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examine whether and how economic, so-
cio-demographic, and institutional factors 
determine the demand for life insurance in 
the Western Balkans, using life insurance 
density and life insurance penetration as 
indicators of life insurance demand dur-
ing 2006–2019. In order to conduct a cross-
country analysis we use panel data regres-
sion models and a feasible generalised least 
squares regression model. The analysis re-
veals that the most significant factors are 

income per capita and changes in the urban 
population. The article contributes to the 
existing literature by identifying the vari-
ables that affect demand for life insurance 
in the Western Balkans and by providing 
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the insurance market.
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1. INTRODUCTION 

The life insurance industry has experienced high growth in the last 30 years. Many 
studies have focused on explaining the factors that influence the development of 
this industry. However, the development indicators of this industry in different 
countries vary hugely. According to the data, there is a significant difference 
between advanced developed countries and emerging countries: about USD 2,056 
are spent on life insurance products in advanced developed countries and only 
USD 93 in emerging countries (Swiss Re Institute, 2020). Further studies are 
needed to identify the causes of the differences between countries and the 
determinants of life insurance consumption. Despite the high number of studies, 
research focusing on the life insurance in the Western Balkans is scarce.  

The purpose of this paper is to identify the factors that affect consumption of life 
insurance in five Western Balkan countries (Albania, Bosnia and Herzegovina, 
Montenegro, North Macedonia, Serbia) for the period 2006–2019. We aim to 
identify which economic, socio-demographic and institutional factors have the 
greatest impact on life insurance development in these countries.  

The empirical analysis estimates two different panel data regression models. They 
differ because life insurance demand is measured using two dependent variables: 
life insurance density and life insurance penetration. The influence of economic 
factors is investigated through the indicators of income level, inflation rate, and 
financial development index. The impact of socio-demographic factors is 
analysed through the indicators of education, urbanisation, and health 
expenditure. The impact of institutional framework is studied through the 
Worldwide Governance Indicators such as government effectiveness, regulatory 
quality, rule of law, and corruption level. The selected countries are similar 
regarding geographic position, history, economic development, and aspirations 
to join the EU.  

This study contributes to the existing literature first by focusing on the variables 
that affect life insurance consumption, and second by observing different aspects 
of life insurance, using two indicators to measure life insurance consumption: 
insurance penetration and insurance density. The results of this study will help 
both domestic insurance companies and international insurance companies that 
are interested in expanding into the region, as well as helping policymakers 
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identify the factors that promote or hinder the development of the life insurance 
market in the Western Balkans. 

The rest of the paper is organised as follows: section 2 describes the characteristics 
of the life insurance market in five Western Balkan countries; section 3 reviews 
previous studies on the impact of economic, socio-demographic, and 
institutional factors on the life insurance demand; section 4 describes the 
methodology and data used and discusses the preliminary results; and the last 
section presents the conclusions. 

2. LIFE INSURANCE MARKETS IN THE WESTERN BALKAN COUNTRIES  

This paper assesses the impact of economic, socio-demographic, and institutional 
variables on life insurance consumption in Albania, Bosnia and Herzegovina, 
Montenegro, North Macedonia, and Serbia. The countries chosen in our study 
have some common features. They are neighbouring countries, four of the 
countries were part of former Yugoslavia, all of them spent more than 40 years 
under communist regimes, and all of them have experienced a long transition 
period and currently aspire to join the EU. In fact, EU integration is the goal of 
all political and economic reforms implemented in the region. 

In contrast to more developed countries, the life insurance sector in Western 
Balkans is still underdeveloped, and significantly below the average of the EU 
member states. On average, an EU citizen spends USD 1,300 on life insurance 
sector products and USD 1,074 on non-life insurance sector products (Swiss Re 
Institute, 2020). In advanced developed countries, life insurance constitutes more 
than half of total gross written premiums, while in the Western Balkans the life 
insurance sector’s share of total premiums is small. In 2019, life insurance 
premiums in Albania constituted about 7% (AFSA, 2019) of total insurance 
premiums, while in Bosnia and Herzegovina, Montenegro, North Macedonia, 
and Serbia this ratio was, respectively, 20.7% (IABH, 2019), 18% (ISA, 2019), 
17.3% (ISA, 2019), and 23.3% (NBS, 2019). Life insurance products are sold on a 
voluntary basis. Most studies conclude that the low level of personal income and 
insurance culture explain this behaviour (Kozarevic et al., 2011).  
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In 2019, Serbia ranked first among the Western Balkan countries for life 
insurance density rate, followed by Montenegro. Figure 1 shows the insurance 
density index for the region, the EU, and globally in 2019: 

Figure 1: Life insurance density index 2019 

 
Source: Sigma 2020, and National Insurance Supervisory Authorities Reports 

The significance of the insurance industry to a country’s economy is measured by 
the insurance penetration index. According to Swiss Re data, in 2019 the 
insurance industry accounted for about 7.23% of global GDP, with the life 
insurance sector constituting 3.35%. Again, Serbia ranked first among the 
Western Balkan countries, closely followed by Bosnia and Herzegovina. Figure 2 
illustrates the life insurance penetration rates for the Western Balkans, the EU, 
and globally in 2019. 

Figure 2: Life insurance penetration index 2019 

 
Source: Sigma 2020, and National Insurance Supervisory Authorities Reports 
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Despite the low figures of the main indicators, the life insurance market has 
expanded over the years (Figures 3 and 4), especially after 2000, when an effective 
supervisory framework for the insurance industry was introduced. 

Figure 3: Evolution of life insurance density in Western Balkan countries 2006–
20191 

 
Source: Sigma 2020, and National Insurance Supervisory Authorities Reports 

In 2019 the Serbians spent the most on life insurance products, followed by the 
North Macedonians. 

In 2019 the life insurance sector was more significant in Serbia and Bosnia and 
Herzegovina with reference to GDP than in the other Western Balkan countries. 
The growth of life insurance indexes is evident in almost all Western Balkan 
countries, except Albania whose indexes are very low. The positive progress of 
the life insurance market demonstrates the unexploited potential in these 
countries, which can be used to promote their economic development.  
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Figure 4: Evolution of life insurance penetration in Western Balkan countries 
2006–20191  

 
Source: Sigma 2020, and National Insurance Supervisory Authorities Reports 
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Due to the growing role (Satrovic, 2019) and size of this industry in the financial 
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focused on identifying the factors that determine the demand for life insurance. 
These studies can be divided into two main branches: studies conducted from a 
microeconomic perspective and from a macroeconomic perspective. Empirical 
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households’ life insurance demand by empirically testing the results of the life 
cycle framework and savings theory, using data from household surveys (Lee et 
al., 2010; Liebenberg et al., 2012). Meanwhile, the empirical studies conducted 
from a macroeconomic perspective have focused on identifying the factors that 
affect the consumption and development of life insurance based on cross-sections 
or panel/single country data (Beck & Webb, 2003; Kjosevski, 2012; Zerriaa et al., 
2017). The variables that affect life insurance consumption identified in 
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2002; Beck & Webb, 2003; Zietz, 2003; Outreville, 2012; Kjosevski, 2012; Satrovic 
& Muslija, 2018.  

Many studies of both developed and developing countries have shown that 
income level is one of the economic factors that positively impact life insurance 
demand (Ward & Zurbruegg, 2002; Beck & Webb, 2003; Li et al., 2007). A higher 
income level means a greater likelihood of affording life insurance. Beck and 
Webb (2003) apply panel and cross-country estimates for 68 countries for the 
period 1961–2000 and conclude that a higher level of income is one of the factors 
influencing the increase in demand for life insurance, as human capital grows 
together with income. Kjosevski (2012) analyses the demand for life insurance 
using two indicators, life insurance penetration and life insurance density 
demand, for a panel of 14 countries in Central and South-Eastern Europe over 
the period 1998–2010. The study suggests that a 1% increase in GDP per capita is 
accompanied by an increase of about 0.0168 percentage points in life insurance 
penetration, and a USD 1 increase in a person’s income level increases life 
insurance density by USD 11.56. In addition, a study of the Western Balkans over 
an 11-year period from 2005–2015 by Novović et al. (2015) identifies GDP as 
statistically significant.  

There is ample evidence showing a strong negative relationship between inflation 
and life insurance consumption (Outreville, 1996; Beck & Webb, 2003; Ward & 
Zurbruegg, 2002; Li et al., 2007; Kjosevski, 2012) . Using data from Brazil, Babbel 
(1981) proves that consumers reduce life insurance consumption when faced 
with rising inflation. Life insurance is considered a long-term investment whose 
benefits are received in the future, and so it is affected by inflation, which makes 
the monetary benefits uncertain and thus affects savings. 

Outreville (1996) states that financial development is an important source of 
growth in the insurance industry. Countries that are highly developed financially 
also have a higher demand for life insurance. According to Ward and Zurbruegg 
(2002), in developed economies a 10% improvement in financial development 
results in a 12% increase in life insurance consumption, while in Asian countries 
where financial intermediation is not so widespread the impact on consumption 
is only 2%. Beck and Webb (2003) state that a developed banking sector promotes 
life insurance consumption. On the one hand, a well-functioning banking system 
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guarantees an efficient payment system, and on the other it increases trust in 
other financial intermediaries. The authors also point out that insurance can 
stimulate the development of capital markets by increasing demand for long-term 
financial investment. 

One of the most important demographic factors observed in the studies is the 
dependency rate. Many studies find a positive correlation between the 
dependency rate and insurance demand. Greater dependence increases the 
demand for life insurance as it guarantees financial security for dependent 
individuals by insuring against the premature death of the ‘breadwinner’ 
(Outreville, 1996; Li et al., 2007). 

Using time series for the period 1960–1982 for the United States and Mexico in 
relation to education level, Truett and Truett (1990) show that a higher level of 
education is reflected in a stronger desire to protect dependents. In a cross-
sectional study of 45 countries, Browne and Kim (1993) also find a significant 
positive impact of education on life insurance demand, arguing that a higher level 
of education increases individuals’ degree of risk aversion and awareness of the 
importance of life insurance. The same argument is found in Dragos et al. (2017), 
who conclude that the more people enrolled in the tertiary system the higher the 
life insurance density rate. In addition, life insurance products are quite complex 
so more-educated people can better understand them, thus increasing demand. 

Urbanisation is another demographic factor considered a possible determinant 
of life insurance demand. According to Outreville (2012), countries with a higher 
share of urban population to total population will have higher levels of life 
insurance consumption because urbanisation simplifies the distribution of these 
products. Examining the determinants of life insurance demand in China, Hwang 
and Gao (2003) find a positive impact of urbanisation, as it provides protection 
and financial security for small families. Other studies do not find a strong 
relationship between demand for life insurance and urbanisation. Beck and Webb 
(2003), Nesterova (2008), and Zerriaa and Noubbigh (2016) find that 
urbanisation is not significant for the life insurance market. Other empirical 
studies have produced controversial results regarding the impact of urbanisation 
depending on the region considered. Dragos (2014) finds that urbanisation 
positively influences the demand for insurance in Asian countries while it is not 
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significant in the Central and Eastern Europe (CEE) market, and argues that the 
insignificance of urbanisation for life insurance density in CEE is a result of CEE 
countries having a similar urbanisation rate.  

Studies that assess the impact of social security expenditure on life insurance 
consumption are divided into those that support the thesis that social security 
expenditure has a positive impact (Browne & Kim, 1993; Outreville, 1996; 
Kjosevski, 2012) and those that support the thesis that it has a negative impact 
(Ward & Zurbruegg, 2002). Studies that find a negative impact refer to the 
substitution hypothesis, where an increase in social protection by the government 
makes people feel more secure and thus less likely to access protection from 
private schemes. Li et al. (2007) explain this negative correlation by the fact that 
public social spending is financed through tax increases which reduce the 
available income to buy life insurance. Those that find a positive impact of social 
spending on life insurance consumption embrace the hypothesis that social 
insurance programmes complement private insurance consumption. Kjosevski 
(2012) argues that as social security benefits increase household finances they also 
increase family consumption, and therefore social security expenditure is 
positively related to life insurance consumption.  

The legal and institutional framework has a large impact on the development of 
the insurance industry. A low level of rule of law, a lack of property protection, 
improper contract enforcement, political instability, and a low-quality 
institutional framework hamper the development of a vibrant life insurance 
market. Beck and Webb (2003) find that institutional differences can explain 
some of the variation in life insurance consumption across countries. An 
improved legal system in developing countries affects the demand for life 
insurance (Browne & Kim, 1993; Celik S., 2009), while in developed countries the 
marginal effects of improvement are insignificant (Ward & Zurbruegg, 2002). 
The lack of a sound legal environment and incomplete implementation of 
contracts in developing countries hinder the development of the life insurance 
market (Dragos et al., 2017).  
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4. METHODOLOGY  

4.1 Data and variables 

This paper aims to identify the factors that affect life insurance consumption in 
five Western Balkans countries in the period 2006–2019. The economies were 
selected based on their similar development and history and the availability of 
data. The panel data for the five selected countries from the Western Balkans 
cover 14 years from 2006–2019, which is the period during which the insurance 
market was properly supervised and regulated (for example, in the case of Albania 
the first insurance market law was designed in 2004 in line with EU directives and 
the Supervisory Authority was established in 2006). Data for Albania and Bosnia 
and Herzegovina before 2006 is incomplete, so to have standard data quality we 
have chosen 2006 as the starting year.  

The panel data is constructed using annual aggregate data from different 
secondary sources. Life insurance data was collected from various issues of the 
Swiss Re publication, Sigma, and from annual reports of the National Insurance 
Supervisory Authorities. Economic and demographic variables were obtained 
from the World Development Indicators and National Statistic Institutes 
databases. Our analysis assessing the impact of the institutional environment on 
life insurance consumption is based on four factors obtained from six dimensions 
of the Worldwide Governance Indicators initiated by Kaufmann et al. (2010). 

The first dependent variable we used is life insurance density (L.I.D), which is 
defined as per capita premium expenditure and describes how much each 
inhabitant of a country spends on average on life insurance, expressed in U.S 
dollars. This measure is used by Beck and Webb (2003), Ward and Zurbruegg 
(2002), and Kjosevski (2012) in their respective studies on the determinants of 
life insurance demand. In our regression models, L.I. D is used in the logarithmic 
form. The data on insurance premiums have been converted into US dollars for 
the purpose of comparison. 

Life insurance penetration (L.I.P) is another dependent variable used as a proxy 
in many other studies, such as Beck and Webb (2003) and Kjosevski (2012). L.I.P 
is defined as the ratio of life insurance gross written premium volume to GDP 
and indicates the significance of the life insurance sector in economy activity.  
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The dependent variables, the explanatory variables, and the data sources used in 
our study are summarised in Table 1.  

Table 1: Dependent and independent variables used in the regression models 
and data sources  

Variable Source Expected sign of the regression 
coefficient for the independent 
variable 

L.I.D National Insurance 
Supervisory Authorities 
and Swiss Re  

 

L.I.P National Insurance 
Supervisory Authorities 
and Swiss Re 

 

Income – GDP per capita World Development 
Indicators 

Positive 

Inflation – GDP deflator 
(annual %) 

World Development 
Indicators 

Negative 

Financial Development – 
Domestic credit / GDP 

World Development 
Indicators 

Positive 

Age dependency ratio World Development 
Indicators 

Positive 

Education –Tertiary 
School enrolment 

National Statistic Institutes  Positive 

Urbanisation  World Development 
Indicators 

Positive 

Health Expenditure –
Health expenditure per 
GDP 

National Statistic Institutes  Ambiguous 

Government 
effectiveness  

Worldwide Governance 
Indicators 

Positive 

Regulatory quality Worldwide Governance 
Indicators 

Positive 

Rule of law  Worldwide Governance 
Indicators 

Positive 

Control of corruption Worldwide Governance 
Indicators 

Positive 

Source: The Authors 
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4.1.1 Economic variables 

The GDP per capita level of income is measured in US dollars. This indicator is 
used in other studies (Outreville, 1996; Beck & Webb, 2003). ‘GDP per capita 
(constant 2010 U.S. dollars)’ is gross domestic product divided by mid-year 
population. We expect a positive significant relationship between GDP per capita 
and life insurance density and the penetration index. 

The GDP deflator in annual percentage is used in our study to represent the 
inflation rate. ‘Inflation (annual %)’ as measured by the annual growth rate of the 
GDP implicit deflator shows the rate of price change in the economy as a whole. 
A negative correlation between life insurance demand and GDP deflator is 
expected.  

The WBC are characterised by underdeveloped financial markets and the 
dominance of the banking sector. Since the banking sector predominates in many 
countries, several studies have assessed the role of the banking sector in financial 
development (Arena, 2008; Avram et al., 2010). We have used the domestic 
private credit indicator as a proxy for financial development in the Western 
Balkans following the arguments of Levine et al. (2000), Arena (2008), Avram et 
al. (2010), and Akhter et al. (2019), who believe that higher levels of private credit 
result in a higher level of services, and therefore greater development of financial 
intermediation. Countries with a high degree of financial market development 
are expected to have higher life insurance consumption (Beck & Webb, 2003; Li 
et al., 2007). Therefore, we expect a positive correlation between life insurance 
demand and the domestic private credit indicator. Developments in the banking 
sector also increase the demand for life insurance: life insurance in the WBC is 
compulsory if an entity needs financing, and insurance companies seek to expand 
their network by involving banking customers. ‘Domestic credit to private sector 
(% of GDP)’ refers to financial resources provided to the private sector, such as 
loans, purchase of non-equity securities, trade credits, and other accounts 
receivable that establish a repayment claim. 

4.1.2 Socio-demographic variables  

One of the main purposes of life insurance is to provide financial protection for 
dependents in case of the premature death of the person providing the family 
income. Therefore, a higher dependency rate results in a greater demand for life 
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insurance. To capture this relationship in aggregate data, some studies use the 
dependency ratio defined as the ratio of dependents (under 15 and over 64) to the 
working-age population aged between 15 and 64 (Browne & Kim, 1993; Ward & 
Zurbruegg, 2002; Zerriaa et al., 2017). This variable is also used in our study. Data 
for this variable are shown as the proportion of dependents per 100 of the 
working-age population. A positive correlation of this variable with life insurance 
demand is expected. 

A higher level of urbanisation means greater independence from informal 
insurance arrangements (Beck & Webb, 2003). As former communist countries, 
the WBC are characterised by strong informal support in both the family and the 
social circle as a demonstration of moral and social obligations. If a family 
member dies prematurely it is considered essential that the family and social 
circle provide support. However, in recent years the urban population has 
increased, the composition and number of family members has changed, and 
family and social solidarity has decreased, especially in urban areas. We have used 
the indicator ‘urbanisation (% of total population)’ to refer to people living in 
urban areas as defined by national statistical offices, and we expect it to be 
positively correlated with the demand for life insurance products.  

Outreville (1996) and Beck and Webb (2003) state that a higher level of education 
results in a greater ability to understand and manage risk, thus increasing the 
demand for insurance; however, they fail to empirically prove the link between 
the two. Due to a lack of data on financial literacy in all the WBC, we have used 
the tertiary gross enrolment ratio as an indicator of the level of education across 
countries, based on previous studies (Kjosevski, 2012; Dragos et al., 2017). 
‘Tertiary School enrolment (number per 1000 inhabitants)’ is the number of 
students enrolled in tertiary education in a given academic year per 1,000 
inhabitants. It is calculated by dividing the total number of students enrolled in 
tertiary education in a given academic year by the country’s population and 
multiplying the result by 1,000. Zietz (2003) provides a review of the literature on 
socio-demographic factors, listing studies documenting both the positive link 
between education and life insurance and the negative link. Li et al. (2007) state 
that more years of education mean an increase in the dependence rate, a factor 
which influences increased demand for insurance in order to protect dependents. 
On the other hand, they emphasise the ambiguity of the impact of education: if 
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more individuals are in education there will be less manpower, thus reducing the 
country’s GDP. A positive effect of education on life insurance demand is 
expected. 

Kjosevski (2012) uses the ratio of health expenditure to gross domestic product 
to represent social security expenditure. The author argues that as social security 
benefits increase household finances, they also increase family consumption; 
therefore, social security expenditure is positively related to life insurance and 
consumption. Studies that find a negative impact claim that an increase in social 
protection by the government results in people feeling more secure and so 
reduces protection from private schemes (Ward & Zurbruegg, 2002). Given these 
opposite effects of social security expenditure on life insurance as per the 
literature review, an ambiguous correlation with life insurance is expected. We 
have used ‘health expenditure per GDP (% of GDP)’ as the percentage of total 
government expenditure spent on health. Due to a lack of data in the World 
Health Organization (WHO) database, these data are gathered from the National 
Accounts of the Statistics Institute of each country.  

4.1.3 Institutional variables 

In order to evaluate the impact of institutional variables, we have used the 
Worldwide Governance Indicators provided by the World Bank, which 
summarise the views on the quality of governance of a large number of 
enterprises, citizens, and expert surveys in industrial and developing countries. 
The dimensions of governance that have been selected in this study are the 
capacity of the government to effectively formulate and implement sound 
policies, and the respect of citizens and the state for the institutions that govern 
economic and social interactions among them. 

The variable ‘government effectiveness’ captures perceptions of the quality of 
public services, the quality of the civil service and the degree of government 
independence from political pressure, the quality of policy development and 
implementation, and the credibility of the government’s commitment to such 
policies. The variable ‘regulatory quality’ captures perceptions of the ability of the 
government to formulate and implement sound policies and regulations that 
permit and promote private sector development. The variable ‘rule of law’ 
captures perceptions of the extent to which agents have confidence in and abide 
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by the rules of society, and in particular the quality of contract enforcement, 
property rights, the police and the courts, and the likelihood of crime and 
violence. The variable ‘control of corruption’ captures perceptions of the extent 
to which public power is exercised for private gain, including both petty and 
grand forms of corruption, as well as ‘state capture’ by elites and private interests. 

4.2 Descriptive Statistics  

Table 2 displays the summary statistics for the regression variables. The averages 
for income per capita and life insurance premium per capita are USD 5,470 and 
USD 13.94 respectively. This reflects the very small fraction of income, 0.25% on 
average, that life insurance consumption represents. The average life premium 
density is very diverse across the region, varying from USD 1.03 to USD 34.3.  

Table 2: Summary statistics for our sample of five Western Balkan countries 

  Mean Median Min Max Std. 
Dev 

Life premium density 13.94 14.53 1.03 34.29 9.40 
Life insurance penetration 0.23 0.25 0.03 0.48 0.14 
GDP per capita 5,470 5,274 3,263 8,545 1165 
Inflation, GDP deflator  3.4 2.4 -0.6 16.0 3.1 
Domestic credit / GDP 47.7 47.4 22.4 86.5 12. 
Age dependency ratio  46.2 46.9 41.2 52.6 3.2 
Urban population (% total 
population) 

55.8 56.2 44.3 67.1 6.34 

Tertiary students per 1000 
population 

34.4 32.1 24.8 60.7 8.2 

Health expenditure / GDP 
(%) 

3.8 3.8 1.7 5.6 0.88 

Government effectiveness  -0.1465 -0.0778 -0.8444 0.2652 0.2771 
Regulatory quality 0.0755 0.0872 -0.4643 0.5264 0.2360 
Rule of law  -0.2653 -0.2676 -0.6848 0.0984 0.1899 
Control of corruption -0.3341 -0.3217 -0.8038 0.0228 0.1842 
Source: Authors’ calculations from World Bank World Development Indicators and Worldwide 
Governance Indicators 
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4.3 Model Specification 

As we are conducting a cross-country analysis, we have used a country-specific 
fixed effects (FE) panel data regression model and random effects (RE) model 
with common coefficients across all cross-section members of the pool. 
According to Li et al. (2007) a log-linear model is commonly specified in studies 
of the determinants of life insurance demand, as it is indicated for demand 
functions specified in macroeconomic variables, which tend to display 
exponential growth. Use of log-log estimation for GDP per capita allows for 
interpretation of income elasticities. The models are specified below: 

Ln (Life premium density) = β0 + β1 ln (GDP per capita) + β2 (inflation) + β3 

(domestic credit/GDP) + β4(age dependency ratio) + β5(urban population) + 
β6(tertiary students per 1000 population) + β7(health expenditures per GDP) + 
β8(government effectiveness) + β9(regulatory quality) + β10(rule of law) + 
β11(control of corruption) + ε (1) 

Life premium penetration = β0 + β1 ln (GDP per capita) + β2 (inflation) + β3 

(domestic credit/GDP) + β4(age dependency ratio) + β5(urban population) + 
β6(tertiary students per 1000 population) + β7(health expenditures per GDP) + 
β8(government effectiveness) + β9(regulatory quality) + β10(rule of law) + 
β11(control of corruption) + ε (2) 

Before estimating the models, we performed the Im, Pesaran, and Shin panel unit-
root test to test the stationarity of the variables (Im et al., 2003) The results are 
shown in Table 3. While the null hypothesis of the unit root was rejected for seven 
of the variables, implying stationarity I(0), six other variables have a unit root. 
These variables were differenced at the first level and tested again – while all of 
them display stationarity at their first difference implying first level integrated 
series I(1). Hence, the model is corrected with the I(1) variables included as first 
differences. 
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Table 3: Panel unit root test – Im, Pesaran, and Shin (IPS) 

 Im-Pesaran-
Shin Test 

p-value Stationarity 

Ln (Life premium density) –4.2897 0.0002 I(0) 
Life premium penetration –3.8479 0.0003 I(0) 
Ln (GDP per capita) –3.5213 0.0103 I(0) 
Inflation, GDP deflator –2.4557 0.0289 I(0) 
Domestic credit / GDP –4.2233 0.0000 I(0) 
Age dependency ratio –0.6158 0.9977 I(1) 
Urban population –0.3302 1.0000 I(1) 
Tertiary students per 1000 
population 

–1.3693 0.5656 I(1) 

Health expenditure per GDP –1.9549 0.1378 I(1) 
Government effectiveness  –1.7381 0.2092 I(1) 
Regulatory quality –3.5917 0.0012 I(0) 
Rule of law  –2.3985 0.0337 I(0) 
Control of corruption –1.1307 0.8262 I(1) 
Source: Authors’ calculation using STATA 13 software  

We ran estimations for both RE and FE models, and the results are shown in 
Table 4. We noticed significant differences between the coefficients of the two 
estimators. We used the Housman specification test to determine which of the 
two models to consider. As the p-value is less than 0.05 for both models (premium 
density and penetration) we considered the estimators of the FE model. Focusing 
only on the FE model, we performed the Wooldridge test for autocorrelation, 
with the null hypothesis of no first-order autocorrelation. As the p-value is less 
than 0.05 for both models, it shows the presence of autocorrelation. Furthermore, 
Pesaran’s test of cross-sectional independence fails to reject the null hypothesis of 
no cross-sectional dependence (value =1.213, p = 0.225), suggesting cross-
sectional independence. Hence, we estimated the model using a feasible 
generalised least squares (FGLS) regression model to account for autocorrelation 
– and interpret the coefficients resulting from FGLS regressions. 
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Table 4: Estimation results 

 REM FEM FGLS REM FEM FGLS 

VARIABLE Ln (L.I.D) Ln (L.I.D) Ln (L.I.D) L.I.P L.I.P L.I.P 

ln (GDP per capita) 2.7790*** 1.9430*** 2.8538*** 0.1944** 0.1110 0.1544*** 

 (0.5352) (0.3723) (0.3094) (0.0978) (0.1122) (0.0462) 

Inflation –0.0403** –0.0195** –0.0286** –0.0111*** –0.0062** –0.0081** 

 (0.0202) (0.0092) (0.0098) (0.0037) (0.0028) (0.0014) 

Domestic credit / 

GDP 

0.0167*** 0.0064** 0.0076** 0.0013 –0.0004 0.0011* 

 (0.0050) (0.0028) (0.0032) (0.0009) (0.0009) (0.0006) 

Δ Age dependency 

ratio 

0.4072*** 0.0792 0.1912** 0.1079*** 0.0487** 0.0663*** 

 (0.0998) (0.0630) (0.0759) (0.0182) (0.0190) (0.0108) 

Δ Urban population –0.6364*** 2.3454*** 1.6754*** –0.0796*** 0.3064*** 0.0195** 

 (0.1393) (0.2881) (0.2030) (0.0255) (0.0868) (0.071) 

Δ Tertiary students 

per 1000 population 

0.0215 0.0154* 0.0186* 0.0071** 0.0047** 0.0008 

 (0.0181) (0.0076) (0.0087) (0.0033) (0.0023) (0.0010) 

Δ Health expenditures 

per GDP 

0.0366 –0.0530 –0.0584 –0.0232 –0.0317* –0.0113 

 (0.1542) (0.0624) (0.0755) (0.0282) (0.0188) (0.0095) 

Δ Government 

effectiveness  

0.7441* 0.1581 0.2625** 0.0690 –0.0201 0.0356* 

 (0.4156) (0.1707) (0.1257) (0.0760) (0.0514) (0.0197) 

Regulatory quality –0.8324*** 0.4766** –0.3999 –0.2617*** –0.0224 –0.0471 

 (0.2419) (0.1804) (0.2466) (0.0442) (0.0544) (0.0353) 

Rule of law  –0.8251 0.5404* 0.1861 –0.0148 0.2052** 0.1193*** 

 (0.6487) (0.3124) (0.3125) (0.1186) (0.0942) (0.0369) 

Δ Control of 

corruption 

–0.7735 –0.2006 –0.0267 –0.1140 –0.0248 –0.0211 

 (0.5946) (0.2554) (0.2298) (0.1087) (0.0770) (0.0290) 

Constant –22.0895*** –15.3990*** –22.0333*** –1.4056 –0.7382 –1.0975*** 

 (4.8212) (3.1932) (2.7449) (0.8811) (0.9624) (0.3879) 

Observations 65 65 65 65 65 65 

Number of C_C 5 5 5 5 5 5 

R-squared  0.9277   0.7938  
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F-test (P-value)  F(11,49)=57.16 

(0.0000) 

  F(11,49)=17.15 

(0.0000) 

 

Wald test (P-value) 494.89 

(0.0000) 

 381.65 

(0.0000) 

323.76  

(0.0000) 

 381.65 

(0.0000) 

Hausman test (P-

value) 

 45.52 

(0.0000) 

  32.65 

(0.0000) 

 

Wooldridge test (P-

value) 

 19.569 

(0.0115) 

  228.352 

(0.0001) 

 

Note: Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. 
Source: Authors’ calculation using STATA 13 software 

4.4 Empirical Results  

The findings displayed in Table 4 indicate that the variation in life insurance 
density across the region significantly and positively depends on income level, 
domestic credit to the private sector, changes in urban population, changes in the 
age dependency ratio, the number of students enrolled in the tertiary education 
system, and changes in government effectiveness, while it significantly and 
negatively depends on inflation. The results for health expenditure/GDP, 
regulatory quality, rule of law, and changes in the control of corruption are less 
robust. Furthermore, proceeding with the penetration regression, the results 
indicate the following relationship: income level, domestic credit to the private 
sector, changes in the urban population, changes in the age dependency rate, 
changes in government effectiveness, and the rule of law all have a significant 
positive impact on the demand for life insurance. 

As suggested in previous studies, GDP per capita has a significant influence on 
life insurance density. The coefficient of GDP per capita is statistically significant 
and has a positive effect on life insurance density. This result suggests that as the 
countries’ income increases, so does the life insurance density, implying that life 
insurance becomes relatively more affordable. Specifically, an increase of 1% in 
GDP per capita increases the life premium density by 2.8%, representing high 
income elasticity. The results are consistent with other findings in the literature 
(Kjosevski, 2012; Novović, et al., 2015). An increase in GDP per capita will also 
increase life insurance penetration. In the second model, a 1% increase in GDP 
per capita increases the life insurance penetration rate by about 0.00115 
percentage points – a positive and statistically significant impact. 

DRIVERS OF LIFE INSURANCE CONSUMPTION

51



The results are consistent with the models of Beck and Webb (2002) and 
Kjosevski (2012). Our findings also support the results of earlier studies 
(Outreville, 1996; Ward & Zurbruegg, 2002; Beck & Webb, 2003; Li et al., 2007; 
Kjosevski, 2012). The coefficient of inflation is statistically significant, and it 
suggests that a one percentage point increase in inflation decreases life insurance 
density by 0.028%. The results are also confirmed by the second model, as the 
coefficient is negative and statistically significant.  

Our proxy for financial development in the region is domestic credit to the 
private sector (% of GDP). Domestic credit/GDP is also statistically significant. A 
one percentage point increase in the ratio increases life insurance density by 
0.0076% and the life penetration rate by 0.0011%. We expected the domestic 
credit variable to have a stronger impact on life insurance demand, as a 
considerable amount of life insurance is bought by debtors. In Albania, for 
example, debtors’ life insurance premiums constituted 63% of the total life 
premiums written in 2019 (AFSA, 2019).  

Changes in the age dependency ratio also have a positive and statistically 
significant effect on life insurance density. A one percentage point increase in the 
age dependency ratio increases life insurance density by 0.19% and the life 
insurance penetration rate by 0.066%, confirming that life insurance demand 
increases with an increased age dependency ratio (Li et al., 2007). However, the 
scale of the effect is smaller than for changes in the urban population.  

Changes in urban population have a positive and statistically significant effect on 
life insurance density and penetration. A one percentage point increase in change 
in the urban population increases life insurance density by 1.68% and life 
insurance penetration by 0.0195 percentage points. Urbanisation in the region 
has transformed the family typology: extended families have been rapidly 
replaced by nuclear families. Individuals can no longer rely on relatives or friends 
to provide support when they face financial losses but have to manage financial 
uncertainty on their own. Thus, individuals are more willing to arrange formal 
private and public contracts for their future protection and security. The results 
are consistent with Beck and Webb (2003). 

Education level also has a positive effect on life insurance density. A one unit 
increase in tertiary students per 1,000 population increases life insurance density 

52

Economic Annals, Volume LXVI, No. 231 / October – December 2021



by 0.018%. However, the education level appears to have no impact on the 
penetration rate, so the overall impact of education on life insurance is 
ambiguous. Dragos (2014) suggests that using the level of financial literacy 
instead of the level of tertiary education is more appropriate for the life insurance 
sector because of the complexity of wealth accumulation and distribution. This 
ambiguity may also result from steady improvement in education in the Western 
Balkans. The education system in the region has been reformed, replacing 
quantity with quality, leading to a contraction in the number of students enrolled 
in tertiary education. In Albania, higher education reform aims to integrate the 
teaching process with scientific research, improving the quality of higher 
education to meet contemporary standards and become labour-market oriented. 
The number of tertiary enrolled students in all the countries of the region 
fluctuated during the period concerned: initially it rapidly increased and later it 
moderately decreased, whereas the insurance density rate continuously increased. 

Contrary to expectations, health expenditure as a factor determining life 
insurance demand in the region showed a weak effect. The results show a negative 
influence on life insurance density and insurance penetration which is not 
statistically significant. Possibly health expenditure is not a good proxy for social 
security expenditure. The result may be skewed due to a lack of data on the private 
health sector and the high degree of informality in the health sectors of these 
countries (Mejsner & Karlsson, 2017). Health expenditure was considered as an 
independent variable in the model due to a lack of data on social security for all 
the countries of the region and based on the previous literature. The results might 
be different if social security expenditure were taken into consideration. The life 
insurance demand in the private market will be decreased, if the governments 
were to provide more support to the old age population by increasing social 
security expenditures.  

Changes in the effectiveness of governance have a positive and statistically 
significant effect on life insurance density. A 0.1-point increase in the 
effectiveness of the governance indicator increases life insurance density and 
penetration by 0.026% and 0.0356% respectively. The rule of law is another 
institutional factor considered in the model that explains the variation in the 
demand for life insurance across the region. The results partly support the 
findings of previous studies which find that institutional factors have a greater 
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negative effect in developing and emerging countries than in developed countries, 
and that financial intermediaries and services are provided efficiently in 
economies where property rights, contract enforcement, and the rule of law are 
protected (Dragos, 2014). 

5. CONCLUSIONS 

The study determines and evaluates the factors that influence life insurance 
demand in the Western Balkans for the period 2006–2019. In order to avoid the 
problem of variable correlation the analysis focuses on eleven indicators, selected 
on the basis of the data available over the chosen period of time. As in the previous 
theoretical and empirical literature, income level was found to be the most 
significant factor influencing life insurance consumption. Income per capita has 
a direct effect on life insurance demand and an indirect effect via urbanisation, 
which is the second most significant factor explaining life insurance demand. Our 
research finds inflation to have a negative influence on life insurance demand, 
which is widely supported in previous research. The results also imply that 
domestic credit to GDP is positively linked to life insurance demand. Therefore, 
economic factors, financial development, and macroeconomic stability are found 
to play important roles in the development of the life insurance market in the 
region.  

Regarding demographic factors, the findings suggest that increasing urbanisation 
and changes in the age dependency ratio have a positive and statistically 
significant influence on the demand for life insurance in the Western Balkans. 
Consequently, insurance companies in the region should focus on urban centres 
when offering their products. 

The influence of education and health expenditure were not as strong or 
significant as expected. Alternative proxy indicators should be considered in the 
future. Among the institutional factors, only government effectiveness and the 
rule of law showed a small positive effect on life insurance demand.  

The results show that economic and demographic factors affect life insurance 
demand in the Western Balkans more than institutional factors. Even though the 
institutional factors are expected to be effective, in the Western Balkan Countries 
where the regulatory system is still weakly implemented by the governmental 
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institutions, these factors result not to be very influential. It is the government’s 
obligation to provide a safe and proper regulatory system in order to stimulate 
the demand for formal agreements and share its financial burden with insurance 
companies.  

This study identifies the factors that promote and hinder development of the life 
insurance market in the Western Balkans and will help domestic insurance 
companies and international insurance companies that are interested in 
expanding into the region, as well as policymakers. This study considers 
insurance density and penetration indexes as proxies for life insurance 
consumption. Further studies may include other proxies such as the insurance 
growth index and other determinants such as life expectancy, social security 
expenditure, savings, cultural level, and religion in order to assess whether the 
findings are the same when different predictors of life insurance demand are 
considered.  
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