on annuity payments 125

Low interest rate environment 222

Strong competition with other financial products 267

Potential customers are not aware of possibilities to 

protect themselves against longevity risk
355

Distributors are not aware of enhanced annuities 369

Potential customers are not aware of enhanced annuities 691

Potential customers often underestimate their life expectancy 713

Cash is more attractive than an annuity 721

Potential customers are not familiar with enhanced annuities 950

Distributors hesitate to talk about “illnesses” 1,336

Distributors are not familiar with enhanced annuities 1,516

1 Instead of pre-specified answer possibilities

2 Of total number of survey participants
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To provide an outlook regarding potential future pricing factors, we further asked the pure 

standard annuity providers, which factors they would use in case of introducing enhanced 

annuities. Figure 7 shows that most insurers would use illnesses250 (87%) and long-term care 

(82%). 56% would include lifestyle factors, and a considerable portion would use the innovative 

cognitive (18%), social (9%), and psychological (7%) factors. The largest share of the 

categories cognitive, social, and psychological stems from small sized insurers. Small sized 

insurers thus appear to be more open to innovation. This is also consistent with what has 

happened both in the UK and in Germany, where small sized insurers entered the enhanced 

annuity market first.251 Such first-/early-mover strategies in regard to enhanced annuity market 

entries offer several potential advantages for insurers, e.g., the ability to earn economic profits 

(Lieberman and Montgomery (1988, p. 41)), market share (McShane et al. (2012, p. 1137)) or 

by taking business from established players. This could also be a driver of supply despite the 

current “wait-and-see” strategy of most insurers (see Section 4.2), as an industry expert 

indicated that the enhanced annuity providers with the currently highest market shares in the 

UK entered the market early. 

 

The predominant usage of illnesses, long-term care, and lifestyle factors is consistent with the 

observations in the UK and the German market (Sections 3 and 4.1).  

 

                                              
250  “Illnesses” can encompass a wide range of medical conditions, which are not limited. In the UK, e.g., more 

than 1,000 medical conditions (mainly cancer, heart disease, stroke, kidney failure, major organ transplant) 

qualify for enhanced annuities (Weinert (2006, p. 9)). 
251  The newly founded Pension Annuity Friendly Society (PAFS) in the UK; the rather small insurer LV 1871 

(less than one percent life market share in 2013 (measured by new business volume)) in Germany. 
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Figure 7: Pricing factors potentially used by standard annuity providers in case of introducing 

enhanced annuities 

 
 

5. SUMMARY AND OUTLOOK 

 

The aim of this paper is to contribute to the literature by studying drivers and barriers of supply 

and demand for enhanced annuities and to investigate potential implications of a market-wide 

introduction of enhanced annuities with focus on the standard immediate and deferred annuity 

business, annuitization rates, and a potential cannibalization effect. The analysis is based on a 

comprehensive literature review as well as an empirical survey for the German market. 

 

We find that while the literature points out various drivers and barriers of supply and demand 

for enhanced annuities, it is still rather scarce. Moreover, there is a lack of empirical studies 

dealing with the impact of enhanced annuities on the standard annuity business, for instance. 

Mostly, descriptive approaches are used and only few articles use theoretical models to examine 

demand and supply or the impact of enhanced annuities. Our empirical survey for the German 

market confirms several of the barriers while others are not as pronounced as described in the 

literature. For instance, we find that the two predominant barriers of supply are the perceived 

lack of market potential and other priorities (related to other product developments and new 

legal requirements), whereas the literature mainly focused on the risk of underwriting and 

pricing, which is possibly perceived as a minor barrier due to the available support by 

reinsurance companies. Further important barriers of supply are a potential cannibalization 

effect and a lack of competitive pressure.  
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With respect to barriers of demand, we find that distributor-related barriers are most relevant 

from the participants’ perspective, followed by several customer-related barriers, which is 

mostly in line with the (scarce) descriptive literature. The most important barriers relate to the 

insufficient familiarity with the product, the hesitation of distributors to talk about the topic 

“illness”, and that cash is more attractive for consumers than a lifelong annuity, which is also 

in line with customers’ underestimation of their own life expectancy. Thus, both supply and 

demand restrictions apply in Germany for the sale of enhanced annuities and similar restrictions 

are likely to apply in many countries. Product designers should thus make sure to know what 

their distribution wants to sell and what their target client wants to buy. 

 

In regard to potential market implications, the survey indicated that a market-wide introduction 

of enhanced annuities could contribute to a stronger growth of the overall annuity market in the 

medium run and even imply a considerable increase in annuitization rates in the long run as 

compared to the situation of today with only few enhanced annuities providers.  

 

Several initiatives from both the regulators and the insurers could facilitate the sales of 

enhanced annuity products and help to achieve growth in this market segment. In regard to 

regulatory requirements, further mandatory annuitization requirements and a lower intensity of 

legal implementation requirements for product development departments (see Sections 3 and 

4.2) would likely contribute to a stronger growth. In regard to insurers, further introductions of 

enhanced annuities (potentially with enhanced support by reinsurers), could initiate a chain 

reaction in regard to further launches by other insurers (see Section 4.2). Furthermore, insurers 

could intensify distributor trainings in order to overcome the major barriers of enhanced annuity 

demand (see Section 4.3) and develop further innovations in the decumulation phase. Whether 

enhanced annuity products will ever achieve the same prominence in the German insurance 

market as in the UK market will strongly depend on these factors, and first observations will be 

possible once larger portions of Riester contracts reach the annuitization phase. Early movers 

may thereby benefit from competitive advantages.  

 

Future research should further analyze the market potential of enhanced annuities, e.g., by 

focusing on the consumers’ perspective, and also focus on price-demand relationships for both 

the enhanced annuity risk classes and the resulting standard annuities. In addition, possible 

cultural differences should be taken into account as potential barriers for the demand of 

enhanced annuities, as customers and distributors in certain countries may be more reluctant to 

talk about health issues or submit their health record for underwriting purposes. Furthermore, 

the potential cannibalization effect should be further investigated empirically or theoretically 
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to gain deeper insight, also regarding the consequences for the standard annuities market. 

Moreover, future research could examine potential first-/early-mover advantages for insurers 

in regard to enhanced annuity market entries, which could be an important further driver of 

supply. 
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VIII. CONCLUSION 

 

This thesis investigated product developments and costs in the European life insurance industry. 

Costs were examined first, with a special focus on distribution costs and economies of scale in 

regard to administrative costs. Second, for the German life market, product developments and 

their effects on product complexity as well as enhanced annuities were analyzed.  

 

Chapter IV was dedicated to the study of distribution costs in Europe as well as the implications 

of regulatory interventions in regard to distribution costs. Previous literature has focused on the 

efficiency of insurance markets or insurance firms, which use a certain type of distribution 

system, rather than on the distribution costs of markets, firms, and channels. We thus 

contributed to the literature by examining factors that influence distribution costs in Europe, 

with a focus on acquisition costs (rather than total costs). We found that the channel mix as well 

as the costs of the predominant distribution channels might strongly influence the overall 

distribution costs and that these costs have historically evolved divergently and mostly in an 

isolated way (i.e., in the absence of cross-border effects). In addition, the results show that the 

consequences of the regulatory interventions in regard to distribution costs in Denmark, 

Finland, the Netherlands, and the UK differ greatly. The results provide insights that will benefit 

insurers in managing acquisition costs and channel strategies and legislators in finalizing 

regulations that apply to insurance distribution. 

 

In addition to distribution costs, we also examined administrative costs in Chapter V. 

Economies of scale were assessed for four of the largest European life insurance markets. 

Previous studies on costs and corresponding economies of scale in life insurance primarily dealt 

with total costs, rather than administrative costs or costs in a single year or a single market. We 

contributed to the literature by providing a comprehensive analysis of economies of scale in 

regard to administrative costs over time for European life insurance markets in Germany, Italy, 

Spain, and the UK. The findings reveal that the extent and the development over time of 

economies of scale differ considerably among markets, and they provide insight for insurers on 

managing administrative costs. 

 

With a focus on the German life insurance market, Chapter VI investigated recent market 

dynamics as well as the type, new characteristics, and effects of new products on product 

complexity. Previous literature on the development/implications of new insurance products 

focused on product innovation or the management of product developments. Furthermore, the 

literature on the complexity of insurance products is rather scarce. We thus contributed to the 
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literature by studying recent products launched and focusing on their type, new characteristics, 

and their effects on complexity from the customer’s point of view. The results showed that 

product complexity (measured by the number of product alternatives and product attributes) 

strongly increased in all product categories, and only few insurers began simplifying their 

product offers. These results have critically important implications for life insurers and their 

future product strategies. 

 

Chapter VII was dedicated to “enhanced annuity” products, which became very prominent in 

the UK insurance market but not in other markets (particularly in Germany). Previous literature 

on the drivers of and barriers to the supply and demand of enhanced annuities was rather scarce, 

and there was a lack of empirical analyses dealing with the consequences of a market-wide 

introduction of enhanced annuities. With a focus on the German market, we thus contributed to 

the literature by investigating drivers of and barriers to the supply and demand of enhanced 

annuities as well as the potential market implications of their introduction. One key finding was 

that short- and medium-term market potential for enhanced annuities is expected to be limited, 

competitive pressure will be the key driver of supply, and in the long term, the relevance of 

enhanced annuities might increase greatly. This empirical study delivered insights for insurers 

on product development decisions as well as for industrialized countries in similar situations as 

those examined in regard to demographic development and an increasing need for private 

pensions.  

 

This thesis contributed to the literature in several ways: The first part of the thesis offers an 

analysis of the factors that influence life insurance distribution costs in Europe and the 

implications of regulatory interventions in regard to distribution costs. It also examines the 

extent and the development over time of economies of scale in regard to administrative costs in 

European life insurance.  

 

The second part focuses on recent life insurance product developments, analyzing product 

developments in Germany and their effects on product complexity from the customer’s point 

of view, as well as drivers of and barriers to enhanced annuities and the potential market 

implications of their introduction.  

 


