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ABSTRACT
The main objective of this study was to ascertain the determinants of the demand for
life insurance products in Ghana from the perspective of consumers. In this study, one
Logit regression model was estimated to help investigate the determinants. The Logit
regression coefficients, the z-values and the p-values were used for the evaluation and
statistical significance of variables in the model estimated. The Statistical Package for
Social Sciences (SPSS) 16.0 was used to evaluate the descriptive statistics- bar charts
and pie charts, while STATA 5.0 version was used for the analysis of the Logit
regression model specified. The Logit model was evaluated or analyzed with both p-
values and the coefficients for the purpose of statistical significant of the explanatory
variables in the model. Results of the study showed that 61.33% of the respondents
mostly subscribe to Endowment policy followed by Term insurance policy (26.33 %)
and then Whole life policy (12.33%). Consistent with previous results the Logit
regression indicates a significant positive relationship between income level and the
demand for life insurance products. The study found negative insignificant association
between both the market rate of interest and level of savings and the demand for life
insurance products. Price of insurance (level of premium) appeared to have no robust
influence on life insurance consumption as showed by insignificant negative
coefficient. Inflation on the other hand had an indirect association with life insurance
consumption with statistically significant values. Education, employment status and
the age of consumers had significant positive influence on life insurance consumption.
But family size had statistically insignificant positive effect on demand. Overall, life
insurance demand is better explained when the economic and socio-demographic

factors are considered jointly.
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CHAPTER ONE

INTRODUCTION

1.0 BACKGROUND OF THE STUDY

Risk and uncertainty are inevitable in life. Calamities of one kind or the other have
befallen man since creation. People are exposed to misfortunes, disasters and
catastrophes even before the advent of Western civilization in Ghana. Most people
living in Ghana bear the financial burden of catastrophes themselves without access to
insurance or government assistance. The Ghanaian society, through cultural
orientation adopted its own mechanisms of dealing with exposure to mishaps as
casualties suffered from such events have been fatal. For example, a farmer who lost
all his productive assets due to a devastating bush fire and was still sitting on an
outstanding loan, heave a sigh of relief when family members contributed to pay off
his loan. Traditionally, the family is the critical focus in providing support when
members become old and are threatened by economic deprivation, disability and

social isolation (Gockiel, 1996).

At times, assets are sold, savings are used and families depend on donations from
well-wishers to settle debts associated with funerals. Remittances from relatives and
friends are also relied upon to defray debts resulting from contingencies. Thus, the
traditional Ghanaian society put in place measures to address major contingencies
through collective security and mutual help to one another. Apart from the reliance on
the extended family system for security in times of emergencies, dependence on

God’s protection to prevent calamities was also prevalent.



In contemporary times however, especially with the decline in the extended family
system there has been a gradual shift away from complete dependence on the
extended family system towards dependence on more formal institutionalized social
security system. The insurance industry serves as a complementary channel through
which protection against the hazards of life can be sought.This is supported by The
International Labor Organization (ILO) report that the public social security systems
and safety nets have become weak and often cover less than 10% of the population in
developing countries (ILO 2001). Thus, Life Insurance is seen as an effective tool that
prevents households from engaging in insufficient and costly alternative ways of

coping with shocks (Lena Giesbert, 2011).

Moreover, in the face of increasing urbanization, population mobility and
formalization of economic relationships between individuals, families and
communities, Life Insurance has assumed higher relevance as a way for individuals
and families to manage income risk (Beck and Webb 2003). The protection from
financial losses that households, groups and the larger community enjoy in periods of
incapacitation and old age is what insurance programs seek to achieve. Insurance is
thus a risk-sharing arrangement (Leppert et al, 2012). Insurance is a contract between
two parties whereby one party called the insurer agrees to indemnify the other party,

called the insured on the occurrence of a certain event.

The industry has a huge potential which has barely been scratched. Prospects in the
Life Businesses are yet to be fully harnessed although the life insurance market has
been growing rapidly in Ghana in recent years. A report by KPMG
(kpmg.com/Africa) indicates that the average growth of the insurance sector in Ghana
was an impressive 30% during 2006-09 with the life sector being responsible for most

of this expansion. This, according to the report, is attributed to strong levels of



economic growth and the development of the oil and gas sector.Patronage of life
insurance products is improving surprisingly as agents of insurance companies keep
on invading work places, markets, religious organizations and schools in a bid to
capture more clients. This is against the background of one of the long-standing
maxims about Life Insurance business which states that Life Insurance products are
sold but not bought. Given life’s uncertainties, it is reasonable to think that people
will consider buying Life Insurance products to reduce losses in the event of
unexpected circumstances. But this is not the case in a relatively conservative Asian
society where people find it taboo to even discuss about misfortunes. Life Insurance
products therefore remain financial products that many people will never take the
initiative to purchase unless it is compelled by law such as auto insurance or the
individual is approached by an insurance sales agent or wealth planner (Loke and

Goh, 2012).

The National Insurance Commission (NIC, 2011) indicates that only 5% of the
Ghanaian population has an insurance product. This excludes those with the National
Health Insurance Scheme (NHIS). A study by Fin Mark Trust, commissioned by the
National Insurance Commission (NIC), found that more than 23million Ghanaians
(out of a total population of 25.4million) are living without any form of insurance
(kpmg.com/Africa).This suggest that life insurance products are the least consumed
financial products in Ghana. Nurul and Sarah (2013) commented that financial
planners and representatives of Life Insurance companies attest that many individuals
feel reluctant to allocate funds in Life Insurance and failed to see its underlying
benefits as a personal risk management tool. According to them, this phenomenon is
evident in a report by the Life Insurance Association of Malaysia (LIAM, 2011)

which stated that only 42% of the total Malaysian population is insured-implying that



the remaining 58% of the population are still vulnerable to life’s risks.Given this
apathy on the part of consumers to patronize the services of insurance companies,
some insurance products especially those from the life business, have been so
ingeniously crafted that it is difficult to resist their appeal. This research looks at the
major determinants of the demand for life insurance products in Ghana with reference

to selected life insurance companies in the Kumasi Metropolis.

1.1 PROBLEM STATEMENT

The Life Insurance market in Ghana is made up of eighteen (18) companies. Gross
Premium income grew from GH¢122million in 2009 to GH¢343million in 2010 with
a growth rate of 52%. Over the last decade the Life Insurance industry in Ghana has
recorded an average growth of 50%, increasing its market share from 35.7% in the
year 2009 to 40.7% in 2010. There was a market growth rate of 43% in the year 2011
(NIC, 2011).1t is against this background that this research investigates the factors that
influence the demand for life insurance products that translate into upsurge in the
premium income and continuous growth in the market share of the Life Insurance
sector in Ghana. Although the Life Insurance industry in Ghana is not that new,
previous research attempts to find out the determinants of the demand for Life
Insurance products have been very minimal or virtually absent and that we do not
understand fully what drives the demand over time in Ghana, hence the motivation to

research into this area of study.

While there is growing interest in the study of insurance in general, empirical
contributions from academia in Ghana are still limited and have mainly concentrated
on the analysis of the uptake of micro insurance and health insurance. This study
therefore intends to fill the gap in research into the circumstances and conditions

within which Life Insurance consumption occur in Ghana. A number of authors



across the globe have proposed a variety of economic and socio-demographic factors
as possible determinants of life insurance consumption. Limited data sample in Ghana

however, have constrained the testing of theoretical hypothesis.

The thesis improves on the existing literature in several ways .The contribution of this
research to literature rests in the new effort to understand the drivers of Life Insurance
consumption in Ghana given that there is limited empirical study in this area in the
country. The incentive to undertake empirical research in this subject is therefore
grounded on the general need for investigation into the factors that influence the

demand for life insurance products in Ghana.

1.2 RESEARCH OBJECTIVES
The main objective of this study is to ascertain the determinants of the demand for life

insurance products in Ghana. Specifically the study seeks:

1 To identify the type of life insurance product that consumers normally buy.

2 To find out the level of association between economic factors and the
demand for life insurance products.

3 To establish whether socio-demographic factors influence the demand for
life insurance products.

4 To find out the challenges that consumers of life insurance products face in

Ghana.

1.3 RESEARCH QUESTIONS

This research aims at finding answers to the following questions.

1. What type of life insurance products do consumers normally buy in Ghana?



2. What is the level of association between economic factors and the demand for
life insurance products?

3. To what extent do socio- demographic factors influence the demand for life
insurance products?

4. What challenges confront the buyers of life insurance products in Ghana?

1.4 SIGNIFICANCE OF THE STUDY

The significant role played by the life insurance sector in economic development of
Ghana cannot be overemphasized. Life insurance serves as a vehicle for saving
mobilization, a product for risk protection, a medium for long-term investments and
contributes to the gross domestic product (GDP) of the country. The insurance
industry has become highly competitive with the influx of private life insurance
products to the consuming public. It is one of the vibrant areas of the fast growing
financial service sector in Ghana. It has experienced reforms over the past decade in
an attempt to meet customers at their point of need. This study focuses on the factors
that influence the consumption of life insurance products. The study seeks to add to
knowledge and fill research gap in the subject of life insurance by focusing on Ghana
where the subject is virtually unexplored. Thus, the available literature on life
insurance will be built on and improved upon with this research as well as serving as
the basis for further research work. It will therefore enable practitioners and
competitors in the industry gain an understanding and appreciation of these factors

and customer characteristics that affect them.

The results of the study is expected to assist policy makers identify the economic and
socio-demographic influences on the demand for life insurance products in Ghana.
Outcome of the study, it is hoped, may prescribe new plans for building promising

Life Insurance markets so as to increase the reach of life insurance products to a



larger market. It is envisaged that the study will provide the framework and the
guiding principles for new entrants in the life insurance industry for designing their
products so as to capture a fair share of the market. It is hoped that the findings of this
study will enable life insurance companies revise their distribution strategies and

develop new ones that best meet the needs of the sophisticated customer.

The study seeks to add to knowledge and fill research gap in the subject of life
insurance. Thus, the available literature on life insurance will be built on and
improved upon with this research as well as serving as the basis for further
investigations and research work. It will also be used by researchers and practitioners

as a reference material.

1.5 THE SCOPE AND LIMITATIONS OF THE STUDY

This research work investigates the major factors (economic and socio- demographic)
that determine the consumption of life insurance products in Ghana. Coverage of the
study will also include the review of relevant topical themes such as types of life
insurance and the theoretical predictions of life insurance consumption. Empirical

studies conducted by earlier researchers on the topic will be taken care of.

The main limitations of this research are time and financial resource constraints. The
limited time span to complete this study as well as financial challenges, the study is
confined to the Kumasi Metropolis. More life insurance companies should have been
studied to make the results of the study more representative. The study is also limited
by the lack of time series data that will enable the researcher study the trend of the
critical factors that impact strongly on the demand for life insurance products in
Ghana or to study the degree of association between the various factors and life

insurance consumption over the years. The study is therefore restricted to the use of



interviews and questionnaires as the only sources of data. There are bound to be
challenges with this form of data collection with regards to responses of human

subjects.

1.6 ORGANIZATION OF THE STUDY

This research is arranged into five main chapters as follows: Chapter one deals with
the introduction of the study which involves a discussion of the background of the
study, the problem statement, research objectives and research questions. Other topics
covered by this chapter are the significance of the study, the scope of the study and
limitations as well as the organization of the study. In Chapter two, related literature
relevant to the study is thoroughly reviewed. Relevant sub themes are selected from
books and journals. The full description of the methodology used to collect data is
captured in chapter three. The sources of date, target population, sample size and

sampling procedure are dealt with in this chapter.

Chapter four covers presentation and analysis of data, the discussion of the
information and responses from respondents. Chapter five presents the findings,
conclusions and recommendations for policy implementations. It also addresses the
challenges encountered during the collection and analysis of data and the opportunity

for future research on the topic.



CHAPTER TWO

LITERATURE REVIEW

2.0 INTRODUCTION.

This chapter throws light on the relevant examinations on the subject of determinants
of consumption of life insurance products in Ghana. It provides a general discussion
of the concept of life insurance, its types and related concepts. Theoretical
predictions of life insurance demand along with insights from empirical studies on the

factors that drive life insurance consumption are covered in this chapter.

2.1 THE CONCEPT OF LIFE INSURANCE

The most common motive for the demand for Life Insurance product is safeguarding
the economic interest of the insured when he/she dies. The accumulated cash value is
used to cover funeral and other expenses. It is also invested to offer returns in
replacement of the lost earnings (Hakanssan, 2009). Additional purposes for taking
out a life policy include real estate planning [mortgage protection] and planning for
retirement, since the death of the insured can be monetary advantage to the buyer of
the product; the policyholder must legally be interested in the insured’s life. The
“insurable interest” simply means the legitimate reason for insuring the other

person’s life (Frederick, 1999).

Life Insurance is an agreement in which the insured transfers, and the insurance
company assumes, the risk of death for a specified period of time (Zietz, 2003). Just
like other insurance businesses, policyholders shift the risk to the insurance company,
and in return obtain policy document upon payment of the initial sum agreed upon.

Apart from the insured and the insurer, there is usually a beneficiary who has been



named to collect the policy income should the insured event (death) occurs within the
policy period (Hakanssan, 2009). One could also purchase a life insurance policy on
the life of someone else. For instance, if a husband buys a life policy on behalf of his
wife, he is the owner of the policy but she is the insured. It should be noted that the
beneficiary of a life policy is not a co-signer to the contract. He is only chosen as such
by policyholder. The owner could even change the beneficiary if he wishes, except for
policies that have irrevocable beneficiary clauses. In an irrevocable insurance
contract, the recipient is obliged to consent to any alterations in provisions of the
receiver’s contract terms such as the assignment clause or borrowing of cash value

before such changes can be effected.

A life insurance contract is an official agreement which specifies the provisions and
circumstances of the risk assumed (George, 2003). Exceptional clauses such as
suicide clause that renders the policy null and void in case the policyholder commits
suicide during the period of operation of the contract are enshrined in the agreement.
Any falsification by the buyer on the application is also a ground for nullification. The
face value of the policy is usually the amount paid when the policy matures, even
though contracts may offer bigger or smaller sums.There is no obligation on Life
insurance companies in the underwriting process or providing life insurance coverage
for anyone. The term premium loading is used to refer to a situation in which life
insurance companies raise the premiums in order to be able to provide coverage for
additional risks for an insured (Lena Giesbert, 2011). Payment of accumulated cash
value of life policies is made as a lump sum or on monthly installment basis and when
the company is able to confirm death of the insured, claims are then paid (Nurul and

Sarah, 2013).

10



An aspect which many individuals regard puzzling concerns the terms “Insurance”
and “assurance” (Leppert et al, 2012). How different or similar? “Insurance”
generally refers to providing cover for an event that may or may not take place,
but“assurance” refers to the provision of protection against an incident which is
likely to occur (e.g. death). In recent time, the distinction between the two terms has
become blurred, this is principally due to many companies offering both types of
policy and rather than refer to themselves using both insurance and assurance titles,

they simply settle for one.

There are five major lines of business in the life insurance industry- individual
life, individual annuities, group life, group annuities, accident and health (Loke and
Goh, 2012). The most important lines of business in terms of both revenues and
profits are those involving asset accumulation products i.e. individual life, individual
annuities and group annuities. Group life, accident and health insurance are mainly
indemnity [rather than asset accumulation] products. The importance of asset
accumulation products is particularly noteworthy, because this is the market where
insurance faces the most vigorous competition from banks and investment advisory

firms.

2.2 TYPES OF LIFE INSURANCE

Life insurance policies are of many variations but they can be grouped into three main
types as outlined by George (2003).The three types according to the author are Term

insurance, Whole life insurance and Endowment insurance.

2.2.1Term Insurance
This offers a specified amount of life insurance protection for a specified time period.

Currently, the accessible policy maturity periods for this policy are one year, five

11



years, ten years and fifteen years. It provides protection for mortality risk within a
given period of time. Term life insurance is the simplest type of life insurance
(George 2003).1n case the policyholder passes on while the policy is still in force, the
company will pay the face value of the policy. But if he/she outlives the duration of
the contract, the policy expires and nothing is paid. It is among the less costly forms
of life insurance being offered in numerous varieties. Term Life insurance is typically
purchased as a means of temporary protection or when an individual can't afford the
cost of other forms of Life insurance. It provides coverage for a temporary period
such as one, five, ten or twenty years or until the insured is 65 years or 70 years.
George stresses that the policies can be renewed for additional periods without
evidence of insurability. The premium is increased at each renewal. A wide variety of
term insurance products are sold today. Zietz (2003) identifies five different types of
term life insurance policies. These are: Single-year term policies which promise to
pay if the insured dies within the one-year policy term; Five year term policies, which
also pay death benefit if the insured dies within five years of the policy period;
Longer term policies may last for ten, fifteen and twenty years; Term to a specified
age (such as 60 or 65) policies. These policies pay if death occurs before the
designated age; Multi-year term policies. This may have benefits that decrease,
increase or remain at the same level. A Decreasing Term Policy, according to Zietz
provides the beneficiary with low proceeds each year the policy is in force. That is, if
death occurs in the policy year, the beneficiary receives the full-face amount, but if
death occurs in a subsequent year, the proceeds will be low etc. With the Increasing
Term Policy, the proceeds increase each year. If death occurs in the first year, the
insurer pays the face amount of the policy. The Level-Term Policy however pays the

same amount of benefits if death occurs while the policy is in force. George (2003) in

12



discussing types of term life insurance products or policies varies a bit from Zietz’s
categorization of products. George also identifies five types of term life insurance
policies namely: Yearly Renewable Term; Five, Ten, Fifteen, or Twenty Year Term;

Term to age 65; Decreasing Term; Increasing Term and finally, Re-Entry Term.

The first three types of the term life insurance policies are the same as those described
by Zietz. But George sees the last one, re-entry term, as another type of term life
insurance which was not considered by Zietz. According to George (2003), the re-
entry term policy (also called revertible term), the renewal premiums are based on
selected mortality rates (lower rates) if the insured can periodically prove evidence of
insurability. To remain on the least rate schedule, the insured must periodically show
that he or she is in good health and is still insurable. Prove of insurability is a general
requirement at intervals of one to five years, subject to the amount of insurance,

policy type and the company.

Both Zietz (2003) and George (2003) agree on the weaknesses associated with the
term insurance policy. George believes that term insurance is more fitting for younger
ages, but it is not appropriate for life time coverage. Some individuals need
substantial amounts of life insurance even beyond age 65 or 70 and therefore term
insurance is not good for the older ages. The premiums for single term life insurance
increase with time and ultimately reach higher levels. As a result of the premium
increase, some insured would drop their term insurance policies. Thus, after years of

premium payments, they may die uninsured.

Frederick (1999) discussed the flaws of term insurance and outlines three main
limitations. The first limitation he identifies is that, term policies expire at the end of

their terms, but the need for a protection may continue. The need for continuing
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protection is especially pressing for policy holders who have developed poor health he
emphasizes. The second limitation he stresses is the increasing cost of term insurance.
The cost of renewing term insurance is on the ascendancy he notes. The absence of
cash value is the third major limitation. According to him other types of life insurance
products include savings with protection, furnishing cash values for emergencies and
for retirement income. It is sometimes argued that many of those who buy cash value
insurance do so because they fail to consider the alternative of separating their
insurance and saving programs or because they are talked into buying the more

expensive policies by agents who thereby earn higher commissions.

2.2.2 Whole Life Insurance

This is a permanent insurance policy which offers security for a lifetime. It pays the
recipient anytime death happens, "Till death do us part"” is the policy’spledge. George
(2003) outlined two main types as Ordinary Life and Limited-Payment Life
Insurance.  Ordinary Life Insurance (sometimes known as straight life or
continuous premium whole life) offers lifetime security till one is hundred years with
a high degree of death claims. Again, premiums do not soar with age. One feature of
this is that, insured areoverpriced in terms of premiums in the early years and
underpriced in later years. George additionally asserts that ordinary life insurance is
embedded with investment or savings component referred to as cash surrender values.
The policy may be surrendered for its cash values or the cash may be borrowed under
a loan provision. Cash values are comparatively minimal in the early years, but
increases with time till they become significant. Limited life policy is the second
form of whole life insurance. It is a lasting product that offers life time shelter.Limited
payment contracts mostly cover periods of ten, twenty, twenty-five, or thirty years.

Zietz (2003) on the other hand, categorizes whole life insurance policies based on the

14



method of premium payment. Based on this criterion, he identifies three forms of

whole life insurance as Single premium, Continuous premium and Limited payment.

With the single premium policies, in exchange for one payment, the company
promises to reimburse claim anytime whenever death take place. The premium is
relatively large and because it is large, consumers who need much life insurance
generally cannot use the single premium method he observes. The continuous type
demands the policy holder to make equal premium payment tillthey reach age
hundred. These policies are also called level-premium whole life and straight
premium whole life. The premium takes into account both compound interest and the
possibility of the insured's death. The third type of whole life insurance policy is
limited payment whole life which lies midway between Single-premium and
continuous premium policies (Zietz 2003). For limited-payment policies, premiums
are paid simply for a specified period, such as ten or twenty years, or until a specific
age is reached, such as 60 or 65. The amount of each premium payment depends on
the times it will be paid. Thus for a man who is 35 years old ,a-ten-year life policy
will be larger than the payment needed for whole life policies chosen by consumers
who want long-term death protection but do not want to continue to pay life
insurance premiums, especially during retirement. These policies are also relevant to
people who want to combine more savings with their life insurance purchase. The
"secret" of the limited-payment whole life policy is that, the insurer is willing to
accept a smaller number of large payments, and as a result, greater compound interest

earned to the continuous premium plan.

2.2.3 Endowment Policy
Endowment policies are basically savings contracts that contain pure protection

components such that should the policyholder dies prior to the savings schedule is
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accomplished, the insurance company continues and finish the plan. Endowment
contracts have two main subdivisions which are the Limited-Term Endowment Policy
and Retirement Income Policy. Limited term endowment policies extend for a given
number of years, typically five, ten, twenty, or thirty years. A very common period is
20 years. Endowment policies are normally meant for savings to cater for education or
retirement. The second category is Retirement Income Policy. This type is like the
first one only that the previous one is planned in such a way that the cash values is
equivalent to a sum of money enough to offer monthly retirement income until age

65 (Greene and Trieschman, 2005).
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2.4 LIFE INSURANCE AND DEMAND - THE FUNDAMENTAL CONCEPTS.

The concepts of demand and supply are critical in market economy analysis. In this
thesis, the focus of the investigation is on the demand side of this basic economic
equation. Demand represents the quantity of a given product consumers are willing
and able to buy at a given price. Thus, in economic theory the major factor for the
demand for a given product is its price. However, besides the price of a product there
are other factors that can influence the demand for a product. Salient factors are
preferences, income, and number of consumers in a market as well as prevailing
interest rates and prices of complementary or substitute products. Altogether these
factors determine the level of effective demand which is the quantity consumers are

willing and able to buy of a given product (Mankiw, 2008).

In the life insurance market in particular, the price elasticity of demand is considered
of lesser importance. Life insurance is “characterized as a ‘sold good’ not a ‘bought
good’” (Babbel, 1985). This notion is supported by two reasons: first, the initiative in
a life insurance transaction comes from the seller and not the buyer (Zultowski, 1979);
second, the complex nature of pricing in life insurance contracts makes comparisons
difficult for buyers (Auxier, 1976; Crosby & Stephens, 1987). In a survey amongst
insurance agents, it was found that less than 20 percent of sales are initiated by the

consumer (Zultowski, 1979).

The complexity of life insurance pricing, or insurance premium, lies in its
combination of actuarial value and loading factor. Actuarial value is the expected
payoff from an insurance policy. Following this definition, a risk-averse person will
always be better off by entering into an actuarially fair insurance coverage (Hofmann,
2009). But the provision of insurance is also costly. The second price component, the

loading factor of a policy premium usually includes a safety buffer, taxes, and all the
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administrative expenses associated with the provision of life insurance contract (Vateé
&Dror, 2002). Thus, besides the complexity in actuarial valuation of a policy and
differences in models across insurance companies, the load factor is a considerable

price component with potential for differentiation.

While demand for life insurance is negatively correlated with its price (Mantis and
Farmer, 1968; Campbell, 1980; Babbel, 1985; Browne and Kim, 1993), the costs of
insurance provision can be expected to significantly decrease with high volumes.
Diamond 1992, for example, finds that the load factor on insurance for fewer than five
persons insured is 40 percent, whereas the load for a group of 10,000 or more insured
is at 5.5 percent. Therefore, an understanding of the other factors influencing demand

for life insurance is of utmost importance.

2.5 THEORETICAL PREDICTIONS OF LIFE INSURANCE DEMAND.
The key objective in this section is to re-examine soundness of opinions emanating
from the accessible theoretical researches on the factors that considerably give details

of the nature of present and future consumption of life insurance products.

2.5.1THE EXPECTED UTILITY THEORY (EUT)

This theory was put forward by John von Neumann and Oskar Morgenstern (Varian,
1993). It is a conjecture of decision making in conditions of risk and posits that
individuals make decisions under uncertainty on two factors - the utility of the
outcomes and their relevant chances. In this theory, an individual selects events or
plans which ensure maximization of estimated satisfaction. But, satisfaction is a
function of the individual’s preferences. Consumers possess varying choices against

varying amounts of risk.
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Individuals having diverse uniqueness may tolerate different amount of risk, leading
to varying intentions to patronize life insurance or not and the quantity to consume.
Risk-averse households are more likely to purchase life insurance for eliminating the
risk of premature death of the main wage earner in the household. Modern empirical
research that have investigated the consumption of life insurance is based on the
theoretical work of Yaari (1965), Mossin (1968), Hakanson (1969), Fischer (1973),
Lewis (1989) and others as these studies represented the upgraded version of life

insurance demand investigations.

Using the pace-setting theory of Yaari (1965) and Hakansson (1969), greater number
of the previous theoretical studies concentrate on the intention to buy life insurance by
the breadwinner, who maximizes the weighted sum of her own lifetime utility from
consumption and that of bequests. According to the Yaari’s life-cycle model, an
individual having unpredicted life expectancy buys life insurance to boost his/her

anticipated utility. His model is given by the equation below.

E[U(T)] = J, a(®)glc(®)dt + B(T)P[S(T)]

where T is a random variable that has certain probability that shows the individual’s
lifetime, u[c(t)] is the present utility c at a given time t, and @[S(T)] is the present
utility of bequests. a (.) and B(.) indicate the discount factors which is a constant by
which future consumption is discounted. [} is therefore regarded as a subjective
weighting function for bequests expected to rise when the individual marries and have
children and assumes a hump-shape curve, since the need for bequests becomes
prevalent if the individual dies young. In this model, the demand for insurance
depends on current wealth and the anticipated future income over the lifetime, the size

of premiums (including the loading factor), rate of interest for present over future
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consumption, and the individual’s lifetime possibility. In a world where life insurance
is available, the consumer is able to separate the consumption decision from the
bequest decision and the consumption of life insurance can be beneficial to an
individual who is interested in leaving any bequest. The bequest motive is not further

expounded in Yaari’s model.

Lewis (1989) extended Yaari’s framework by partially endogenizes changes in the
consumption of insurance by introducing preferences of the dependents and
beneficiaries in the equation.Consequently, dependants consume life insurance as they
face an unsure flow of income obtainable from parents’ uncertain lifetime. He stated
the utility maximization equation for the dependant and partner differently and

indicated that the sum of life insurance possession can be given below:

(1-lp)F =max {[%]1/6 TC-W, 0}

Wherel is the policy loading factor (proportion of extra cost of an insurance product
to its actuarial value), p is the possibility of breadwinner dying, and F is the face value
of all insurance written on that persons’ life. The parameter & is an indicator of
dependants’ risk aversion, TC denotes the demand of partner from the present time to
the estimated end of his lifetime and that of the offspring from the present time until
he moves away from the household, and W represents the households’ wealth net of

the spouses own bequest at a certain age.

It must be observed that the fundamental theory illustrated above applies exclusively
to the mortality risk aspect of life insurance, called term life insurance. But the drivers
of the savings and annuity aspects of life insurance contracts may vary. Pissaridis

(1980) stated that in a life-cycle model, apart from the motive for a bequest there is
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also the motive of saving for retirement. In developed economies, investigations of
life insurance consumption usually include features that serve both motives
simultaneously. When people live until retirement age, they regard life insurance
buying as “pension”, and the bequest rational is fulfilled by the fact that, in substitute
for reduced pension, the insured sum becomes available to the person’soffspring by

the insurance company in case the policy owner dies before retirement.

2.5.2 PERMANENT AND LIFE CYCLE INCOME HYPOTHESIS

This theory was propounded by Milton Friedman. It posits that the spending behavior
of individuals depends on the present level of wealth (income) and the long-run
anticipations of income (Friedman, 1957). This hypothesis maintains that individuals
plan consumption and saving decisions using potential of future income flows. Even
though individuals look forward to variations in present income in course of their
lifetime, consumption trends continue to be stable as a ratio of their anticipated
permanent income. Hence, people transfer income from times of high income to
times of low income so as to maintain consumption trends stable (Bryant, 2006). Per
this theory, consumption trend of individuals rise and fall in course of lifetime, and
income is expected to decline considerably throughout retirement. To maintain
constant consumption pattern throughout lifetime, individuals must borrow from the
future and save towards retirement. Individuals therefore have the incentive to
purchase life insurance to shield dependents from financial privation when premature
death occurs. Clearly, life insurance provides financial security against huge
variations in household’s consumption trends. Furthermore, cash value life insurance
products have saving component which enables consumers have access to their cash
value through policy loans or surrender value thereby providing uninterrupted income

in the period of retirement. This model assumes that permanent income depends on an
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individual’s worth such as the present value of non-human net-wealth (bonds, stocks,
real estate, and other property minus liabilities) and returns on human assets like
expected future income through education, training, long service and experience.
Consequently, we can logically presuppose that human capital of individual, including

education and employment status, can affect life insurance consumption.

In 1963, Ando and Modigliani theorized the life cycle hypothesis. Similar to the
permanent income proposition, this theory assumes that saving and consumption
decisions made by individuals are functions of current and potential income. Key
assumption of this theory hinges on the fact that people begin with small income
when they start working and improves before reaching maximum level before
retirement and retirement income becomes significantly smaller. Since term life
insurance is comparatively cheaper, it may be appropriate for individuals who don’t
have enough incomes but greater desire for insurance. Hence, it may be demanded by

young households who don’t earn huge sums of money.

Conclusively, fundamental theoretical representation assumes that the intention to
buy life insurance in a simple setting in the absence of information asymmetries
depends on a household’s risk aversion, savings level as well as anticipated income of
the individual’s lifetime, the predictable lifetime-ie the chance of risk, the expenses

(the loading factor as a proxy for a policy) and the individual’s intensity for bequests.

From the theories reviewed, price has been cited as a major driver of life insurance
demand. To sum up, theoretical examination conducted indicates factors such as
income, rate of interest, recent consumption and accumulated savings as determinants
of life insurance uptake. Socio-demographic factors were also incorporated in the

theories and their potential effects on a household’s life insurance uptake intentions
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were examined. Sections that follow present the major factors that informed the
objectives of this study as well as empirical research works to emphasize the

significant factors that affect life insurance demand.

2.6 FACTORS THAT DETERMINE THE DEMAND FOR LIFE INSURANCE

A thorough examination of both theoretical and empirical studies revealed the
following economic and socio-demographic factors as possible drivers of life
insurance consumption in emerging as well as developed economies. To direct and
guide the attainment of the objectives of the study, the links existing in the various

factors and demand for life insurance is also explored in greater length in this section.

2.6.1 ECONOMIC FACTORS

Income: Income is the most frequently tested factor and consistently found to be of
significant influence.  Findings from previous studies indicated income as relating
strongly with life insurance consumption. An increase in income levels has been
shown as serving as an impetus for recognizing substitutes for individual life
insurance on the financial market (Hammond, Houston & Melander, 1967) and as
income levels improve life insurance becomes comparatively more cheaper (Brown &
Kim, 1993). Empirical confirmation from Cyprus revealed that for every C£100
million rise in GDP, life insurance premiums increase by C£10 million (Savvas,

2006).

Inflation: The general price level in an economy is regarded as one of the economic
variables that affect life insurance consumption in many countries. Buyers have been
observed as very sensitive to anticipated and current inflation rates through reduced
consumption of life insurance products (Babbel, 1981). Conclusion can be drawn that

life insurance purchases reduce with expected rate of inflation as the cost of life
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insurance protection goes high. Other studies indicate the link between inflation and
life insurance consumption is insignificant (Neumann, 1969; Fortune, 1973; Cargill
&Troxel 1979). This has been explained as due to the fact that inflation itself can
wear away the value of life insurance, making it a less attractive product (Brown &
Ki); Redzuan, Abdul Rahman & S.H.Aidid, 2009) and rendering it less‘beautiful’

financial product (Fortune, 1973).

Interest Rate: Many authors have investigated the rate of interest as a factor in
consumption of life insurance products. The attention on this variable has enable
researchers ascertain if purchasers of life insurance products consider this variable in
their buying decisions. In the literature, mixed findings have been reported about the
interest rate variable. Whereas some authors reported significant positive relationship
(Lim & Haberman, 2004; Haiss & Sumegi, 2008; Sen, 2008; Redzuan et al and others
recorded insignificant negative association with life insurance consumption
(Savvides, 2006; Li, Moshirian, Nguyen & Wee, 2007; Nesterova, 2008; Sen, 2008).It
has been argued that an increase in real domestic interest will redirect savings from
long term funds to short term funds that which decreases life insurance consumption
(Ibiwoye, ldeji, Oke 2010). Again, individuals are naturally unattached by lower
prices to boost consumption of life insurance products, but are concerned about
higher real rates so as to cut down investments in life insurance.The real rates are
indicators of preference for present as against postponed consumption (Li, Moshirian
& Nguyen, 2007). Confirmations from earlier studies indicate individual preference

for investment in other assets over life insurance products (Nesterova, 2008).

Savings: Various mechanisms of savings available on the financial market serve as
rival products competing with life insurance. In this light Sen, 2008, argues that

consumption of life insurance is enhanced when saving components are embedded in
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life insurance policies. Empirical results indicate indirect association between the
two variables (Beck & Webb, 2003; Savvides, 2006; Redzuan et al. Buyers have
preference for saving substitutes if return on life insurance product is lower relative to
the substitutes (Redzuan et al). Savvides, 2006 also maintain that when individuals
accumulate high savings, the incentive to purchase life insurance products reduces

thereby replacing life insurance consumption with private savings.

The Price of Insurance: The association linking price of insurance and life insurance
consumption has seen empirical attention been studied in the earlier period. Past
Studies have shown positive relationship between price of insurance and life
insurance consumption. (Mantis & Farmer, 1969; Depamphills, 1975; Outreville,
1996; Ward & Zurbruegg, 2002); but studies that employed the fixed effects model
illustrated statistically insignificant positive association between price of life
insurance and demand for life insurance whereas in the pooled cross-sectional models,
insignificance negative relation is reported (Hwang & Greenford, 2005).These
researchers have opinioned that the lesser the price of insurance, the higher its
expected demand. While a different study by Sen &Madheswaran, 2007 concluded

that price does not affect life insurance demand at all.

2.6.2 SOCIO- DEMOGRAPHIC FACTORS

Education: Results from literature on the association between life insurance
consumption and education revealed positive impact. These conclusions were
captured from the works of Savvides, 2006; Lin & Grace, 2007; Nesterova, 2008;
Yusuf, Gbadamosi & Hamadu, 2009 and Curak&Gaspic, 2011.Some other studies
have shown rather negative relation between the two variables. Duker, 1969;
Anderson &Navin, 1975; Auerbach &Kaotlikoff, 1989 are among those authors who

found such results. Higher education improves life insurance consumption since
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individuals may be in a superior position to recognize various classes of life insurance
products offered on the market. Truet &Truet, 1990 and Baek &Devaney, 2005
posited that higher education may equip people with the willingness to offer financial
security to dependents. It has also been cited in some studies that higher education
enhances the insurance mindedness of people thereby encouraging them to patronize
life insurance products more objectively (Hau, 2000). The educational attainment of
individuals also reflects encouraging outlook toward life insurance purchase (Yusuf,
Gbadamosi &Hamadu, 2009). This may imply why highly educated individuals have
superior consciousness of life insurance leading to improved acceptance of the
importance of life insurance (Savvides, 2006, Lin & Grace, 2007; Nesterova, 2008;
Curak &Gaspic, 2011). The educational level has been shown as insignificant
variable in life insurance consumption since individuals may have acquired the
knowledge about life insurance through life insurance sales agents and not through

official education structure (Tan, Wong & Law, 2009).

Age: Thefindings from literature show direct relationship between age and life
insurance consumption (Yusof, Gbadamosi &Hamadu, 2009; Tan, Wong & Law,
2009; Liebenberg, Carson & Hoyt, 2010). This is because a higher age may show
improved attitude toward insurance participation and employees who are toward the
end of their working life may exhibit consciousness of life after retirement (Yusof,
Gbadamosi &Hamadu, 2009). However, it has been shown that as individuals mature
them show better understanding of the necessity for life insurance but this
consciousness reduces as peopleattain certain age limit. Empirical work confirms age
as having indirect effect on life insurance purchase (Savvides, 2006; Hau, 2000;
Liebenberg, James & Randy, 2010; Goldsmith, 1983). Older individuals may be less

likely to plan for long term.
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Household Size/Family Size/Number of Children: Scientific research has revealed
direct association between life insurance consumption and the size of the household or
the number of children in a household. (Hammond, Houston &Melander, 1967;
Shower &Shotick, 1994; Savvides, 2006). The number of children is a positive
significant determinant since families that have greater number of children tend t o
buy more life insurance products, all things being equal (Ferber & Lee, 1980; Burnett
& Palmer, 1984). It has been stated that if the household size increases by one person,
the existing buyers of life insurance may also raise certaris paribus (Shower &

Shotick, 1994).

Employment Status: Findings from empirical studies on the association between life
insurance consumption and employment status show positive encouraging outcomes
(Black & Skipper, 1993; Savvides, 2006). Empirical proof has it that both full and
part time work related positively with impact life insurance demand (Gandolfi&
Miners, 1996). Again, newly employed individuals were more prone to buying life
insurance products (Liebenberg, James & Randy, 2010). This phenomenon has been
interpreted as because higher employment position of people reflects how individuals
perceive their future and their level of financial complication and again it indicates
their willingness to educate their wards (Duker, 1969); this may account for a greater
consciousness of the necessity for life insurance (Hammond, Houston & Melander,

1967).

Fundamentally, we cannot have the “right” number of factors to incorporate in the
representation of life insurance demand equation since the factors are country and
environmentally determined. Thus the factors differ from country to country due to
differences in socio-economic settings among various countries. In conclusion, the

review of theoretical and empirical studies show that life insurance consumption is
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influenced by both micro and macroeconomic factors like income level, interest rate,
wealth, inflation and financial development, and socio- demographic variables such as
age, education employment status, number of children among others. However, in
this study the researcher introduced transaction cost (time and liquid cash) as new
economic variables into the model and access to claims payment in the model to
determine impact on life insurance demand. Again, this work went ahead to
investigate the challenges that consumers of life insurance products face when

patronizing life insurance products in Ghana.

2.7 REVIEW OF EMPIRICAL STUDIES

This section presents the empirical research and highlights the most relevant findings
in the field of life insurance demand. An attempt is made to find out the relative
impact of the factors that influence life insurance consumption as empirical studies of
earlier research work have identified and how these factors are applicable from

consumers’ perspective in the Ghanaian setting.

Fortune (1973) studied the United States insurance market for the seven years
beginning 1964 to 1971. The study revealed high degree of association between the
consumption of life insurance, income and the real rate of interest. His work
examined the expected utility hypothesis of choice under risk for life insurance
demand. The study established that the consumption of life insurance is determined

by income, non-human assets and the interest rate.

Truett et al. (1990) did a comparative study of the demand for life insurance in
Mexico and United States for twenty-year period. They found that at low income

levels, the degree of income responsiveness in Mexico is three times higher than the
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USA and demographic factors such as age, level of education and income were major

factors that influence life insurance consumption in the two countries.

In 1993, Browne and Kim carried out investigation into the uptake of life insurance
on six Islamic nations within the period1980-1987. The main variables used are
income, anticipated inflation rate, education level, dependency ratio, life expectancy,
religion, policy loading charge and social security were employed. The study revealed
a direct association between life insurance and Gross Domestic Product (GDP) and

social security whereas an inverse relationship with inflation was found.

Gandolfi and Miners (1996) studied the relationship between macroeconomic factors
and the general outlook of life insurance in the US in the year 1984. Income was
found to be the most important influencer of life insurance consumption. Age,
education, home ownership, and family size were also found to have impact on

consumption of life insurance.

Rubayah and Zaidi 2000) evaluated the life insurance uptake for a period of twenty-
six years beginning 1971 through to 1997, using the quantity of policies an individual
has as dependent variable and a number of macroeconomic indicators as independent
variables. The findings showed a direct relation between income and life insurance
demand whereas statistically positive relationship existed between inflation and the
consumption of life insurance. Moreover, significantly indirect relationship was found
between personal savings, short-term interest rate and life insurance demand, but

there was no strong impact on life insurance consumption of current interest rate.

Beck and Webb (2002) investigated the causes of disparities in life insurance demand
from the period 1961- 2000. They employed unbalanced panel data of 68 nations. The

study used the variables of consumption, economic, demographic and institutional
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factors. The findings indicated nations that have larger per capita income; relatively
steady financial segment development as well as lesser inflation utilizes more life
insurance products. Again, life insurance demand was revealed as having direct
relationship with individual savings along with interest rate. Demographic variables
such as education, life expectancy, young and old dependency ratio had no strong

effect on life insurance demand.

In 2007, Sen and Madheswaran assessed the impact of economic and political factors
on the demand for life insurance in six Asian and two economies in the China sub
region for the period 1994-2004. The dependent variables were insurance penetration
and density. Results from the study indicated incomes, savings and inflation as the
major factors that determine life insurance uptake. The work again conducted time
series analysis of life insurance consumption in India for the period 1965- 2004. The
results revealed income (GDP per capita), financial development, and unit price of
insurance policy as well as the realrates of interest as very influential drivers of

demand.

Nesterova (2008) explained changes associated with life insurance consumption in
fourteen nations in the period starting 1996 to 2006. Among the variables employed
include income, education and life expectancy at birth. Panel results proved
significant relationship between life insurance demand and education, income and
life expectancy at birth. On the other hand, the development of the financial sector,

inflation and real interest rate had decreasing impact the life insurance consumption.

By employing Co integration and Error Correction Model (ECM) in 2010, Ade
Ibiwoye, Joseph O. Ideji and Babatunde O. Okestudied life insurance demand in

Nigeria for the period 1970 to 2005. Co-integration output showed directly strong and
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significant influence on life insurance consumption of gross domestic income.
Further, the findings indicated inverse but statistically significant association between
interest rate and life insurance demand. However, the investigation revealed inflation

as an insignificant determinant of life insurance demand.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.0 INTRODUCTION

This chapter describes in detail the methods used, specific steps taken, the tools
employed in the collection and analyses of data needed to address the research
problems. Methodology includes the theoretical and philosophical assumptions upon
which research is based and the implications of these for the method or methods
adopted. The methods specifically refer to the techniques and procedures used to

obtain and analyze data.

3.1 RESEARCH DESIGN

A number of approaches through which data (primary and secondary) is gathered
exist for scientific research. According to Saunders et al, (2007) the most common
methods includes questionnaire, interviews (semi-structured, in-depth and group) and
observation. In this work, survey and interview were used. Data collection

instruments were questionnaire and semi-structured interviews.

The pivot around which research exercise revolves is the design adopted that serves
as the blue print of the whole project and at the same time the glue that holds firmly
all the supporting parts of the work together. Among the most notable designs
popularly found in literature is exploratory, descriptive and explanatory research.
Others include case study, survey, qualitative and quantitative methods. This study is
basically a survey research that aimed at describing and explaining the drivers of life
insurance consumption in the Kumasi metropolis. As indicated already, questionnaire

was the main instrument of data collection along with face-to-face interview.
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Qualitative and quantitative research approaches were also employed. Key among the
qualitative analysis used was summary of the demographic characteristics of the
variables used and bar graphs as well as pie charts. To be able to investigate the
factors of life insurance demand in Ghana, one Logit regression model was estimated.
This ensured determination of the level of statistical significance of the variables in
the model using the regression coefficients the z-values and the p-values and the

interrelationship that existed among them.

3.2 THE TARGET POPULATION

Population, according to Saunders et al 2007, refers to the overall sum of cases from
which a sample is chosen. The population of this study comprised the consumers of
life insurance products in the Kumasi Metropolis who are basically the clients of the
life insurance companies. The total number of clients of the selected companies is

approximately 1300 out of which the sample was drawn.

3.3 SAMPLE SIZE AND SAMPLING TECHNIQUE

The sample size is a component of or a unit within the larger population that may be
simply thought of as a subset of the universal set” used to represent the total
population for the purpose of convenience and simplification. The selection of
accurate and precise sample is critical in drawing important and statistically predictive
inferences from the study. This research used a sample size of about 300 customers of
selected life insurance companies in the Kumasi Metropolis. Primarily, customer
information was used for the analysis since the investigation is more a demand-side
focused than supply factors. The sampling method was convenience sampling
procedure. This is a statistical method of drawing representative data by selecting
people because of the ease of their volunteering or selecting units because of their

availability or easy access. This method makes data more available and quickly to
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collect, enabling the researcher organizes data within shortest possible time and it is
cost effective as well as making the sampling procedure very simple. Using this
approach, information was elicited from respondents who had visited the companies
to transact business and who were prepared and volunteered to provide the relevant
information by willingly completing questionnaires within the limited period of time

of their visit.

3.4 SOURCES OF DATA.

Both primary and secondary sources of data were employed for this study but great
deal of primary data sources with the use of questionnaire was significant. Primary
data was obtained from the clients of the life insurance companies whereas secondary
data was obtained from recent article publications in academic journals on life
insurance demand. Valuable source of data also came from websites of the selected

companies and that of the national insurance commission.

3.5 DATA COLLECTION PROCEDURE AND INSTRUMENTS

The data gathering procedure employed was the survey technique. This method was
used since it is most appropriate given the nature of the topic and also the most
popular tool in data gathering in the social sciences. The choice was also informed by
the extensive review of the literature for the study. Generally, surveys refer to
techniques of data collection whereby information is obtained through the use of
questions. In this study, face to face interview and questionnaire administration were

used in collecting the data.

3.5.1 QUESTIONNAIRES
Questionnaires are organized group of questions used to elicit information from

respondents. In setting the questions, the researcher used simple and unambiguous
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language to the understanding of respondents. In the survey, the Likert-type scale
system was applied to formulate the questionnaires to elicit information needed for
the study.The questionnaires developed for this study fundamentally contained
closed-ended questions with alternative answers for the respondents to select from.
Structured questionnaires were used to elicit appropriate information from the

respondents.

3.5.2 INTERVIEWS

The kind of interview carried out for the study was a face-to-face type which was
one-on-one and which was done concurrently with the questionnaire administration.
The research objectives of the study provided the guidelines for the conduct of the
interview. The responses from the interview were very diverse from one respondent to
the other across the insurance companies in the Ashanti region of Ghana with specific

reference point to Kumasi Metropolis.

3.6 RELIABILITY AND VALIDITY

The study was determined to collect precise information which would enable the
researcher produce a research which reflects the true situation on the ground and give
more accurate empirical evidence from the study being conducted for more credible
statistical inferences. For reliability of the work, the researcher made sure that the
information obtained from the customers of the companies through the interview was
cross-checked with that on the institution’s website, brochures and other journals
relating to this topic under consideration. Data obtained were cleaned by sorting and
resorting and questionnaires were given special codes for easy identification to avoid
unnecessary mix-ups during analysis of the information gathered, which can generate
misleading results for the study and wrong conclusions and recommendations drawn

from this study. Again, the information from customers was also double-checked by
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conducting informal interviews with some customers of the service who were not
given questionnaires to answer. Before the interview was conducted, the researcher
establishes a good rapport with some of the offices by visiting them on few occasions
to ask few questions on the research work. This guided the design of the
questionnaires adopted for the study. As a result, the researcher enjoyed good
co-operation from the respondents. Simple language was used in the questionnaires to

facilitate understanding of questions and avoid any ambiguity.

In terms of validity of the study, the purpose and the nature of the questions
administered directly assess the issues raised in the research questions. The interview
was conducted at the time the customers were less busy in order to enjoy the fullest
corporation from respondents. When gathering information from respondents, the
researcher made sure that data was verified from different sources, that is why
questionnaires were designed and interview conducted to assess the major
determinants of the demand for life insurance product in Ghana. All these activities
were undertaken to make the data more valid and more reliable to help meet the

objectives set for the study.

3.7 DATA ANALYSIS

With regards to the use of primary data for estimation, STATA 11.2 version was the
main instrument employed to analyze the Logit regression results. To determine the
statistical significance of the independent variables in the regression equation, the p-

values and the coefficients of the variables were analyzed.
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3.8 MODEL ESTIMATION
3.8.1 The Logit Regression Model.

Consumption of life insurance products is determined through ownership of a life
insurance policy and its demand becomes a binary choice variable. Assuming i,
(Binary Dependent Variable) is the observed reaction of each sample population (ith
observation). Hence, yi = 1 represents the consumption of or demand for Life
Insurance Product (DLIP); and yi = O for no demand for the product. Thus, the
dependent variable used in probing the drivers of the demand for life insurance is
considered a binary dummy variable having a value of one (1) if the individual
possesses a life insurance policy and having a value of zero (0) if the individual does
not have a life insurance policy. The logistic regression model used is stated as below:
Prob (y= 1/X) = f(X,B)

Prob (y=0/X) = {1- f(X.B) }

FXP=XP

In which X is the significant impact and 3 represents the parameters.

3.8.2 Variables Description

Yi, the Demand for Life Insurance Product, is the dependent variable in the model.

The demand for Life Insurance Product depends on the following variables (Choice of
variables was informed by literature). Xi= Income level of policy holder of LIP; Xz=
Market rate of interest on financial assets; Xs= Transaction cost of LIP (Time and
liquid cash); Xa= Level of education of policy holder; Xs=Nature of Employment of
policy holder; Xs= the age of the policy holder;X7= Family size of the policy holder;

Xs= Rate of inflation on the market;Xo=Level of savings; Xio=Flexibles terms of
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premium payment; X11= Easy access to customer claims; Xi2= Premium level/Price of
insurance.
3.8.3 Specification Of Logit Regression Model

Yi= Bo+ PoX+ PoX+ PaX+ PaX+ PsX+ PeX+Xr+Xe+X+Xo+X10+X11 +X12 + €

Yi, the binary dependent variable, is a dummy variable which equals to one (1), if

customers demand for Life Insurance Products takes the level YES and zero (0)

otherwise.

X1= Income level of policy holder of LIP is dummy variable equal to one (1) if the

income level of policy holder influence their demand for LIP, and zero (0) otherwise.

X2= Market rate of interest on financial assets is a dummy variable equals one (1) if
market rate of interest on financial assets influences the demand for LIP, and zero (0)

otherwise.

Xs= Transaction cost of LIP (Time and liquid cash)is a dummy variable equals one
(1) if Transaction cost of LIP (Time and liquid cash) influences the demand for LIP,

and zero (0) otherwise.

Xa= Level of education of policy holder is a dummy variable equals to one (1) if the
Level of education of policy holder influence the demand for LIP, and zero (0)

otherwise

Xs= Nature of Employment, is a dummy variable equals one (1), if the nature of work

of policy holder influences his decision to demand LIP, and zero (0) otherwise.
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Xe= The age of the policy holder is a dummy variable equals one (1), if the age of the

policy holder influences the demand for LIP and zero (0) otherwise.

X7= Family size of the policy holder is a dummy variable equals one (1) if Family

size of the policy holder influences his demand for LIP, and zero (0) otherwise.

Xs= Rate of inflation on the market is a dummy variable equals (1) if the prevailing

inflation rate influence consumers demand for LIP, and zero (0) otherwise.

Xo= Level of savings is a dummy variable equals one (1) if the accumulated savings

of the consumer influences his demand for LIP, and zero (0) otherwise.

X10= Flexible terms of premium payment is a dummy variable equals one(1) if the
terms of premium payment by the consumer influences his demand for LIP , and

zero (0) otherwise.

X11=Easy access to customer claims is a dummy variable equals one(1) if the Easy

access to customer claims influences his demand for LIP and zero (0) otherwise.

X12= premium level/ price of insurance equals one (1) if consumers consider the

premium they pay before buying life insurance and zero (0) if they do not. € is the

Error-term that represent the other influencers ofdemand for LIP in Ghana but were

not captured in the modeling of the regression equation.

3.9 EXPECTED SIGNS OF COEFFICIENTS OF THE VARIABLES IN THE
MODEL

The predicted signing of coefficients of these variables in the model ie: X1, X3, Xa,
Xs, Xs, X7, X10 and Xi1) were positive, implying that the demand for LIP improves

with an increase in these variables in the life insurance market; all things being
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equal. The coefficient of Xz, Xs, X9 and Xi2were expected to be negative. This implies
that the demand for LIP decreases with an improvement in these factors. The table

below gives the summary of the signs of these variables.

Table 3.1 Expected signs of coefficients of the variables in the model

Coefficient | Interpretation Expected Sign
X1 Income of policy holder +
X2 Interest rate on other financial assets -
X3 Transaction cost (Time and liquid cash) +
X Level of education of policy holder +
Xs Nature of employment +
Xe Age of policy holder +
X7 Number of children/Family size +
Xs Rate of inflation on the market _
Xo Level of accumulated savings _
X10 Flexible terms of premium payment +
X1 Access to claims +
X12 Premium level/Price of insurance _

Source: Researcher’s construct 2015.

3.10 ETHICAL CONSIDERATIONS

Ethics is the suitability of performance relative to the right of itssubjects. According
to Saunders et al 2009, the design of the study must protect respondents from
inconveniences, harm and prejudice. In view of this, the information obtained from
respondents was reserved private and was strictly used for the intended purposes only.

The purpose for which information was sought from respondents was made known to
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them and their right to deciding participation was guaranteed and as such respondents
took partwithout coercion of any form throughout the study period. The study made
sure there was fair representation of both sexes in sampling to help avoid any
discrimination against a particular gender which may result to a bias conclusion for
the study. The identities of respondents were protected for ethical reasons and no
specific information/data was associated with specific respondents or personal
opinions of individuals and the researcher finally remains committed to ensuring that
the appropriate research reporting standards are strictly adhered to, in order to avoid

any biases in this study.
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CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.0 INTRODUCTION

This chapter is devoted to the presentation, analysis and discussion of data collected
for the study. It shows the findings of the study; provides answers to the research
questions in line with the objectives of the research. Analysis of the main issues of the
study which include, analysis of the type of life insurance policy normally purchased
by consumers, demographic characteristics of respondents, analysis of economic and
socio-demographic determinants of life insurance demand. A cursory look is also

made at the challenges that consumers of life insurance products face in Ghana.

4.1 ANALYSIS OF THE TYPE OF LIFE INSURANCE PRODUCTS
PURCHASED BY CONSUMERS.

The figure below shows the type of life insurance policy mostly subscribed by the
respondents sampled for this study. From the sampled population obtained, 61.33% of
the respondents mostly subscribe to the Endowment policy; which is meant for
savings purposes towards education, retirement etc. Next to this, was the Term
insurance policy which provides a certain amount of life coverage for a specific
maturity period, say one year, five years, and ten years. This category constituted
26.33%. Whole life insurance was the least subscribed policy according to the survey
conducted. This constituted about 12.33% of the total respondents. The characteristics
associated with term life insurance may help the researcher draw inferences with
regards to the correct time suitable to its applicability. Rejeda (2004) and Trubey
(1999) asserted that term life insurance is appropriate when policyholders have

insufficient income. For example it is more convenient to young employees who may
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not have larger families. To the authors, term life insurance may also be appropriate
when the necessity for coverage is short-term, such as saving for children’s education
or paying off a mortgage or other debts if the family head dies prematurely. With the
majority of respondents (38%) aged averagely 45 years, the need for retirement
income may override temporary protection embedded in term insurance and hence
they will buy more of endowment policy making term life insurance a second choice.
Again, majority of respondents (68%) are full time workers which may indicate the
level of affordability and income availability all things equal and so preference for

endowment life policy may be higher than any other type of life product.

2.33%

T T
Endowment policly Term Insurance Whole life insurance

Figure 4.0: Type of Life Insurance Policy Mostly Held By Consumers

SOURCE: Researcher’s Survey Data (2015)
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4.2 PARAMETRIC ANALYSIS OF THE RELATIONSHIP BETWEEN
ECONOMIC FACTORS AND DEMAND FOR LIFE INSURANCE
PRODUCTS.

Here, one Logit regression model was estimated and the coefficients, Standard Errors
and P-values reported for analysis. A positive coefficient means the probability for the
dependent variable increasing is high when the independent variable increases. A
negative coefficient decreases the chance that the dependent variable will raise when
the independent variable has risen. Largely, the tests of significance of the model
implied that it was statistically significant. With an LR of 69.55 and p- value of
0.0000, the variables in the equation together have influence on the demand for life
insurance products in Ghana.

Table (4.0) represents the regression results as estimated in the Logit model.

The dependent variable, the demand for Life Insurance Product (LIP), depends on all
the explanatory variables (Income Level of Policy Holders, Interest on Financial
Assets, Low Cost of Transaction, Level of Education, Nature of Employment, Age
level of policy holder, Family Size of Policy Holder, Inflation Rate on The Market,
Level of Savings, Terms of Premium Payment, Easy Access To Claims, The Level of
Premium).The majority of the anticipated signs of the regression coefficients were
satisfied.

The coefficient of B1, (0.4425317) was likely to be positive and this anticipation was
fulfilled and was statistically significant at 0.001 error level, given the P-value of 000.
The positive coefficient means that the likelihood of the customers to buy Life
Insurance Policy (LIP) increases when the individual’s income level improves

compared to when there is low level of income, all things being equal. This result
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agrees with that of Brown and Kim, 1993 which stipulated that as income increases
life insurance become relatively more affordable.

The coefficient of B2 (-0.159048) was projected to be negative which means that the
possibility for the purchase of Life Insurance Policy falls if market rate of interest on
other financial asset is high. This expectation was met- demand for LIP fall with the
increase in the interest rate on other financial assets. This may be as a result of
customers desire to take advantage of high interest rate on other assets, so as to make
financial gains from the high interest rate, instead of subscribing to insurance policy.
An increase in the price of capital, interest rate will divert savings from long term
funds to short term funds which tends to reduce life insurance demand. Individuals are
naturally not attracted by lower interest rates when investing in the buying of life
insurance products; instead they prefer higher rates of return from other financial
assets. The expected coefficient in the regression equation was statistically significant

at 0.05 error level; given the P-value of 0.031.

The projected coefficient of 3 (0.1399214) was positive. This projection was satisfied
at a statistically significant error level of 0.05 at a P-value of 0.007. The meaning of
this is that the likelihood that the consumption of life insurance policy may increase
when there is low transaction cost for life insurance product, compared to when the
cost of transaction is high on the market. Transaction cost is the new variable that this
study introduced in the model. Specifically, it tested the influence of low transaction
cost, in terms of time and liquid funds that consumers incur on the consumption

decision of life insurance products.

The coefficient of B4, (2.156287) was predictable to be positive and this prediction
was satisfied at a statistically significant error level of 0.001 at a P-value of

0.000.This implies that there is the likelihood for the demand for life insurance policy
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to increase as the education level of the individual improves; this may be due to
proper appreciation of the significance of insurance policy for better life in future.
Literature suggests that higher education increases the demand for life insurance since
individuals can better discover the types of life insurance products obtainable on the
market. Again, higher education may enable people to have the aspiration to offer

security for dependants against risks and safeguard their standard of living.

The anticipated sign of ps, (1.035328) was satisfied at a significant error level of 0.05
and a P-value of 0.029. The implication is that the likelihood of theconsumers
patronizing Life Insurance Policy rises if the individual is employed ( either in full
time or part time), compared to when the individual is not employed. This result is
also consistent with previous findings that the status of employment indicates people
who are future focus and who are enlightened about their economic and financial
situations. Significant positive association linking employment status and the demand
for life insurance policy can also be an indication of consumers’ degree of

affordability.

The coefficient of ps (1.887331) was projected to be positive. This gives an
indication that there is the chance for the consumption of Life Insurance Policy to
increase as the individual advances in age. This expectation was satisfiedat a
statistically significant error level of 0.05 and a P-value of 0.003. This is an indication
that customers demand for the LIP is a positive function of age- as age increases
demand for LIP increases. This may be as a result of the need for the individual to
secure his future with a solid insurance policy from the market and to accumulate
income for retirement purposes.

The coefficient of B7,(0.279508) was predictable to bepositive and this anticipation

was satisfied. Statistically however, it was insignificant at a P-value of 0.639.
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According to empirical studies, the size of the household has strong positive impact
on purchase of life insurance (Burnett and Palmer, 1984). All things equal, as the size
of household increases by one person, the desire to have life insurance coverage to
cater for children’s education may increase, and thereby promoting life insurance

demand.

The coefficient of Bs (-1.298323) was likely to be negative according to literature.
This anticipation was fulfilled at a statistically significant error level of 0.05 at a P-
value of 0.027.Negative relationship means that the possibility of individuals to
demand Life Insurance Policy (LIP) falls as general price levels of goods and services
increases. This may be as a result of high cost of living during high inflation periods
in the economy and that individuals will like to keep their extra cedis to meet
transaction motives rather than to demand an insurance product which does not yield
immediate financial interest to boost private consumption, all things being equal. The
inverse relationship between inflation and life insurance demand may also confirm
that expected inflation reduces the worth of economic resources hence the beauty of

life insurance products declines when prices of goods increase.

The expected sign of po (0-.1801888) was satisfied at statistically insignificant error
level of 0.05 at a P-value of 0.708. The negative relation may occur if the expected
reward of an insurance policy is smaller relative to those obtainable on other saving
mechanisms. This supports previous findings that talks about income- replacing
consequence implying the substitution of life insurance for private savings. Therefore,
as the accumulated savings of an individual increases, the lower the incentive to hold
life insurance policy to complement economic assets so as to get to an estimated
income rank for retirement or for bequeaths (Savvides,2006). It can also be expected

that accumulated personal savings may have inverse relationship with life insurance
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sales, all things being equal, as a person may have other investment alternatives along

with the demand for life insurance.

The coefficient of Pio, (0.3474501) was likely to have a positive sign. This
anticipation was fulfilled at a statistically significant error level of 0.05 given the P-
value of 0.017. The implication is that there is the likelihood for the consumption of
life insurance products to enhance if the terms of premium payment improves and get
more flexible; this may be due to the fact that premiums are deducted from customers’
salaries at source or from their bank accounts through standing orders. The flexibility
in premium payment, all things being equal, may have accounted for reduced
transaction cost that consumers of life insurance products incurred thereby having

positive association with demand.

The coefficient of 11 (0.7528552) was projected aspositive. This means that there is
the chance for the consumption of life insurance policy to increase if claims
processing procedures are made less cumbersome and takes lesser time. This
expectation was met. The projected coefficient in the equation was significant
statistically at 0.05 error level at a P-value of 0.005. Here, customers will increase
their demand for the LIP, when claims processes are made more flexible and less time

consuming from customers perspective.

The coefficient of P12 (-0.1397208) was signed negative implying a negative
relationship between the price (premium level) of insurance product on the market
and the consumption of life insurance products. This conforms to the fundamental
demand law. However, this coefficient was statistically insignificant at 0.05 error
level, given the P-value of 0.817 meaning that policy decisions cannot be based on

this variable. This result is in agreement with some previous studies that suggest that
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the lower the price of insurance the higher the expectation of demand (Hwang and
Greenford, 2005).

Table 4.0: The logit regression results from the estimated model

DEMAND STANDARD P-VALUE
FOR LIP COEFFICIENT ERROR
Income Level -4425317*** 4252497 0.000
of Policy
Holders
Interest on -.159048** 4621517 0.031
Financial
Assets

0.007
Low Cost of .1399214** 4527263
Transaction
Level of 2.156287*** 4386717 0.000
Education

**

Nature of 1035328 4743019 0.029
Employment

0.003
Age level of 1.887331** .6310986
policy holder
Family Size of 579508 9943854 0.638
Policy Holder
Inflation Rate -1.298323** 5871681 0.027
on The Market
Savings
Terms of 3474501%* 5367458 0.017
Premium
Payment
Easy Access To 7528557+ 5805833 0.005
Claims
The Level of 1397208 6054198 0.817
Premium

Legend: * p<0.01; **P<0.05 *** p<0.001

SOURCE: Researcher’s Survey Data (2015)
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4.3 ANALYSIS OF THE RELATIONSIP BETWEEN SOCIO-
DEMOGRAPHIC FACTORS AND LIFE INSURANCE DEMAND.

From the table below, it is noted that majority of the respondents (62%) were male
with frequency of 186, and the female counterparts constituted 38% of the total
respondents with frequency of 114of the total respondents of 300. This may imply
that in the Ghanaian setting it is solely the duty of men to take care of children with
little support of women. They therefore use life insurance as one means of financing
the future education of their wards and that in comparative terms the men who took
part in the survey may be more financially enlightened thantheir female counterpart.
The age category of respondents indicated that the category that has the majority is
the age group 40-50years with 38% of total respondents and a frequency of 114.This
is followed by the age bracket 51- 60years having 27.7% of the total respondents and
a frequency of 83. Respondents in the age group 26-39years and those above 60years
follow with 18.3% and 14.7% with frequencies of 55 and 44 respectively. At same
time, the respondents with the least frequency was those category of between 16years
and 25years, this constituted about1.3% of total respondents with frequency of 4 out
of 300 sampled. Literature has indicated that as individuals get closer to retirement
they become more real with life after retirement, implying that with less than fifteen
years to retirement an employee aged averagely 45 years may resort to retirement
income endowment policy so as to accumulate funds to supplement other sources of
future income. This may be one of the reasons why endowment policy is the most
preferred/purchased type of life insurance products among the respondents surveyed.
The need for life insurance is relatively low for young and single individuals whose

financial responsibilities are relatively limited. Given this background, it is expected
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that respondents aged between 16 and 25 years would show the lowest frequency and

percentage for life insurance demand.

One hundred and sixty- six (166) of the total sample of 300 respondents was
recognized as possessing tertiary level education qualification constituting about
55.3% as against 3.0% of those without formal education, with frequency of 9.
Literature has once again indicated that increase in the level of education plays a
critical role in increasing the insurance mindedness of individuals which helps them

patronize life insurance policies with high level of impartiality.

With the employment category, majority of the respondents were full time employees
with the frequency of 204, constituting 68%. This was followed by part-time
employees with frequency of 87, constituting 29% of the total respondents sampled.
Employment status has shown in some studies as indicative of people affordability
and concern about providing quality education for their wards. This may be a reason
for the high appreciation for life insurance .The result of this study has confirm this
since 68% of respondents who are full time workers may be thought of as being

capable of paying for life insurance products.

In the family size category, a family of four (4) to six (6) had the highest frequency of
141, constituting about 47% of the respondents. This figure was followed by the
category two (2) to four (4) family size with 36% of the respondents. Since one of the
key reasons of life insurance is to provide cover and financial security for one’s
offspring against financial loss should premature death of the bread winner occur, it
may be anticipated that as the number of children increases the need for life insurance
also rises all else remaining constant. For this reason, this study suggests a positive

link between household size and life insurance consumption.
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Table 4.1 Socio- Demographic Information of respondents

VARIABLES FREQUENCY PERCENTAGE
GENDER

Male 186 62.0
Female 114 38.0
AGE

16-25years 4 1.3
26-39years 55 18.3
40-50years 114 38.0
51-60years 83 27.7
61 and above 44 14.7
LEVEL OF EDUCATION

None 9 3.0
Basic 23 7.7
Secondary 102 34.0
Tertiary 166 55.3
EMPLOYMENT STATUS

Full-Time 204 68.0
Part-Time 87 29.0
Others 9 3.0
FAMILY SIZE

2-4 108 36.0
4-6 141 47.0
6-8 40 13.3
8-10 11 3.7

SOURCE: Researcher’s Survey Data, (2015).

4.4 SOME CHALLENGES FACING LIFE INSURANCE POLICY HOLDERS.

Gross disrespect and poor attitude towards customers: The figure below illustrates
respondents’ perception about customer service experience they have had with life
insurance companies. From the chart, it can be observed that 69.33% agreed that
customer care is not the best in their various institutions; this was made up of 37.33%
who agreed there is gross disrespect for customers, while 32% strongly agree.
However, 23.67% disagreed with the assertion. While 7% were indifferent about this

assertion.
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Figure 4.1.Gross Disrespect for Customer Service Ethics

SOURCE: Researcher’s Survey Data (2015)

Customers frequently queuing for customer service: The figure below shows
customers responds with respect to queuing for insurance service in the surveyed
companies. It could be observed that greater part of the respondents have the same
opinion with the assertion that there are long queues making customers spend more
hours for services. Here, about 79% agreed to this argument. This figure was made up
of 36.33% of respondents who agreed and 42.67% strongly agreeing to the long
queues argument. However 10.33% disagreed, which was also made up of 7% and
3.33% disagreed and strongly disagreed respectively. Eye witness evidence from the
business offices of life companies in the metropolis show that on daily basis
customers spend more than three hours in queues before they are served. This
outcome may have the effect of discouraging customers and increase their desire to

shift to an insurer whose services are comparatively less stressful.
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Figure 4.2: Customers Frequently Queuing For Customer Service

Source: Researcher’s Survey Data (2015)

Quality of internet/online services: The figure below represents the nature of online
services/internet services available for the consumers of life insurance products. The
analysis revealed that internet services provided to customers was not the best. From
the chart, it can be observed that about 77% of the respondents were of the view that
in general, internet services are poor. This was made up of 32.33% who agreed and
4457% who strongly agreed with the statement. Meanwhile, 19.3% of the
respondents disagreed with the assertion that internet services are poor with the
institutions; and 3.67% were indifferent, could not take any specific stance on the
argument. These responses were mostly based on personal experiences and the

location of customers/ availability and access to internet facilities.
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Poor internet services on insurance product

Figure 4.3 Quality of internet/online services.

SOURCE: Researcher’s Survey Data (2015)

Delays in claims processing at maturity: The figure below indicates the responses
on the argument of “whether there is a delay in the payment of claims at policy
maturity” from the respondents sampled for this study. From the sampled population
obtained, 72% of the respondents agreed that there are unnecessary delays in claims
processing, this was made up of 46.33% who strongly agreed and 25.67% who also
agreed. However, 17.66% disagreed with the argument, that there is a delay in claims
processing. This was also made up of 8.33% who disagreed and 9.33% who strongly
disagreed. These levels of agreement and disagreement reflect individual experiences
with claims processing in the life companies surveyed. The minimum duration (in
number of days) before claims are paid varies from one company to the other.

Respondents confess in an interview that whereas some companies pay claims within
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7 to 14 days, others do so in 30 days. Too much documentations and requirements

were cited as probable reasons for the delays in claims processing and payment.

Percent

0.33%)

T T T
Stronglly Agree Agres Mot Sure Disagree Stronglly Disagree

Figure 4.4: Delays in claims processing at maturity period

SOURCE: Researcher’s Survey Data (2015)

Transparency in service delivery: The following figure represents the level of
transparency of transactions with the institutions. The analysis revealed that there is
not enough transparency when it comes to business transactions with these
institutions. From the chart, it can be observed that about 66.66% of the respondents
were of the view that in general, there is no enough transparency in transactions with
regards to policy charges, surrender charges and how interest on accumulated fund is
computed. It also came up during interview that customers are not informed of
changes (administrative and policy specific) that may be implemented by life
companies. This was made up of 31.33% who agreed and 35.33% who strongly

agreed with the statement. Meanwhile, 25.67% of the respondents disagreed with the
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assertion that there is no enough transparency during transactions with the institutions.

Here, 7.67% where indifferent.

Percent

Stronglly Agree Agree Mot Sure Dizagree Strongly Disagree

Figure 4.5 Transparency in service delivery.

SOURCE: Researcher’s Survey Data (2015)

Administrative charges from service providers: The figure below shows customers
responds with respect to administrative charges on insurance services provided in the
selected institutions. It could be observed that greater part of the respondents have the
same opinion with the assertion that administrative charges by service providers were
on the high side. Here, only 38% agreed to this argument. This figure was made up of
13.67% agreed and 24.33% strongly agreeing to the high administrative cost
argument. However62% disagreed that the administrative charges are on the high
side; this was also made up of 16.67% and 45.33% disagreed and strongly disagreed

respectively. The reason why those strongly disagree with this may be that they do not
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actually understand what constitute administrative charges or they might not have

experienced the situation where surrender value is less than cash value accumulated.

High administrative charges from staff

B strongly Agree
Eagres
[CIDizagres

B strongly Disagree

Figure4. 6. Administrative charges from service providers.

SOURCE: Researcher’s Survey Data (2015)

The bureaucratic challenges: The figure below shows customers responds with
respect to bureaucratic tendencies with the insurance service providers in the selected
institutions. It could be observed that greater part of the respondents concur with the
assertion that there are so much bureaucratic tendencies during service delivery. Here,
about 80% agreed to this assertion. This figure was made up of 33% agreed and 47%
strongly agreeing to the bureaucratic tendencies argument. However 16.67%
disagreed, which was also made up of 8.0% and 8.67% disagreed and strongly

disagreed respectively.
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Figure 4.7: The bureaucratic challenges

SOURCE: Researcher’s Survey Data (2015)

The process of information dissemination: The figure below shows customers
responds with respect to information dissemination processes on insurance services
provided in the selected institutions. It is noted that majority of the respondents agree
with the assertion that there is poor information dissemination to customers in the
companies. Here, only 81.34% agreed to this argument. This figure was made up of
51.67% agreed and 29.67% strongly agreeing to the poor information dissemination
challenge. This was also made up of 9.337% and 5.33% disagreed and strongly

disagreed respectively.
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Figure 4.8The process of information dissemination

SOURCE: Researcher’s Survey Data (2015).
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CHAPTER FIVE

SUMMARY OF FINDINGS AND POLICY RECOMMENDATION

5.0 INTRODUCTION

This chapter sums up the outcome of this research and highlights the findings
emanated from the statistical analysis of the data. Recommendations and policy
applications resulting from the study and proposals for further research work on the

subject investigated are presented here.

5.1 SUMMARY OF FINDINGS

This research indicated that out of the three types of life insurance policies,
endowment insurance policy was the most subscribed to by customers according to
the survey conducted. This constituted about 61% of respondents’ choice in the study
and was followed by the Term insurance with 26%.Whole life insurance was the least
subscribed policy according to the survey conducted. This constituted about 12.33%
of the total respondents. It can be inferred from the demographic data that majority of
respondents (62%) are male whose average age is 45 years (38%) and who have
tertiary level of education (55.3%) — which indicate the level of awareness and
understanding of the need for life insurance as a vehicle for financial and retirement
planning. With endowment policies as savings for retirement purchased for varying
periods such as ten, twenty and thirty years, 45- year olds are more likely to subscribe
to it since it can help them provide or support monthly retirement income when they
retire in the next fifteen years. An equally important conclusion that can be drawn is
that the majority of the respondents (68%) are in full time employment- an indication

of their degree of affordability of endowment policy for the future education of their
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children all else constant. Employment status may also show how future oriented

people are and the extent of their financial sophistication.

On economic determinants, the study revealed that there is a positive relationship
between the demand for life insurance product and inflation, income and transaction
cost. The expected signs of income and inflation were met. This result is consistent
with previous studies of Redzuan, Abdul Rahman and S. F. Aidid (2009) which states
that when income increases life insurance becomes more affordable and the demand
increases. This finding is however contrary to that of Browne and Kim (1993), who
concluded that inflation and demand for LIP are inversely related. The study also
found an inverse relationship between price of insurance (the level of premium), the
level of savings and the market rate of interest on other financial assets and the
consumption of life insurance products. The anticipated signs of these variables were

met and the results followed what had been done in the literature.

Among the socio-demographic factors age, education and the nature of employment
have a significant positive influence on the demand for life insurance product. The
expected signs of these factors were met and in conformity with literature. These
findings confirm the results of Savvides (2006) as well as Truet et al (1990). The
results further showed a negative relationship between the number of children/ family
size and the demand for life insurance products. This disagrees with what others have

found in the literature.

The key challenges that consumers of life insurance products face in the Kumasi
Metropolis include poor customer care- about 69% were of the view that there is gross
disrespect for customer ethics in the selected companies; forming long queues for

insurance services also came up as a major challenge to customers, 79% of the
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sampled population agreed that queuing for longer times is a challenge to customers
of the companies; poor internet services constituted about 77% of the response.
Customers agreed that the online services are a major challenge due to poor
connectivity and insufficient customer information online on insurance products.
Others are unnecessary delays in claims payments and this was made up of 72% of
responses received from customers; lack of transparency and bureaucratic bottlenecks
which were made up of 66% and 80% of responses respectively; poor information
dissemination or insufficient information to customers creates adverse selection
condition and the problem of moral hazards in the insurance service provision. Here,

about 81% were of the view that information dissemination to customers is poor.

5.2 CONCLUSION

The study set out to explore the driversof life insurance participation and consumption
with a case study of some selected insurance companies in the Kumasi Metropolis in
Ghana, by using descriptive and parametric methodology for the research. The study
can wrap up that poor customer service, delays in claims processing, and poor
information dissemination are serious challenges facing customers of life insurance
firms. The public will demand more life insurance product/ services if education and
income levels improve generally in the economy. Consumers will demand more
insurance product when they can enjoy flexible terms of premium payments and have
easy access to claims at maturity period. However, insurance premium/prices and
individual family size are not major determinants of demand for the insurance

product, according to the study conducted.
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5.3 POLICY RECOMMENDATION

Based on the objectives and outcomes of the study, management of life insurance
companies must introduce practical procedures and action plans that will increase the
demand for their products so as to expand their market shares and premium income.
In view of this, the following recommendations are put forward for management

consideration.

The study recommends that customer services be improved through improvement in
communication and information flow to customers, addressing customer queries
appropriately and on time, hiring customer service and marketing professionals,
continuous training of sales agents by companies offering insurance service for higher
customer satisfaction and loyalty. The notion that serving the customer is a “favor” to
the customer must be discarded. Customer service must be seen as a special feature of
the company’s image which can help increase market share and volumes of

transaction for higher profits on the insurance market.

The endowment policy and terms insurance are the most preferred choices by
customers for now. It is therefore recommended that other insurance products like
whole life insurance and others must be redesigned with more attractive features to
attract customers or improve customer satisfaction; this in the long run increase
customer base and improve profit level, as the current subscription is mostly on the

endowment which alone attracts about 61% of customers.

Income and the level of education were identified as significant factors influencing
the demand for life insurance product on the insurance market, it is therefore
recommended that in an attempt to market the product to the prospective customer, a

marketing strategy should be designed to be able to identify the regular income
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earners and those with formal and higher education. This will help increase
subscribers and market share. However, the size of family and the price of insurance
have no significance influence on the demand for the insurance product; customers

will subscribe when there is value for money.

Unnecessary delays in claims payment customer unfriendly premium payment terms
came up as a major disincentive to customer. The study therefore recommends that
mechanisms be put in place to reduce days/time of claims processing and make terms
of premium payment more attractive and flexible to customers. This will help
improve customer satisfaction and also have the potential to attract more customers to

the insurance market.

5.4 SUGGESTION FOR FURTHER RESEARCH

The study suggests that additional investigations must be carried out onhow portfolio
diversification and information asymmetry affects profit levels on the insurance
market. Other areas of life insurance that should be investigated include: Market
forces, hindrances and challenges confronting the growth of life insurance business in
Ghana. It is also worthwhile to investigate the condition of national policy and
regulation on life insurance activities in Ghana? Factors that affect life insurance
quality, consumer satisfaction and behavioral intentions may also be investigated.
Another area worthy of research is life insurance business and economic growth in

Ghana.
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APPENDICES
APPENDIX |
KWAME NKRUMAH UNIVERSITY OF SCIENCE AND TECHNOLOGY

COLLEGE OF ART AND SOCIAL SCIENCES
KNUST SCHOOL OF BUSINESS
(DEPARTMENT OF ACCOUNTING AND FINANCE)
QUESTIONNAIRE ON THE TOPIC:

THE DETERMINANTS OF THE DEMAND FOR LIFE INSURANCE
PRODUCTS IN GHANA (A Survey of Selected Life Insurance Companies in the
Kumasi Metropolis).

This research is being conducted in partial fulfillment of the requirements for the
award of Master in Business Administration degree (KNUST School of Business).
All information received would be used only for academic purposes and treated with
strict confidentiality. Please tick in the box v Where appropriate

.You may also be required to complete the open ended questions in the spaces
provided. Thank you.

SECTION A: DEMOGRAPHICS

1)Age a)16-25[ | b)26-39 [ ]|c)40-50 [ ])51-60 e) 61+
2)Sex a)Male [ | b)Female [ |

3) Level of Education: a) None |:|b) Basic |:|c) Secondary |:|
d) Tertiary [ |

4) Marital Status: a) Married |:|b) single |:}) divorced |:|
e) widowed [ ]

5) Status with institution: a) Management Staff [ |b) Customer [ |

6) Occupation/ Employment Status: a) Full Time Job b) Part Time Job ~ ¢) Any
Other (Please SPecCify)....ceeeeeeaiiuiieiiiiaiieeieeeienteasessessnsossessessnsessssnsansonces

7) Number of Children /Family Size: a) 2-4 b) 4-6 C) 6-8 d) 8-10
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SECTION B: DETERMINANTS OF LIFE INSURANCE DEMAND

This section tries to measure/assess the major determinants of the demand for life
insurance products in Ghana. Please indicate with YES or NO the degree of your
agreement or disagreement with the following statements by ticking the appropriate

number against each question using the scale between zero (0) and one (1) below.

8) Do you hold a Life Insurance Policy with any life insurance company? YES =1 [ |

No=0[ |

9). If YES, What type of life insurance policy do you have? Please tick as many as

applicable.
A. Endowment Policy (meant for savings purposes like education, retirement etc)

B. Term Insurance ( provides a certain amount of life insurance coverage for a

specified maturity period say lyear, Syears, 10years etc.

C.Whole Life Insurance (provides lifetime protection —ie promises “till death do us

apart”)

Which of the following is/are the major determinants for your decision to buy
the life insurance policy with the company? Please tick as many

reasons/determinants as applicable.

YES NO

10) Income level of policy holder =1 DO |:|

11)Market rate of interest on financial assets =1 | ) | |
12) Low level of transaction cost of insurance (time and liquid cash) =1 | | =0 | |
13) Level of education of policy holder=1 | | =0| |
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14) Nature of employment of policy holder

15) The age level of policy holder

16) Family size of policy holder

17) The prevailing inflation rate on market

18) Current level of savings from income

20) Easy access to customer claims when due

19) Flexible terms of premium payment

21) The price (premium level) of insurance

:1|:|

=1

[ ]=0

0

Joubbgdr

SECTION C: This section tries to evaluate some of the challenges facing Life

Insurance Policy Holders. Please indicate the degree of your agreement or

disagreement with the following statements by ticking the appropriate box against

each question using the Likert Scale below from the table below.

ITEMS

Strongly
Agree

Agree

Not
Sure

Disagree

Strongly
Disagree

22

Gross  disrespect and
poor attitude towards
customers

23

Frequent queuing for
customer services in the
company

24

Poor online/internet
services for customers
on insurance products

25

Unnecessary delays in
claims payments when
policy matures and
claims are due
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26 | Inadequate
transparency and
accountability in
service delivery.

27 | High administrative
charges from
companies

28 | Bureaucratic
bottlenecks

29 | Poor information
dissemination to
customers.

THANK YOU
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APPENDIX 11

DESCRIPTIVE TABLES

DEMOGRAPHICS

Age
Cumulative
Frequency |Percent Valid Percent |Percent
Valid 16-25 4 1.3 1.3 1.3
26-39 55 18.3 18.3 19.7
40-50 114 38.0 38.0 57.7
51-60 83 27.7 27.7 85.3
61 and above |44 14.7 14.7 100.0
Total 300 100.0 100.0
Sex
Cumulative
Frequency [Percent Valid Percent  |Percent
Valid Male 186 62.0 62.0 62.0
Female |114 38.0 38.0 100.0
Total 300 100.0 100.0
Level of Education
Cumulative
Frequency |Percent Valid Percent |Percent
Valid  None 9 3.0 3.0 3.0
Basic 23 7.7 7.7 10.7
Secondary |102 34.0 34.0 44.7
Tertiary 166 55.3 55.3 100.0
Total 300 100.0 100.0
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Employment status

Cumulative
Frequency |Percent Valid Percent |Percent

Valid Full-Time 204 68.0 68.0 68.0

Part-Time |87 29.0 29.0 97.0

Others 9 3.0 3.0 100.0

Total 300 100.0 100.0
Number of children/family size

Cumulative
Frequency [Percent Valid Percent |Percent

Valid 2-4 108 36.0 36.0 36.0

4-6 141 47.0 47.0 83.0

6-8 40 13.3 13.3 96.3

8-10 11 3.7 3.7 100.0

Total 300 100.0 100.0
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APPENDIX 111

LOGIT REGRESSION RESULTS

logit holdpolicl incomel intassetl costransl educal emplynatl agel famsizel
inflationl savingsl flextmsl claimsl inspxl

Iteration 0: log likelihood = -169.79029
Iteration 1: log likelihood = -141.96235
Iteration 2: log likelihood = -140.03666
Iteration 3: log likelihood = -140.0173
Iteration 4: log likelihood = -140.01729

Logistic regression Number of obs 300

LR chi2 (12) = 69.55

Prob> chi2 = 0.0000

Log likelihood = -140.01729 Pseudo R2 = 0.7754
holdpolicl | Coef. Std. Err. z P>|z| [95% Conf. Interval]
_____________ +______________________________________________________________
incomel | .4425317 .4252497 1.04 0.0001 .276006 .3909424
intassetl | -.159048 .4621517 -0.34 0.031 -.7467526 1.064849
costransl | .1399214 .4527263 0.31 0.007 .027249 .7474057
educal | 2.156287 .4386717 4.92 0.000 3.016068 1.296507
emplynatl | 1.035328 .4743019 2.18 0.029 .1057139 1.964943
agel | 1 .887331 .6310986 2.99 0.003 3.124262 .6504006
famsizel | .279508 .5943854 -0.47 0.638 -1.444482 .8854659
inflationl | -1.298323 .5871681 2.21 0.027 .147495 2.449152
savingsl | -.1801888 .4802272 -0.38 0.708 -1.121417 .7610393
flextmsl | .3474501 .5367458 0.65 0.017 1.399453 .7045524
claimsl | .7528552 .5805893 1.30 0.005 1.890789 .3850789
inspx1l | -.1397208 .6054198 -0.23 0.817 -1.326322 1.04688
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