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The life insurance sector is an important sector of the economy all over the world.
Life insurance provides the economy and the individuals as well, a variety of
Jfundamental financial services.
Regardless the importance it has all around the world, life insurance marfket in
Albania is still underdeveloped comparing not only to the Western European
countries, but to the region countries as well. The comparative analysis of
insurance market is carried out by means of two indexes: insurance density and
penetration index. The life insurance market in Albania is facing several
problems which will be further explained in the paper, together with some
recommendations to be taken in account by Albanian insurance companies and

the Albanian government as well.
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Introduction

The financial system of an open market economy is based on three
fundamental pillars: banking industry, insurance industry and stock
market. The Albanian financial system is a bank based market i.e. the
most developed financial institutions in Albania are the commercial
banks. According to the Financial Stability Report of Bank of Albania,
total assets of the financial system at the end of 2009 are assessed to
be close to 82 percent of GDP. The share of the banking sector has
reached 77,5 percent of GDP. The assets of the bank sector account
about 95 percent of the total financial system assets. While the assets
of the non-banking financial institutions present only 5 percent of the
total. Non-banking financial institutions include all financial
institutions not defined as “bank” according to the law “On banks in
the Republic of Albania” i.e. financial institutions which are licensed
by the Bank of Albania and do not accept deposits from public. The
non-banking financial institutions are supervised by the Financial
Supervision Authority, established in 2006. Among the non-bank
financial institutions, the most developed are the insurance companies,
while the others have an almost negligible share in the system’s total.
According to the figures reported by the Bank of Albania, it is
estimated that the total assets of insurance and re-insurance companies
has shared about 1,5 percent of GDP. Comparing to the previous
years, this figure is quite grown up.

Methodology and data set

The insurance market is under the supervision of the Albanian
Financial Supervisory Authority. In this paper, the insurance market is
examined based on the insurance premiums written by the Albanian
insurance companies. The data have been collected from the periodic
publications of the AMF. In order to give a complete view of the
insurance development in selected countries, we have analyzed two
indicators: the insurance density rate and the insurance penetration
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rate. These indicators are calculated for the whole insurance market
and for the both lines of insurance, separately.

The Albanian insurance market is analyzed in comparison to the
insurance market in the other countries of the world, especially in the
region. The most part of the insurance data is collected from the
reports and materials published by Swiss Re Company, via Sigma
reports.

Importance of life insurance all over the world

If we have a look at the world statistics, we observe that the ratio of
the premiums written by the insurance business to the GDP were
about 7.01 percent in 2009. More specifically this ratio was higher in
life insurance business (4.03 percent) and less in non-life insurance
business (1.12 percent). In absolute terms, in 2009, more than 4,000
billion dollars were written by insurance contracts or about 600 dollars
per capita, of which 57,5 percent are written by life insurance contracts
and the rest by non-life insurance contracts. The most part of the life
insurance premium are written in Europe (39,44 percent), followed by
North America (30,46 percent) and Asia (24,58 percent). Life
insurance provides the economy and the individuals as well, a variety
of fundamental financial services (Unctad, 2000) as:

First, the life insurance products stimulate the long tern savings and
reinvesting of large amount in public and private sector of the
economy. As part of the financial intermediaries, life insurance
companies became an important long term source of funds,
influencing the development of capital markets.

Second, under the circumstances of urbanization growing, movement
of the population and the formalization of the economic relations
between individuals, families and communities, the life insurance
represents a necessary device to manage the risk and uncertainty of
our life. Therefore the life insurance may play an important role in
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providing financial security to the individuals and to the national
development through the accumulation of private savings.

The insurance market size may be measured by two indicators:
insurance density rates and insurance penetration rates.

Insurance density rates measure the premium volume in relation to the
country’s population i.e. how much money per capita is annually spent
on insurance products. It shows how important is insurance spending
for the citizen of each country and how this spending has been
changed during a certain period of time. For comparison sake, all the
premiums are converted in USD dollars.

Europeans spend more on insurance products. Referring to the Swisse
Re data, in 2008 (Figure 1), United Kingdom, which is ranked the first
regarding to the density rate, has spent about USD 7,000 per capita.
More then 80 percent of this amount is spent on life insurance
products. Among the new BE member states, Slovenia has the highest
density rate: about USD 1483 per capita. Almost 32 percent of that
amount is spent on life insurance products.

Figure 1
Insurance density rates in EU countries
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Insurance penetration rates measure insurance premium volume in
ratio to the GDP of each country. As the premium volume and the
GDP may be expressed in the same currency, this rate is not subject
of the exchange rate variation, as the density rate is. The insurance
penetration rate measures the volume that the insurance business has
on the domestic economy of a given country. It shows the significance
of the insurance sector within the economy activity.

As the Figure 2 shows, all the observed CEE countries have on the
average an insurance penetration rate of 2.44 percent during the given

petiod.

Again Slovenia holds the first place. It has the highest penetration rate
among the CEE countries — about 5.31 percent on average for the last
seven years and 5.8 percent in 2006. In comparison to the other
European countries, Slovenia has passed over countries like Spain
(5.4%), Norway (4.6%) and Greece (1.8%), which has the lowest
penetration rate in EU, after Romania (1.7%).

Figure 2
Insurance penetration rates in EU countries
Sovenia r |
CEE

EU, 27 countries |
EU, 15 countries F |

Europe F—‘

1 : : : ‘ |
0.00% 2.00% 4.00% 6.00% 8.00% 10.00%

0O Total insurance @ Life insurance @ Non-life insurance

Source of data: “Sigma” Swisse Re, 2009

Year XIV, no. 39 March 2011



The Romanian Economic Journal

Overview of the life insurance market in Albania

Insurance market in Albania is still underdeveloped comparing not
only to the Western European countries, but to the Eastern European
countries as well. In our opinion the fundamental reason of this
situation is the total closing of Albania during the communism period.
Albania is the last country where the state lost his monopoly in the
insurance market. In comparison to the region’s countries, Albania has
the lowest penetration and density indexes as shown in the Figure 3
and Figure 4.

Figure 3

Insurance density rates of the countries in Balkan’s region
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It can be easily observed that Albanians, followed by Kosovo’s people
have spent less on insurance products. In 2008, Albanians have spent
no more than USD 20 per capita. While Bulgarian have spent about
USD 144 per capita, or seven times more than Albanians.
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Figure 4

Insurance penetration rates of the countries in Balkan’s region
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Source: Crans Montana Forum — Non-banking financial sector in Albania, May
2008

The lowest penetration indexes in the region regard to Albania and
Kosovo, respectively 0.58 percent and 0.61 percent.

During the first decade of the transition period, the cornerstones of
reform in the insurance sector in Fastern Europe have been the
abolition of state insurance monopolies, the deregulation of the
market entry for foreign insurers and the establishment of an effective
supervisory framework for the insurance industry. In 1999, Insig in
Albania was the last comprehensive state monopoly to fall in Central
and Eastern Europe; in all the other countries of Central and Eastern
Europe the state had no more the insurance monopoly, even the
former state monopolists have lost ground particulatly to new
subsidiaries set up by financially strong foreign insurance groups
(Sigma, 2001). The foreign insurance investors entered in Albania,
only in 2007, with the substantial participation of “Aspis Holdings
Public Company Ltd” with 51 percent in “Interalbanian” insurance
company. It was followed by the participation of “TBHI Financial
service Group Amsterdam with an amount of 75 percent plus one in
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“Sigma” insurance company and “Uniqa Intrenational Beteiligungs-
Verwaltings GmbH” with 45.62 percent in “Sigal Holding™.

As mentioned above, only nine years after the transition period
started, the two first private insurance companies were licensed (Sigma
and Sigal). Actually there are operating ten insurance companies: seven
of them are non-life insurance companies, two of them are life
insurance companies and one of then is operating both activities — life
and non life insurance.

During the last decade a qualitative legal base is created, which settles
the right and the obligations of the parties i.e. the insured and the
insurer; the classes and the types of insurance coverage have been
expanded; a favorable environment for operations is created; the
market is opened to the foreign insurance companies; the conditions
and the possibilities of reinsurance with foreign reinsures as an
necessary operation to protect the interests of the insured have been
established, etc. The significant progress of the insurance market
during the last ten years may be noticed from the statistics ( Figure 5).

Figure 5
Evolution of Albanian insurance market in last ten years
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In 2009, the total premiums paid by Albanians are almost four times
higher than in 2000. We easily observe that the distribution of
premiums volume between two activities of insurance is not uniform.
Within the insurance activity, the non life sector continues to be the
major source of the premium revenues. The most part of premiums
are written in the motor insurance, due to the large number of vehicles
owned by the citizens and due to the fact that this kind of insurance is
a compulsory one. All the same, some of the insurance companies rely
on the motor insurance not only to increase the premium revenues,
but to make known to the consumers the other products as well,
hoping to rise up the level of the nation’s insurance culture. In 2009
about 91 percent of the total premiums are written by the non-life
insurance contracts. In spite of the increase and the great potential of
the life insurance market, it still shares about nine percent of the total
insurance premiums volume.

However the growth rate is higher in life insurance than in non-life
insurance business. It is 8.87 percent in non-life insurance and 39.79
percent in life insurance (Figure 6). This fact points out that there is a
good potential for life insurance industry to grow up in the future.

Figure 6
Annual insurance growth rate in Albania during last five years
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The life insurance contracts written by the Albanian insurance
companies are term insurance type, with a maximal deadline of one
year, and yearly renewable. While in other countries, especially in
developed countries, there is a great variety of types of insurance
policies that are well suited to the costumer preferences. According to
the statistics of AMF, the number of life insurance contracts which
indemnify only in case of death is very low.

Some of the problems faced by life insurance market

The life insurance market in Albania is facing several problems, as an
emerging country:

- Life insurance products and services are offered to the clients on
facultative basis, i.e. the life insurance polices are not compulsory
ones. Such a thing explains the slow evolution of the life insurance
market in comparison to the non-life insurance market.

- At the beginning of their activities, life insurance companies can not
foresee a high growth rate of return or a rapid increase of the client’s
number. This phenomena has occurred in other country too. But it is
more evident in Albania, because Albania is a small market. The
limited number of customers is another reason for the limitation of
the investments performed by the life insurance companies, because
the insufficient amount of funds at disposal.

- Because of economic instability during 90’s, the Albanian investor
has been more interested in short term investments rather than long
term ones. The life insurance policies are contracts that cover a long
period of time.

- While Albania is partially depending on informal finance, there are
great difficulties to forecast the cost of inflation and the interest rates
in a long run period. Therefore the insurance companies are
controlling themselves to supply insurance coverage in long run

petiod.
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- The lack of rating agencies, which are specialized in risk evaluation
and risk classification, is especially more evident to this sector of
economy.

- The economic level in Albania is very low. As result the incomes and
the saving of the most part of population are very low. So it is very
difficult that Albanian consumer takes in consideration such policies
as investment.

- The Albanian investor’s mentality and culture is far away from the
European citizen’s mentality. He still does not like to think over
investments related to a possible disaster in his future life.

Recommendations for Albanian life insurance companies

Despite the above mentioned difficulties, the actual conditions and the
world practice induce us to think that it is just the time for insurance
companies to offer several products according to the costumer
preferences. Regarding this issue, we have expressed some
recommendations as follows:

- Annuity contract is an insurance policy that promises to make a
series of payments for a fixed period or over a person’s lifetime. Life
insurance policy has its principal mission - the creation of a fund. On
the other hand, an annuity has its basic function - the systematic
liquidation of a fund (Skipper, 1996). Despite the difference in their
functions, annuities are simply another type of insurance, and both life
insurance policies and annuities are based on the same fundamental
principles. Through annuities, the life insurance companies may
participate in the reform of the social insurance system. Since after
1990, the Albanian citizens are ware of inadequacy of the state pension
benefits. They have to save a part of their incomes for the future
needs. Conducting a more active susceptible campaign, they may be
able to attract the savings of citizens by means of the specific products
designed according to the customer’s needs.

Year XIV, no. 39 March 2011



144

The Romanian Economic Journal

- The life insurance policies have a saving or investing element. The
supply of cash value policies or endowment policies may be interesting
tor the Albanian customer. Buying this kind of insurance police, he
will be indemnified in case of occutrrence of the insured event and in
case of survival he would receive back the face value and the interest
as well. The insurance companies would highlight this feature in order
to call the attention of the potential customers.

- As the most part of the individual’s savings is deposited to the bank
accounts, another possibility is the combination of the life insurance
products with bank products. For example instead of the earned
interest or a lower interest rate, the bank may offer a life insurance
police to the depositor.

- The demand for education is growing. Actually in Albania, there are
a lot of private high schools and universities. Therefore we think that
the endowment polices may be a solution to the parents who wish a
good education for their children. In contrast to a life insurance police,
an endowment insurance police promises not only to pay the police
tace amount on the death of the insured during a fixed period of time,
but also to pay the full face amount at the end of the term if the
insured survives. In developed markets there are sold juvenile
endowment polices, which are designed to cover the expenses
associated with a child’s education.

- Life insurance companies may collaborate with non-life insurance
companies, in order to make known to their customers, the products
they offer. The life insurance products may be offered together with
the non-life insurance product within a package. For example the life
insurance police may be offered in a package with the auto insurance.
This kind of strategy is followed by the insurance company “Sigal
Holding” which offer a package called “Vip package”. The “Vip
package” insurance polices cover the insurance of the auto, the home
and the individual’s life.
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Recommendations for Albanian government

The government and the supervision and regulation entities as well,
should have more impact in the evolution of the insurance market,
considering themselves not only as supervisors but as partners for a
permanent progress of the life insurance companies. We recommend
them to focus on these directions:

- The design of a specific legislation for the life insurance industry

The design of a specific legislation for the life insurance sector
according to the international standards is a necessity in the Albanian
market, as the life insurance business and non-life insurance business
should be legally conducted by separate insurance company.

- Liberalization of the investments performed by the life insurance
companies

Actually, the investment possibilities of the life insurance companies
are limited by the law. Certainly, this limitation is in the interest of
police holders because it helps to reduce the investment’s risk. But on
the other side, such conditions decrease the return rate earned by the
investments of life insurance companies. Actually we know that the
major source of incomes for a life insurance company is the
investment’s income. We think that the life insurance companies
should be permitted to expand the investment’s range in financial
instruments issued by private subjects traded in regulated international
tinancial markets. Therefore, they will have the possibility to earn
more.

- Establishment of rating agencies

It is almost impossible for the average person, on his or her own, to
asses the financial position of an insurer. Insurance buyers need this
type of information if they want to make good decisions. In Albania,
this kind of information is taken by informal means, i.e. by a friend,
cousin or a relative. As result there is a need for institutions or
agencies which are specialized in financial evaluation of insurers. The
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insurance companies are rated by these agencies according to the level
of risk they present. The ratings issued by rating agencies represent
their opinions of the insurer’s financial condition and its ability to
meet its obligations to their police holders.

We think that initially, the rating of insurance companies may be done
by an independent public body like Financial Supervision Authority.
Then the rating may be transferred to an international rating agency.
The rating may be arranged by a legal provision or by a rule issued
from the Financial Supervision Authority.

- Legal generalization of the life insurance contracts

Actually in Albania, each insurance company designs its own contracts
and the contract conditions are approved by the Financial Supervision
Authority. The potential insurance buyer finds difficult to read and
then compare the contracts of different insurance companies. In order
to make possible the understanding of various insurance contracts, it
will be better that at least the general conditions, which include the
rights and obligations of the parties, be standardized among various
insurance companies.

- Tax incentives implementation

Often the individuals have to be motivated in order to accumulate
savings in long run period. The consumers have the trend to be
nearsighted. Therefore, as the experience of other countries (especially
the countries of Eastern Europe) shows, the government should
provide tax stimulants in order to incentive the process of fund
transferring, especially relating to the savings product for older age.
The tax facilities may be the type of premium deduction from the
taxable incomes; preferential tax treatment of the revenues received
from polices during or at the maturity of the life insurance contract;
and tax facilities for life insurance company itself.

- Acknowledgment of the life insurance companies as partner in the
reform of the social insurance
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The government may induce the growing of the life insurance
companies, clearing up that it would like to have them as long run
partners in pension provision. If the government will have the will to
transferee a part of its traditional responsibilities to the private sector,
the life insurance industry will certainly be one of the main partners
during this process. A well defined partnership philosophy associated
with a suitable long run strategy, which is not going to be changed as
the governments change, will encourage the investment from life
insurance industry, both domestic and foreign insurance companies.

- Insertion of obligatory devices

Since our country is still at the initial stage of the evolution of the
insurance market, especially the life insurance sector is
underdeveloped, some obligatory devices or compulsory elements may
be inserted. These mechanisms may be successfully operate for that
kind of aspects of the humans life, which are more exposed to the risk
of death (the death is a certain event, but the time of death is
uncertain). Therefore we think that the government should intervene
in order that some kind of coverage became compulsory, i.e. the life
insurance should necessarily be purchased by the employers of
coalminers, professions that are highly risky, as the recent events in
Albania have made it evident.

- Institution of a reliable data base

The compilation of the statistic data related to the frequency and the
severity of the losses is an important factor to be considered for the
calculation of the reserves and premium rates. The only institution
which produces a partial statistic data is INSTAT, a state owned
company. Actually, the Albanian insurance companies are relied more
in the data base supplied by their reinsures because of the lack of the
credibility of the data printed by Instat. In the developed countries the
life insurance companies are based on the data compiled by
themselves, because the have a long history of insured lives.
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It is important that the rates be calculated based on an accurate and
reliable data base. The establishment of a data base is the responsibility
of the government, which has to collaborate with the insurance
companies as well.

- Education of the consumer base

Finally, the government may induce the promotion of the life
insurance sector motivating more the understanding of financial
planning and the personal saving through education. Such a thing may
be achieved by including this subject in the curricula of the schools
and universities. The increase of the knowledge and the conscience of
the population may be accomplished with the assistance of the
insurance companies, which may sponsor and supply with materials,
according to the indications of the Ministry of Education.
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