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Abstract

Life insurance market in Western Balkan countries is underdeveloped compared to 
other European countries, but in the recent decade it has been developing 
moderately under the influence of various factors, primarily economic, but also 
demographic, political and other. The aim of this manuscript is to analyze and 
indicate the most significant economic factors that have important influence on life 
insurance products purchase. In order to prove the hypothesis established in the 
manuscript, panel data analysis is used to examine the impact of GDP, 
unemployment rate, wages and interest rate on total life premium in Western 
Balkans in the period 2005 to 2015. The results of the analysis showed that the 
above-mentioned economic factors mainly affect total life premium in countries of 
the Western Balkans. GDP and wages have a significant and positive impact on 
demand for life insurance, while the impact of unemployment rate and interest rate 
is negative.
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1. Introduction

Insurance business has a positive impact on economic development and vice versa. 
As a developed insurance market stimulates economic growth of a country, the 
level of its economic growth affects insurance business development in return. In 
recent decades, demand for life insurance is characterized by continuous growth. 
For this reason, there are numerous theoretical and empirical researches tending 
to prove that different factors influence life insurance demand. Factors which are 
key determinants of life insurance demand can be classified as economic (GDP, 
incomes, employment, inflation etc.); demographic (age, sex, region, education 
etc.) and political, i.e. legal factors (corruption, the rule of law etc.) (Sen and 
Madheswaran, 2013; Sen, 2007; Hwang and Greenford, 2005; Zietz, 2003; Beck 
and Webb, 2003).

For the analysis of life insurance development trend, besides the above-listed factors, 
it is important to observe the trust of the population and industry in overall insurance 
sector. Responsibility, safety and stability of insurance companies business, affect the 
growth of population’s trust in saving through life insurance products. Also, general 
knowledge and awareness of people regarding the significance and necessity of life 
insurance products possession influence the development level of the market itself 
significantly. In order to have a sufficiently developed insurance sector, it is necessary 
to educate the population, develop insurance culture and encourage the feeling of 
individual responsibility for the provision of personal and family financial security 
through various forms of savings, life insurance policy definitely being one of them. 
Insurance development also depends on the development and stability of financial 
market. 

Insurance market in Western Balkans is characterized by significant changes caused 
by different economic growth pace. Countries preparing to enter the European 
Union carry out faster reforms and there is also a significant entrance of foreign 
capital due to the reduction of financial and political risks. Insurance sector analysis 
in these countries is best realized through comparison of insurance development 
basic indicators (insurance premium, penetration and insurance density, market 
concentration etc.), analysis of deviations from indicator values for observed 
markets compared to insurance markets of developed EU countries, as well as the 
prognosis of future insurance development through basic market segments, i.e. life 
and non-life insurance. Although the situation on insurance markets of the Western 
Balkan countries is not on a satisfying level, it is expected that the approach of these 
countries to the European Union will contribute to their economic development 
and, therefore, to the development of life insurance. 

The aim of this work is to point at the most important economic factors which 
determine life insurance trends in Western Balkan countries. The factors taken into 
account are: GDP, unemployment, incomes and passive bank interest rate. The 
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authors’ motivation for starting this research is based on the occasion that the level 
of the stability of the both financial system and economic development of a country 
is significantly qualified by the sector of life insurance. As it is necessary to analyse 
the influence of the macroeconomic indicators for the estimation and the control 
of a potential systemic risk of the insurance companies and generally its business, 
the authors considered both important and interesting to observe the region of 
the Western Balkan in the context of this issue. Many authors analysed the link 
between economic growth and insurance market using certain econometric models 
and confirmed the significance of this research topic (Bianchi et al. 2011; Haiss and 
Sümegi, 2008; Sen, 2007; Kugler and Ofoghi, 2005; Ward and Zurbruegg, 2002). 

The paper tends to prove hypothesis that economic factors, i.e. GDP, unemployment, 
incomes and interest rate, significantly affect the demand for life insurance in Western 
Balkan countries. 

The main contribution of the paper is a conducted research of the impact of 
key economic factors on the demand for life insurance, which can be useful for 
institutions and regulators of financial system, economic analysts and other subjects 
in the countries of Western Balkans, in order to carry out timely analyses and 
prognosis of life insurance market development trend, i.e. possible measures in 
order to upgrade it further. Also, according to our knowledge, this kind of research 
including Montenegro besides other Western Balkan countries has not been carried 
out so far, which is a proof of an important contribution of this manuscript. 

This paper consists of sixth parts. After the introductory part, there is literature 
review. The third part of the paper offers the description of the methodology. 
Data description and empirical analysis of the impact of economic factors on life 
insurance premium are described in forth part of the paper. The fifth part of the 
paper, before conclusions as the final part, presents empirical results of the model 
used in this manuscript. 

2. Literature review

Factors influencing life insurance development differ depending on the country 
where they are studied. More than 20 empirical academic studies have been 
published on the effect of key factors on demand for life insurance. These factors 
are: demographic, macroeconomic, social and psychological, institutional, as 
well as those depending on the insurers themselves (Zietz, 2003). Many authors 
indicate to the importance of inflation rate, available income of citizens, financial 
development of the country, social security, as well as population (for example, 
birthrate, life expectancy, educational level, etc.), on life insurance trends (Beck 
and Webb, 2003; Browne and Kim, 1993; Hwang and Greenford, 2005; Outreville, 
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1996). For example, Sen (2007) estimated that there is a certain impact of GDP, 
GDS (gross domestic savings) per capita, urbanization, adult literacy, life 
expectancy at birth, mortality rate, inflation, real interest rate and the price of 
insurance on the demand for life insurance in Asian countries, and showed that there 
is a significant positive relation between life insurance premium and gross domestic 
savings, income per capita and financial development of the country, while inflation 
has a negative impact on life insurance. Sen and Madheswaran (2013) analyze the 
factors explaining life insurance demand in 12 Asian economies too. The results 
suggest that income, inflation, interest rate, and the youth dependency ratio are 
significant determinants of life insurance consumption.

Dragos (2014) estimates that a significant impact on the development of both life 
and non-life insurance has the income and its distribution among population. Using 
econometrics of panel data for 17 countries in Asia and Central Eastern Europe in 
the period of 10 years, she proved that the income has a positive impact on demand 
for insurance in CEE countries, while it has no significant impact on developing 
Asian countries. Feyen et al. (2011), consider that the reason of the positive 
impact on demand for life insurance is also the necessity of employed parents to 
secure their children against the risk of parents’ early death. Not only the income, 
but also the distribution on the level of country can have a significant impact on 
aggregate demand for insurance. The inequality of income distribution is in inverse 
proportion to life insurance penetration, but the demand for life insurance depends 
on the interaction between the levels of income and the type of its distribution, 
which indicates that income distribution inequality may have an ambiguous impact 
on demand for life insurance (Nakata and Sawada, 2007). Analyzing 10 OECD 
economies for the period 1970-1981, using panel study, Beenstock et al. (1986) 
discovered that rich people don’t need risk protection through insurance, while 
poor people have limited financial abilities, i.e. they concluded that middle class 
of the population has the highest interest in life insurance products. Further, they 
concluded that a more equal distribution of income increases the middle class of 
the population and therefore it has a positive impact on demand for life insurance. 
Beck and Webb (2003) analyzed 68 countries (1961-2000) and reached the opposite 
conclusion. Rich population has a need for life insurance in order to secure their 
descendants. Uniform distribution of income among population leads to the growth 
of middle class. However, a minimum disposable income amount is necessary for 
the members of middle class to be able to afford life insurance. More accurately, 
according to these authors, middle class is not the target group for life insurance 
purchase and they conclude that there is a negative correlation between demand for 
life insurance and uniform income distribution. 

Truett and Truett (1990) compared in this research demand for life insurance in 
Mexico and America using time regression. They proved that the income is in a 
positive correlation with demand for life insurance and that income elasticity of 
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demand for life insurance is much higher in Mexico than in America. Browne 
and Kim (1993) investigated factors influencing the demand for life insurance 
through regression analysis in 1980 and 1987. As an income measure they used 
available income. The research showed that the income is a variable statistically 
significant and positively correlated in all applied models, so they confirmed the 
positive correlation between income and demand for life insurance. The impact of 
interest rate on demand for life insurance was disregarded. Li et al. (2007) came 
to conclusion that demand for life insurance is positively correlated with income, 
education and financial development of the country, while there is a negative 
connection between inflation and interest rate on financial market. They carried out 
the research on 30 OECD countries in the period between 1993 and 2000. Kjosevski 
(2012) analyzed the determinants of life insurance demand in panel of 14 countries 
in Central and South- Eastern Europe over the period 1998 - 2010, using two 
indicators of life insurance demand, life insurance penetration and life insurance 
density. He found that life insurance penetration and life insurance density increase 
with higher per-capita income. As overall income level and the share of middle 
class rise, demand for life insurance may be expected to rise, too. The results of 
his research have also shown that real interest rate on the market, education and 
the rule of law have a positive impact on demand for life insurance, while financial 
development of a country is statistically insignificant. Zerriaa and Noubbigh (2016) 
analysed determinants of Life Insurance Demand in the Middle East and North 
Africa region (MENA region). They used two measures of life insurance demand: 
insurance density and insurance penetration. The research results suggest that 
consumption increases with income, inflation and interest rates.

Luciano et al. (2016) analyzed the ownership of life insurance products by 
Italian households and showed that demand for insurance is highly correlated 
with income, family structure and employment status. Lee and Chiu (2012) 
apply panel smooth transition regression model (PSTR) and take into account 
the potential endogeneity biases in order to establish country-specific and time-
specific elasticities of insurance premiums with respect to real income for 36 
selected countries from the period 1979–2007. They found that the life and non-life 
insurance premiums are inelastic and elastic with respect to real income, suggesting 
that they are necessary goods and luxury goods respectively. Furthermore, as time 
goes on, the income elasticities of insurance premiums present a similar upward 
trend, implying that the impact of economic development on insurance premiums 
has been more important in recent periods.

Ward and Zurbruegg (2002) in their research investigate the correlation between 
economic development and demand for life insurance in nine OECD countries 
in the period between 1961 and 1966. As a measure of economic development 
they took real GDP and as a measure of demand, they used total life insurance 
premium. The research showed that the consumption of life insurance products 
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in Asia is under stronger influence of GDP than it is the case in OECD countries, 
which means that economic development cannot be taken as a determinant when 
bringing decisions on demand for life insurance. Kugler and Ofoghi (2005) in their 
research examined the link between economic growth and insurance markets size 
for the UK in the long-run. The results confirm that long-run relationship between 
economic growth and insurance market size development is significant for majority 
of all variables. The relation between insurance market development and economic 
growth was investigated by Haiss and Sümegi (2008). They identified a positive 
correlation between expenditure in non-life insurance premiums (as life insurance 
had not been not developed at a sufficient level yet) and GDP also in SEE countries. 
Enz (2000) also investigated the correlation between economic development and 
demand for life insurance. Using S-curve, he showed that demand for life insurance 
has a tendency of growth when the state economy grows, but as time passes and 
this state’s economy reaches the level of developed countries, the demand for life 
insurance slows down. He also suggested the use of econometric models for long-
term premium forecast based on GDP projections. Bianchi et al. (2011) examined 
the influence of GDP growth on insurance premium growth in Central, Eastern and 
Southeastern Europe (CESEE). Using a panel regression (cross-section with fixed 
effects), where real premium growth was explained by GDP growth, they show 
that potential growth of the insurance market in CESEE is closely connected with 
economic growth in the region. Higher growth is often related with higher risk, 
which implies that in case of an economic downturn, premium growth rates might 
decrease equally strongly. Furthermore, heightened financial market tensions and 
weakening economic conditions in advanced economies could considerably slow 
down insurance growth.

Very few studies were available on the insurance markets of Western Balkans until 
the 1990s done by authors from the SEE countries, and only by a few authors from 
Western Europe and United States. On the other hand, many academics considered 
transition process of Western Balkan countries as important field for research, even 
if much more interest was shown in the development of the banking industry. 

3. Methodology

This part of the manuscript describes methodology of the research. Econometric 
model of panel data was constructed for 6 countries (Albania, Bosnia and 
Hercegovina, Croatia, Macedonia, Montenegro and Serbia) concluded the period of 
11 years (2005-2015). The analysis will prove or refute the previous hypothesis and 
supplement existing research on demand for life insurance in different countries. 

Consider the multiple linear regression model for individual i = 1,....N which is 
observed at several time periods t = 1,....T
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yit = α + x́ itβ + z í + ci + uit

Where yit is the dependent variable, x́ it  is a K-dimensional row vector of time-
varying explanatory variables and z í is a M-dimensional row vector of time-
invariant explanatory variables excluding the constant , α is the intercept, β is a 
K-dimensional column vector of parameters, γ is for M-dimensional column vectors 
of parameters, ci is an individual – specific effect and uit is an idiosyncratic error 
term. 

We will assume throughout this paper that each individual i is observed in all time 
periods t. This is a so-called balanced panel. Fixed effects and random effects 
models are considered for this analysis but after detailed analysis we have chosen 
the random effect model (the Hausman test). Both models work to remove omitted 
variable bias by measuring change within a group. By measuring within a group 
(across time) we control for a number of potential omitted variables unique to the 
group.

Under the random-effects model the goal is not to estimate one true effect, but 
to estimate the mean of a distribution of effects. Since each study provides 
information about a different effect size, we want to be sure that all these effect 
sizes are represented in the summary estimate.

Since the Random Effects Model is applied, in its form the individual – specific 
effect is a random variable that is uncorrelated with the explanatory variables. 

Variables of the model are: logarithm of Life Premium (lnLP) as dependent variable 
and Gross Domestic Product (GDP), Unemployment rate (U-RATE), wages 
(WAGES) and interest rates (INTR) as Independent variables.

4. Empirical data and analysis

4.1. Data

The data used in this research are taken from official reports of regulatory 
institutions on financial market and statistics institutes of Western Balkan countries. 

Economic development of a country, which can be measured through GDP and 
incomes, represents a key economic determinant of life insurance demand. As 
an economy develops, life standard grows, as well as demand for life insurance 
products. Higher the income, life insurance products become more available 
to citizens of every country. They change the list of their needs and instead of 
considering satisfaction of some basic needs, their preferences change towards 
family, health, old age, property protection. The drop in life standard and higher 
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unemployment rate has caused that most citizens turn to mainly existential priority 
list, while only the citizens with higher incomes, i.e. wages, consider insurance. 

Economic indicators are recorded based on yearly reports of central (national) 
banks and statistics agencies of the countries observed. The trends of most 
important economic indicators in Western Balkan countries (GDP, unemployment 
and wages) in the period 2005-2015 are shown in Figures 1, 2 and 3.

Figure 1: GDP in Western Balkan Countries 
– in mil. €

Source: National Bank of Serbia, Croatian Insurance Bureau, Statistical Agency of Bosna and 
Herz., National Bank of Macedonia and State Statistical Office of the Republic of 
Macedonia, Monstat Montenegro, Bank of Albania

Figure 1 clearly shows that Croatia has the highest GDP of all observed countries, 
while according to this indicator, Serbia is behind it, and Montenegro is in the 
last place. It is also observed that up to the period of the financial crisis, GDP had 
grown in all observed countries. In 2008, compared to the previous year, the GDP 
obviously declined, which on average was about 12% for all countries observed.
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Figure 2: Unemployment rates in Western Balkan countries

30,30 29,60

19,40
16,80

19,10 19,70 19,70 19,70 19,50
18,00 17,60

17,90 16,60 14,80

13,20
14,90

17,40 17,90
19,10

20,20 19,70

16,60

20,80 20,90
18,10

13,60
16,10

19,20

23,00 23,90
22,10

17,00

35,00
31,10

29,00

23,40 24,10

27,20 27,60 28,00 27,50
27,50

27,70

37,30 36,00
34,90

33,80
32,20 32,10 31,40 30,60

29,00 28,00

27,00

14,20
13,80 13,20 13,00 13,80

14,20 14,30 13,80
16,40

17,90

17,40

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

ME HR RS BA MK AL

Source: National Bank of Serbia, Croatian Insurance Bureau, Agency for Statistics of Bosna 
and Herz., National Bank of Macedonia and State Statistical Office of the Republic of 
Macedonia, Monstat Montenegro, Bank of Albania

By analyzing the data given in Figure 2, we come to the conclusion that Bosnia and 
Herzegovina and Macedonia have the highest unemployment rate in the observed 
period. At the same time, it is observed that, of all Western Balkan countries, 
Montenegro is characterized by the highest decrease of the unemployment 
rate (42% in 2015 compared to 2005), while such a trend is not present in other 
countries (for example, in Albania there is an increase in the unemployment rate of 
22, 5% in 2015 compared to 2005).

Figure 3: Average net wages in Western Balkan countries
– in €
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Monstat Montenegro, Bank of Albania
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From Figure 3 it can be noted that Croatia has the highest average net wage, which 
is expected due to the overall macroeconomic ambient of this country, while 
Macedonian and Albanian net wages are the lowest. In all countries, wages grew in 
2015 compared to the beginning of 2005, with the highest increase in Montenegro 
(about 55%) and the lowest in Croatia (about 21%). In other countries, this growth 
was on average about 42% (in 2015 compared to 2005).

Financial market interest rate is a variable with a positive, but also a negative 
influence on life insurance demand. Interest rate growth causes the growth in 
financial yield and decrease in demand for life insurance (Kascelan and Novovic, 
2009). However, interest growth increase can direct citizens to investing their 
financial resources into alternative financial instruments on the market or other 
forms of savings, which definitely leads to the reduction of demand for life 
insurance. The influence of interest rate on life insurance demand depends on 
whether average interest rate on financial market is being analyzed and tested 
(which is definitely hard to evaluate), or deposits interest rate, state bonds interest 
rate or some other kind of interest rate. Due to insufficient development of financial 
markets and weak offer of financial instruments in Western Balkan countries, 
as well as due to the fact that insurance companies from these countries deposit 
most of their reserved resources, i.e. term deposit with banks, the manuscript uses 
average weighted passive interest rate of banks on a yearly level (interest rates on 
deposits). The variable is obtained, i.e. calculated based on data reported by central 
banks of the countries observed shown in Table 1.

Table 1: Yearly passive interest rates of banks in Western Balkan countries

Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
ME 3.60 4.67 3.35 3.88 3.78 3.70 3.13 3.26 2.91 2.14 1.48
HR 2.91 2.91 3.14 3.41 3.51 2.50 2.34 2.24 1.92 3.02 2.75
RS 3.71 5.06 4.08 7.32 5.06 5.55 5.40 5.04 4.30 3.09 2.11
BA 2.03 2.10 2.10 2.33 2.00 1.83 1.74 2.38 2.33 1.79 1.26
MK 5.20 4.70 4.90 5.90 7.00 7.00 5.90 5.10 4.40 3.70 2.90
AL 5.18 4.95 4.43 4.82 4.95 4.72 4.36 3.98 3.13 1.65 1.18

Source: Authors’ calculation based on data on interest rates given in reports of Western Balkan 
central banks 

If we observe life insurance markets in Western Balkans, we can notice that in 
all these countries they have recorded a moderate growth in the recent decade. 
However, in comparison with the EU countries, these indicators are still below the 
average. The data on insurance indicators are taken from the reports of Insurance 
Supervisory Agencies of Montenegro, Bosnia and Herzegovina and Macedonia, 
i.e. the National Bank of Serbia, Croatian Insurance Bureau and Albanian Financial 
Supervisory Agency. (Table A1 and Table A2 in Appendix) 
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4.2. Empirical analysis

The appropriateness of the data for panel analysis should be checked at the very 
beginning. Therefore, the first phase of our analysis includes testing the stationarity 
of all variables included in the model. Independent variables are left in the original 
form, while the level of dependent variable was made as a logarithm (just in order 
to make this variable stationary). 

In order to test for unit roots in our model, we used Levin-Lin-Chu test that has as 
the null hypothesis that all the panels contain a unit root. 

Table 2: Unit root test results

Variables
Test results Lnlp gdp urate Wages Intr

Levin, Lin & Chu statistics -4.28237* -4.43402* -8.18803* -24.5304* -3.2265*

ADF – Fisher Chi-square 28.9152* 22.8686* 34.5914* 36.8905* 27.4518*

Probability* Significance at 5% level

Note: Results from R package
Source: Authors’ calculation

The Levin-Lin-Chu statistics are reported in the above table. As stated in Table 
2, statistics for all variables are significant at all the usual testing levels (5% 
significance). Therefore, we reject the null hypothesis and conclude stationarity 
of all series in the model. The same results we got from testing stationarity using 
ADF-Fisher Chi-square statistics. The values of ADF-Fisher Chi-square statistics 
reported in Table 2 for each variable suggest that a unit root can be rejected at least 
at the 5 percent level. 

Now, after successful tests of unit root, we can go on to modelling. 

We tested whether there is a significant influence of some typical economic indicators 
on insurance premium. We used a lot of indicators and several of them confirmed to 
be statistically relevant for the development of the insurance market. The dependent 
variable of our model is insurance premium (in logarithm, lnLP) and independent 
variables are: nominal gross domestic product (GDP), unemployment rate (U-rate), 
gross wages (wages), interest rates (INTR). We estimated a panel data model with 
fixed and random effects, and used the best model in terms of statistical rules. 

In order to choose between fixed effects model and random effects model in panel 
data, we used the Hausman test. Random effects model is preferred under the null 
hypothesis due to higher efficiency. The alternative hypothesis means that fixed 
effects model is at least consistent and preferred. In Table 3, results of the Hausman 
test are presented to confirm adequate choice of random effect model.
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Table 3: Hausman test for the Model

Chisquare Degrees of freedom P-value
0.0308 4 0.9847

Note: Results from R package
Source: Authors’ calculation

As the results of the Hausman test state, the null hypothesis cannot be rejected and 
therefore we use the model with random effects. 

We can now show the most appropriate model that will help us to explain the 
relationship within economic and life insurance development. In order to get more 
reasonable interpretation of the results, we used log linear model with dependent 
variable transformed into logs. The best model in terms of statistical rules is model 
with random effects and is presented in the Table 4. 

Table 4: Empirical results of panel data model 1 with random effects for life 
insurance premium

lnLP Pameter Standard error t-statistic
Intercept 1.845246 0.497045 3.712436*

GDP 3.79E-05 1.19E-05 3.174075*

U-RATE -0.042096 0.011191 -3.761684*

WAGES 0.004931 0.000684 7.205717*

INTR -0.119006 0.031466 -3.782070*

R-Squared
0.804451

62.736 (0.000)

F-statistic

Significance* significance at 1%

Note: Results from R package
Source: Authors’ calculation

Its results show the examined influences of explanatory variables (GDP, 
unemployment, income and interest rates) to life insurance development measured 
by logarithm of life insurance premium.

5. Results and discussion 

Life insurance has an increasingly important role on financial market, so the demand 
for this insurance product is the subject of numerous theoretical and empirical 
studies. Low share of life insurance premium in total insurance portfolio, as well as 
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other market indicators, clearly indicate insufficiently developed insurance sector of 
Western Balkan countries compared to other developed countries. The main aim of 
this manuscript was to identify the factors affecting demand for life insurance and 
investigate their meaning on the sample of Western Balkan countries in the period 
of 11 years. Also, this manuscript tends to show and analyze life insurance market 
of observed countries. 

The aforementioned results clearly state that insurance premium is significantly 
influenced by all these relevant economic indicators and therefore confirm the 
importance of economic environment for the development of the insurance market. 

Therefore, in the given period of 11 years (2005-2015), in analyzed countries of 
Western Balkans, there was a statistically significant impact of all given variables 
(GDP, unemployment rate, wages, interest rates) on the demand for life insurance. 

Global economic deviations impact the demand for insurance services in a 
negative way, as well as investment scope and the role of insurance companies as 
institutional investors, both in Western Balkans and in other developed countries 
worldwide. Higher GDP growth rate causes the growth of economic activities, 
leading to the premises regarding positive correlation between GDP growth rate 
and demand for life insurance. As it can be observed in the Table 4, GDP has a 
positive impact on demand for life insurance in Western Balkan countries. Authors 
Ward and Zurbruegg (2002), Enz (2000) and Sen (2007) came to this result. GDP 
growth trend leads to employment and income growth, while the income growth 
itself leads to the increase in savings, which definitely indicates to potential growth 
in life insurance demand. From Table 4 we can learn that this research has shown 
that incomes do have a significant and positive impact on demand for life insurance, 
but much more than GDP. Many authors have shown in their researches that there is 
a significant and positive impact of incomes on demand for life insurance, such as 
Sen and Madheswaran (2013), Dragos (2014), Feyen et al. (2011) and others.

On the other hand, our model has shown that unemployment rate and interest 
rate have a negative impact on demand for life insurance, just like authors Li et 
al. (2007). Higher unemployment leads to the drop in citizens’ incomes and free 
financial assets which it would be possible to place in some form of savings, such 
as life insurance. In accordance with actuarial bases of insurance tariffs calculation, 
interest rate growth according to which reserves are accumulated, can lead to 
life insurance product price drop. However, taking into account other parameters 
as well, affecting the demand for life insurance in developing countries (for 
example, income level, trust in financial system and insurance market, education 
of the population and knowledge of the significance of life insurance products etc.), 
this reduction in life insurance price does not necessarily cause the increase in 
demand for life insurance. Taking into account life standard and general economic 
environment in developing countries, it is more realistic to expect the growth of 
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bank interest rate to direct citizens to term deposit their free assets with banks 
instead of placing them in purchase of life insurance premiums, which was proven 
by panel analysis carried out in this manuscript. 

Economic and social situation in observed countries have caused the life insurance 
premium not to be on a sufficient level compared to other developed countries 
in Europe and worldwide. In order to mitigate problems insurance companies 
face, besides activities of insurance companies themselves, such as coordination 
of life insurance products offer in accordance with needs and financial solvency 
of citizens, it is necessary that every country through special subventions shows 
particular interest in its further development. 

Even though it is not easy to assess the link between macroeconomic determinants 
and insurance sector, the results of this research can give important recommendations 
and suggestions for policy-makers and regulators who should pay more attention 
to estimate the macroeconomic indicators and life insurance trends in the times of 
financial instability and economic crisis. Also, the results could be useful for insurers 
in order to detect and quantify possible economic situations affecting insurance 
companies’ balance sheets.

6. Conclusions

The results of the investigations contained in this manuscript have shown that 
insufficient development of life insurance is a direct consequence of slowed process 
of overall economic reforms, i.e. economic underdevelopment, unemployment 
and low purchasing power. GDP growth increases investment and demand for 
insurance. With life insurance being a significant form of saving and security 
against risk, it is logical that with life standard growth, especially the incomes of 
population, total paid life insurance premium also increases. Due to higher income, 
especially younger, educated population with adequate employment will have an 
opportunity to use a part of their income for purchase of life insurance products. 
Higher unemployment in the country has a negative impact on life insurance 
demand, which is explained by drop in economic activities and life standard, 
i.e. number of potential policy holders. More precisely, higher employment rate, 
growth of personal incomes and general improvement of life standard in Western 
Balkan countries, impact further development of life insurance positively. 

Western Balkan countries’ insurance companies mainly deposit free assets of their 
reserves in banks, so the placement yields are mainly realized based on interest 
rates of term deposits. With average interest rate growth on financial market, 
insurance companies realize significant incomes from placements which can reduce 
the price of insurance, but are also distributed among users after the insured sums 
are paid and then to stock holders in smaller amounts, which should have a positive 
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impact on citizens’ perception of life insurance benefits, i.e. on the life insurance 
market itself. On the other hand, taking into account primarily life standard of 
citizens in the observed countries, it is clear that the main motive of most citizens 
is to realize as much yield as possible from placements of their free financial assets. 
If banks increase their interest rates on deposits, it is clear that citizens will direct 
their savings to banks because placements yields with banks are higher than insured 
sum which can be expected from life insurance companies. 

We can conclude that hypothesis defined in the manuscript is proved. However, it 
is important to note that panel analysis is limited to the period of 11 years (2005-
2015) and it is mainly characterized by global financial crisis which started in the 
middle of year 2007 in the USA. Due to the fact that most countries of Western 
Balkans came to existence at the end of the 20th century and beginning of the 21st 
century after the disintegration of Federal Republic of Yugoslavia, the authors of 
this paper were not able to consider a wider time period, i.e. a bigger sample, and 
this is the main shortcoming of the analysis. 

However, this manuscript also opens other interesting research questions in the field 
of life insurance for Western Balkan countries. Besides the impact of economic 
factors, the development of life insurance should also be analyzed from the aspect 
of, for example, demographic and political factors impact in these countries. Also, 
it would be interesting to observe Western Balkan countries in a wider European 
frame and compare the results of this manuscript with the new panel analysis, 
which would be one of the topics of future research of this manuscript’s authors. 
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Tržište životnog osiguranja u zemljama Zapadnog Balkana nije dovoljno razvijeno 
u usporedbi s drugim europskim zemljama, ali u posljednjih desetak godina 
ostvaruje umjereni rast i to pod utjecajem raznih čimbenika, prije svega 
ekonomskih, a zatim demografskih, političkih i drugih. Cilj rada je analizirati i 
ukazati na najvažnije ekonomske čimbenike koji imaju značajan utjecaj na kupnju 
proizvoda životnog osiguranja. Da bi se dokazala hipoteza postavljena u radu, 
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Table A
2: Indicators of life insurance m

arkets in B
osnia and H

erzegovina, M
acedonia and A

lbania

C
ountries

Year

B
osnia and H

erzegovina
M

acedonia
A

lbania

Life 
prem

ium
 

in m
il €

Life 
insurance 

penetration 
(%

)

Life 
insurance 
density in 

u €

The share 
of life 

insurance 
in total 

portfolio 
%

Life 
prem

ium
 

in m
il €

Life 
insurance 

penetration 
(%

)

Life 
insurance 
density in 

u €

The share 
of life 

insurance 
in total 

portfolio 
%

Life 
prem

ium
 

in m
il €

Life 
insurance 

penetration 
(%

)

Life 
insurance 
density in 

u €

The share 
of life 

insurance 
in total 

portfolio 
%

2005
16.33

0.19
3.63

9.57
1.78

0.04
0.89

2.10
2.00

0.03
0.67

5.95

2006
20.42

0.21
4.54

11.08
1.88

0.03
0.94

2.10
2.50

0.03
0.84

6.77

2007
27.87

0.25
6.19

13.55
2.78

0.05
1.39

2.80
3.33

0.04
1.12

6.90

2008
33.71

0.27
7.49

14.55
4.34

0.06
2.17

4.13
4.21

0.05
1.43

7.30

2009
35.50

0.29
7.89

15.14
4.92

0.07
2.46

4.87
5.48

0.06
1.87

9.19

2010
38.11

0.30
8.47

15.79
5.76

0.08
3.00

5.41
6.15

0.07
2.11

10.34

2011
40.93

0.31
9.10

16.40
8.08

0.11
3.85

7.41
7.61

0.08
2.62

12.78

2012
44.05

0.33
9.79

17.05
9.73

0.13
4.76

8.53
6.33

0.07
2.18

9.84

2013
51.01

0.38
14.57

18.93
11.86

0.15
5.65

10.00
6.86

0.07
2.37

11.25

2014
58.54

0.43
16.73

20.00
14.44

0.17
6.88

12.00
7.33

0.07
2.53

8.83

2015
63.15

0.44
18.04

21.00
17.90

0.20
8.65

13.30
7.36

0.06
2.58

7.30

Sources: Insurance A
gency of B

osnia and H
erzegovina, Insurance Supervisory A

gency of M
acedonia, A

lbanian Financial Supervisory A
uthority


