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INTRODUCTION

The life insurance industry plays @ major role in the economic devslopment of the
Barbadian economy. Beskdes mobiiiging and allocating domestic financial resources, it alse
provides protection for individuals from the risk of ecopomic loss. 1n spite of the importance
of this industry, apart from the sfforts by Francis {1977 Worrell and Prescod (1983), Craigwell
and Haynes (1987 and Wood (1992) there has been little discussion on its performance in the
Barbadian society, Moreover, Worrell and Prescod and Wood gave it only scant mention in
their general review of the post-war financial sector and Francis was mainly conterned with its
macrocconomic significance over the period 1972-1877. Craigwell and Haynes (1987) focus on

establishing & demand for life tsurance function.

The purpose of this paper is to update and extend previous works done on the life
insurance indestry in Barbados. In partfcular we not only leok at the macro-gconomic
significance of the industry but we also discuss factors affecting growth and development since
1964, In this regard then ;his paper fills the existing void in the financial cconomic Hterature
of Barbwdos. e addition it is hoped that our results will contribute to the comparative siudy of
fizza;lca and development in the Carlbbean®. In section 11, we outline the naturs and development
of the industry. Factors affecting the growth of the industry is presented in,section 111, followed

by a discussion of the macro-cconomic significance of the industry in section IV, The final

section relates to concinding remarks,



[I. TRENDS INTHE LIFE INSURANCE INDUSTRY

The life insurance industry is one of the largest private sector financial institutions in
Barbados, ranking second only to the commercial banking sector. The Barbados Mutual Life
Assurance Society, established since 1840, was the first local life insurance ccmpany to begin
operations in Barbados. In 1964, the number of fife insurance companies jn Barbados grew o
about 15. Today there are 12 such registered companies with foreign participation representing
about 70%. Although the number of jife insurance companies operating singe 1984 has
declined’, other indicators {eg size of assets), suggest that life insurance business has grown
remendously. Table T shows that total assets grew from $12.2 million in 1964° to $227.1
milion in 1985 to 500.5 in 1981, percentage incremses of 1861,3 and 220.4, respectively, In
fact, assets rose by an average 15 percent per anmum over the review period 3964-19§ i. Inreal
term, assets aagmented from (.94 in 1964 10 3.92 in 1991, a jump of 3.17 per cent. Morzover,
it is estimated that about one-fourth of the adult popuiation in Barbados owned a life insurance
policy in 1984 compared 1o about one out of every eight in 1964% This reflects the increasing
usage of policies as collateral {the number of policies rosa by 4.7 percent between 1975 - 1984),

the streagthening of the intermediation process iself, and the general riss in incomes.
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Table It TOTAL ASSETS AND PREMIUM REVENUES AT LIFE
e JNSURANCE COMPANIES (3 MILLION: 1964-1991

}

| 1964 | 197t | 191 | 198s 1991
Hormal ‘
Total Assels: 2.z 28.7 §3.4 221.1 00,5
Real Tots] Assets 0.9 1.5 16 2.3 38
Premium Revenues: 3.0 T4 162 38.9 758
Gross Domestic Product; 150.0 21,5 84,4 2180.6 28024
Source: Financial Statistics, Barbados Statistical Service and Annual Statistical Digest, (enial

Baunk of Barbados, various issues,

Another indicator of the growth of the life insurance indumstry is the ratio of new policies
to discontinued policies. It is estimated that this ratio for the period 1975 - 84 iz about 2.9
suggeating that the life insurance ipdustry is expanding. The number of discostinued policies,
measured a5 the number of discontinued policies o those in force at the end of the previous year
is depivted in Table 2. It'is estimated that 7% of all policies were discontinued between 1979
~ &1, this compares with about 8% between 1982 - 84°, The increase in the termination of
policies resulted mainly from the build-up of assets of policy loans. Individuals tend 1o borrow
on their policies when market interest rates rise above the fixed rates payable on policy loans.
it is often cheaper to discontinue these policies when arrears build up and purchase new

ingurance than w erode the coverage on existing polivies.  In addition, termination of policies



can be atractive a3 the principal repayment is not mandatory and this individuals are able 1

maintain thelr discretionary income.

Table 2:
Average Value (BDS$)
%
) New Policies Discontinued Al Discontinued
Period Policies Policies All Palicies,,
1978 27340 17957 20363 n.g,
1979 34109 23628 22253 7.2
1980 37406 22658 24818 7.0
1981 40268 27442 27278 6.9
1982 44208 32732 25188 8.4
1983 45182 33911 30666 7.6
1984 44472 A0285 31503 6.9
Somrce: Anmual Statistical Digest, Central Bank of Barbades, varions issues. SR
Note: n.a. - 1ot available.

sl
Changes in the size of preminm income also provide a good numeraire for measuring
R sk LA R VA
growth. Total premium revenues expanded at an average asnual rate of 12‘36‘ frmjn 53 million
R N T T
in 1964 o $38.9 million in 1985 w $75.8 milion in 1951 (ee ’i‘ab!e 1) As g perccrmg& af

g U MLt

GDP, life insurance premium receipte were 2.6 in 1991, 1.2 in 1985 mmparaé to 1.6 in 1978

g

and 2,2 in 1971, ‘This suggest that in recent times, premiwm revenue o GDP has been
increasing. Howéver, the growth in preminm income has been less than proportionate 1o the rise
in insurznce coverage and while there is no available data on movements in premium rates it is
reasonable to agsume that this wend partly reflects a younger chentele, This trend could also

reflect e different types of insuranze. Some people prefer cheap term Insurance 1 collateralise |

mortgages. Data on different types of insurance is unavailable. 408
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The role life insurance companies play in an sconomy and the manner in which insurers

meet their responsibilities are largely determined by the environment in which they operate. In
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In 1964 37% of the population lay betweeit T5-45 Sears ol comtparid with ST% 1o 1955
and 65.7% in 1990. This growing proportion primarily consists of people who are beginning
to establish families and careers and hence are acquiring greater finaneial regpongibilities. Thig
group provides 4 growing market for Hfe insurance since generally these people wish to protect
their famities aml growing financial resources. Table 3 shows the distribution of the population

in Barbades by age groups for the vears between 1964 and 1990,



Table 3: DISTRIBUTION ©OF THE BARBADOS POPULATION Table 4: MARRIAGES, DIVORCES AND DEATH RATE IN BARBADOS
e ACCORDING  TO AGE GROUP (thousands) — e FOR SELECTED YEARS
Age Group Year | 1964 | 1971 | 1976 | 1978 | 1980 | 19&s | 1987 | 1oo1
Years 05 5-15 15.4% 45.65 a5 Total Death Rawe 8.8 8.3 8.7 8.4 8.1 g4 8¢ 9l
1964 125 623 90.0 a7 16.3 2427 Marriages ¢09 W 724 na. 1057 8. na. L
191 5.5 6.1 93.7 0.9 0.6 2438 Divorces 76 109 114 n.A. 185 n.a ni B
1978 2.0 53.5 114.7 38.9 2.6 252.7 Source: Barbados Economic Report, Barbados Statistival Service Annual Statistical Ahstract and
1985 24.3 46.0 146.1 5.7 26.7 268.8 Barbados Report on Vital Statistics and Registration, various issues.
19%0 19.4 42.6 1263 38.3 304 257.1 Naote: na - not avaiishle,
Source; Aunnval Statistical Abstract, Barbados Statistical  Service, various issues,
The above argument, however, may loose some validity for people who are 50 10 70
Nute: Draft estimates based on provisional 1990 eensug data.

years old. This age group is less imterested in buying Life insurance since they have fewer

concerns about the econonic losses caused by unexpected death, Le. their children have grows,

The declining death rate prior to 1977 {see Tuble 4}, through its impact on cost of fife
insurance, may have also stimulated Life insurance sales®, This cost is based, in part, on the
mortality rate, which if declining among insureds, mean that insurance companies receive fewer
clalms, and more insureds are alive for longer perieds of time to pay for the cost of insurance,
Therefore the cost of insurance can be reduced, which makes life insurange more attractive and

more affordable for a larger numbsr of pecple.
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their houses are paid for, and so on. Nowadays this group is becoming more interested in
guaranteeing that they have enough money to live adequately in their old age. In response 1o
their needs, lfe insurance companies have developed many forms of annuities which may be
used in retirement plans. Annuities have risen from 30.4 million in 1971 o 32.7 million in

1975, $7.3 in 1984 o 10.9 million in 1991,

More marriages end in divorce toxday than 27 years ago. [n 1954, 8.36% of ol
marrizges ended in divorce compared with  {Tuble 43, Since divorce usddlly leads to 2
disrapiion of family’s financial condition, increasing divorce rate can lave a significant effect

on life insurance companies. Frequently, the divorced man and weman need to economise in



order to live adequately. This oftentimes means that life insurance policies are sutrendered or

allowed w lapse,

More women are workisg aow than ever before. In fact, women made up about 49.2%
of the employed lebour foree in Barbados in 1991, 9% more than in 1975 when the earliest data
is available {(see Table 5). This statistic sugpests that thera are now more famities with two
incomes, hence greater disposable income than families of carlier decades, Thus, families are
more copcerned with financial planning and management and this makes them likely iosurance
customers. i addition, life tasurance companies have been responding by providiog inswrance
products such 23 joint Hfe insurance and joine annuities, which are specifically designed for thess

two-income families. Data on the breakdown of type of Insurance policy is usavailable.

Table 5: EMPLOYMENT BY SEX 1970-1984 (000 PERSONS)
Male I Female Total
1975 48.7 33.4 82.1
1977 528 34.2 87.0
1984 532 39.9 921
1991 54.1 45.4 [01.5
1992 313 44.8 G6.1

Source:  Annual Statistical Digest, Contral Bank of Barbados, 1993

21

CHANGING ECONOMIC FORCES

Changing economic eoaditions can greatly kinder or aid the life insurange indusiry, Prior
te 1973, life inswrance companies operated in a fairly stable eeopomy. During this period of
soconomic stability, interest rates on the cash value of whole life insurance policies is estimated
ta be about the same rates that commercial banks paid on their customers® accounts. Therefore,
the cash value of life insurance policies provided a savings vehicle that was competitive with the
savings vehicles of other financial institutions and life insorance customers tended 1o keep their
policies in force. Such policies also provided insurance companies with 2 predictable scerce of

money that they could invest 1o ¢arn more mongy both for themselves and their customers,

Post 1971 witnessed a perisd of Intense world wide inflation which increased the cost of
using money and henee forced up interest eates sipnificaatly. This sitvation could have adversely
affected the life insurance companies in several ways, Since these companies had millions of
dotlars invested in long-term, low-interest investments and the interest income earned remained
relatively smble, they werg operating af 2 great loss. Second, and simultanecusly, policy swners
may surrender their policies as well as borrow on the cash values of their {ife insurance policies
aned deposit that money with other financial institstions o earn much higher rates of inlerest.
This latter problem would suggest that life insurance companies’ assets were sold at a great losy
and thus serious cash flow problems were prevalem. The available data do not suggest that the
inflationary sitation after 1573 had any perverse effect on fife insurance assew. In fact, this

latter period was the era of fastest growth,



REGULATION AND TAXATION

Government has offered incemtives io individuals to purchase inserance. “This Is
especially beneficial for individuals with bigher marginal tax rates but the claims cannot exceed
one sixth of assegsable income. A far a8 regulation is concerned Cherebin (1997} notes that
supervision at present is restricted to the submission and review of periodic returns, However

there are plans o increase the .......... and supervision of these instructions.

To aid occurrences arising from changes in ecosomic conditions insurers had to mke
innovative steps.  Today, any policy can be adapted to the policyowners' changing
circumstances. Policy holders need not cancel the poliey or purchase A new one (0 meet new
needs. In addition to prevent policyholders froms terminating thedr coverage, many insarers can

increase the face value of policies already in force withont increasing the premium rate,

OUCIAL SECURITY B 1§
Soctal Security Benefits can act as a partial substioute for fife insurasce. Tn Barbados,

this variable provided by old age pensions and social security has grows contingously from 40.3

million in 1965 to $177.4 milHon in 1992,

V. MACRO-ECONOMIC SIGNIEICANCE OF THE TNDUSTRY
Savings, investment and foreign reserves are three of the major macro-economic varighies

affected by the development of the li%e insurance industry in a small developing country like

Barbados. This section of the paper attempis o place in an analytical perspective these
macro-economic aspects of the Industry within the context of the natioma! economy, Tax

contribution of this sector would be another Important effect bt data on snch is unavailabie,

MOBILISING SAVINGS

Tt has dong been noted tha growth in persenal savings bears a refationship to the growth
int national income. I fact, Kevnes® absolute income hypothesiz implies that there s a positive
relationship between income and both consumption and savings, Hence a fotal increass in
savings would trigger an increased demand for, and hence value of, the various financial assets.
Table 6 shows a comparison of persomal savings between commercial banks, insurance
companies (Jife and non-life], national insurance boand, credit unions, and the Public Fingee
Corporation, It is seen that the iife insurance compasies arg the second most important mobiliser

of household savings in Barbados,



Tabde 6: CONEPON— OF PERSONAL BAVINGS BY

INSTITUTION
BDS$ MILLION
YEAR

NS ON 1964 191 1978 1985 1991
Commercial Banks 7 286 G446 1410 2160
Life Insurance
Companies 12 4 83 227 560
Mon-Life insyrance
Companies na. 7 21 74 142
National Insurance
Board na. b 126 362 527

.4,

Credit Ynions na. 2 29 150
Public Finance p.a.
Corp. 63, n.a, 34 62

Source: Central Bank of Barbados, Annual Statistical Digest, various issues.

There are three basic reasons why Hfe Insurance companies are dominant istitstions in
azgmenting rationat savings (sce Bourne znd Bailey (1977), First, life insurance salesmen are

highly muobile and cover a wide geopraphical area than do other financial Instimtions. Secondly,

lifee insurance companies possess a greater degree of sales effort through their household visits |

and personal communication. Thirdly, the size and periodicity of premiums are no heavy burdes

to the pelicyowner since these payments are hased on his level, as well as pertodicity and
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regularity, of his income. The importance of the latier set of factors Cannot be overemphasised

in the context of the Barbadian economy where low and irregular incomes are prevalent.

It is also important to note that insurance savings arc fong-term and act 75 2 constraint
on future disposal income. This implles that 2 savings habit is fostered and maintained since
shere s no desire to fose acoumulated savings {ie. surrender values of pelicies) policy lapses.
Therefore 1ife insurance may contribute to both the velume and stability of domestic household

savings.

TME!
Tt has already been noted that ol investment by life insurmnce companies grew very
quickly over the review period. It should be usefal therefore to see to what extent these funds
were invested locally and what kind of porifolio mix is preferred by these companies. Thig is

the task of this subzection.

Because of the long-term contracsual value of the life insurance business the investment
partfolio mix preferred by life insurance companies usualty consist of long-lerm securities, but
al the same time, having high regard to the degree of liquidity needed for current claims

{whether anticipated or unanticipated) and other expenses that may occur during the year,

It is in the area of shortterm financing by way of Treasury Bill porchases that life

insurance companies are remiss.  Possible reasons for their reluctance fo invest in these



convertible 'gilt-edged’ securities could be two-fold, The far from antonomens nature of the
majority of companies with regard to independent decision coggeruing investment policies;

secopdly, the great consideration about interest rate yield,

‘Within the period under stady, the portfolio mix of life insurance comparniss in Barbados
altered somewhat, mortgages and loans, always the largest segment of the assat structure excopt
for the period 1967-1972, preserved 2 30% ~ tor 49% capture of tota] investment.  Morigages
which account for about two-thirds of these loans are almost entirely for private dwelling”. This
growth in mortgage lending has heen encouraged by Government who allowed 100% interest

deductibility.

Tuvestment in government paper have not shown any rapid growth and their share, which
was almost 3% in 1964 was less than 12% twenty-seven years Tater, Real estats was able to
mzintain 4 level between 13% -21% throughout the pericd.  There are no mandatory control
o insurance companiss® as there are on commercial banks and this pattern of investment is a

direct result of the financial system.

By providing mortgage fmance 10 households the life insurance companics have
contribited directly fo the development of the private housing indusiry, Tn addition, Williags
{1585) has already shown that there exists significant correlation between gross fixed capital

formasion in dwellings and the supply of new mortgages by ingsrance companies. This suggests
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the existence of some relationship between credit activities and the pace of development in the

private housing industry.

In addition 1o constituting a significant proportion of total gross fixed investment, housing
investment is an important industry which s a major gensrator of scobomic activity. Between
1964 - 1991 it accounted for approximately 6% of gross domestic product. Mereover, between
1976 - 1951 it employed 6 - F0% of the tota] emploved labaur force, One can therefore argus
that the life msurance indusiry indireetly has an Lmportant iv.Jusace on the overall level of

sconomic activity.

The Tife insurancs industry has also contributed indirectly to economic growth through
#ts impast on government which generally provides the infrastructure for rapid economic
development in small open economies like Barhados. In 1991 about 23% of Barbados® employed
labour force was in the government sector, In the same year total government exponditure
socounted for 38% of GDP, By participating in the market.for Barbados government long-teri:
securities, especially in the early period, life insurance companies have been an indirect

generator of soonomic activity.

FOREIGN EXCHANGE RESERVES
In Barbados about 70% of the life insurance. companies are subsidiaries of large firms
located abroad. s effect most sellers of life insurance are foreign and buyers are Jocal. This

has unfavoursble effects on a small open economy like Barbados through its impact on the



balance of pzyments. More specifically, foreign reserves are weakened because (i} of nst
outflow of reinsurance funds; {ii} it is necessary fur those subsidiaries to repatriate dividends and
vrofits to their Head Offices abroad; (ii) foreign insurance companies tend to have preference
for investing in foreign securities which are mire readily marketable and miore easily available
in terms of the desired diversity, volume, rates of return, matority pattern and timing of issue,
This prefererice in effect will glso hinder the development of an indigenous money and capital

markets.

Although no data on surplus funds repatriated 1o Head Offices and reinsurance premium
remitted to and received from forsign incurers are available for life and non-life ingurance
companios separately, some insight can be pleansd from exarpining all inserance companies,
During 1991 surplus fonds repatristed amounted o $20.7 million compared to $14 million in
1976, Satistios for reinsurers in 1991 roveal that reinsurance premium ceded to forelgn
companies amounted to $62.7 million, Hn contrast, reinsurance premium accepted by resident

companies otalled $48.5

It is interesting to note that investment and constmption expenditurs have spill-over effect
on imports due w the "openness” of the Barbadian economy (total imports account for about
% - 80% of GDP between 1964 - 1991). Therefore when considering econamic growth,
government should dictate a policy direcsed towards restraining loans 1o finance consumption

rather than those which finance capital formation.
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CONCLYSION

This paper looked af the development of the life insurance industry in Barbados between
1964 ~ 1991, It was found that not only did the changing economic factors influenced the
industey’s progress but socie-demoegraphic factors played an important role. Furthermore, this
study revealed that the growth in the industry sigaificantly affected savings, the portfolio mix,

and the Barbadian Balance of Payments position.

Given the growing preference of individuals to cbtain some measure of wsurance
coverage, insurance companies should channe! these large funds towards local, rather than
securitics markels, investment rather than consumption. Bducated with ideas regarding what
investmet sectors should be given preference, the indusiry could make a greater contribution

to the sountry’s econgmic growth, This in effect may suggest some governmeit regulation.

Further work should be done 1o expose the specific determinants for life insurance in this
industry, In addition, there is a great need to quantify the demand for the life imurance in

Barbados.
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ENDNOTES

Other stadies for the Caribbean include Bgiley and Bourne {(1977), Odle (1972),
Ramgaran {1983}, and Francis and Funn {1986), Bailey (1991} and Bachelor
{1993),

& reasgessment of intermational activities in other markets

resuleed in the decision of several insurance companies like
Confederation Life and Manufacturers Idife to divest thameslves of
Caribbean operations (Sese Manufacturerg Life Insurance (owpany
{(19890) and Life ¢f Barbados Limited {1991).

3.

Publisked data for the veriod 1964 does not fully reflect the size of the ndustry
as coynpanies were delincuent in making reterns, The range is caloulated from the
estimate that the 12 reporting companies accounted for about 7% of the industry,
Odle {(1972) stresses the difficulties encountered by researchers in obtaming
consistent and reliable data on non-bank fivancial institutions in the Caribbean.

Data for number of policies only available up to 1984, These penetrations ratio
¢calenlated as nmumber of policies per unit of adult population} coropare well with
those of other Caribbean countries although somewhat below those of the more
developed markst economies. For the Bahamas, for example, Francis and Lonn
(1986) estimate that for every household there are at least 3 policies.

Industry sources suggested that a 10% termination rate is acceptable,

Although the death rate (measured per 1,000 population) mcreased after 1987, only
in 1992 did the rate of increase surpassed the 1964 leve! of 8.8,

In 1992, cut of the twelve registered life insurance cornpanies, seven are involved
in morgage lending, accounting for approximately 30% of tolal mortgage
financing in Barbados (Cherebin 19933,

As Chergbin {1893) notes "Supervision at present {5 resteicted to the submission
and review of periodic returns”. However, there are plans fo ncrease the
regulation and supervision of these insurance companies lending practices,
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