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GENERAL COMMENTS: 
1. A study of the problems of the life insurance industry 

in the developing countries, normally referred to as 
"Third World Countries", must of necessity be in very 
broad general terms, for it should be recognized that 
they do  not form a homogeneous group. They repre- 
sent a wide range of political, economic and social 
structures, all of which play a very important part in 
the general context of both national planning as well 
as the development of the insurance industry. 

2. I t  is a well-known fact that the life insurance industry 
has been one of the largest collectors of a country's 
long term savings, and as two important factors neces- 
sary to sustain economic growth and development 
are: - 
(i) The need to continue to increase the rate of 

savings in the country; and 

(ii) The need to have greater wntrol over the utili- 
sation of these savings into planned invest- 
ments; 

the authorities have had to take a closer look at the 
operations and wntrol of insurance companies which 
are to a large extent owned and controlled by the 
large international insurance markets. In such a situ- 
ation it was not unusual to find that the insurance 
companies were remitting money to the international 
money markets to invest while the Governments were 
going to the same markets to borrow money to fi- 
nance their development programmes. This situation 
led to an increase in the promulgation of insurance 
legislation with two principal objectives:- 
(a) The protection of policyholders; 
(b) Increase in the percentage of local investments 

made by insurance companies. 
More recently it has been found that although the two 
objectives listed above are being achieved, the industry 
as a whole has not been contributing as much as it 
could towards employing and training nationals. This 
has resulted in a change in emphasis where the prin- 
cipal objective now is to encourage the development 
of vibrant indigenous insurance industries in each 
country. 

PROBLEMS OF LOCALISATION: 
The arguments in favour of this objective are to be 

found in several documents published by the United 
Nations Conference on Trade and Development 
(UNCTAD) and which can be summarised as follows:- 

(1) It increases employment opportunities. 

(2) It trains nationals in new skills. 

(3)  I t .  mobilizes the savings of a country in the 
hands of nationals so that they can invest the 
funds in the interest of the country as a whole. 

(5) I t  contributes to product development geared 
to the needs of the local market. 

( 6 )  I t  helps to create and develop a capital market. 

(7) If properly developed and well organized, it can 
become a net earner of foreign currencies. 

However, this development has posed several major 
problems for the industry as a whole and the actuaries 
advising both the foreign companies and the local sub- 
sidiaries. 

The problems for the industry can be discussed under 
three broad headings: - 

(a) Corporate Structure 
(b) Management and other personnel 
(c) Capitalisation 

(a) Corporate Structure 
It is vital when establishing the corporate structure of 
a new life insurance company to  bear in mind the fact 
that it is an institution of the public and, being public, 
it is exalted to the highest apex of trust. The choice of 
a Board of Directors is therefore a most important 
part of the successful planning of the company. 

In small developing countries this can prove an ex- 
tremely difficult task due to the small number of 
prospective candidates available for selection. 

(b) Administration 
This heading can be subdivided into: 
(i) Field Administration 
(ii) Head Office Administration. 

As most of the companies from the Developed Coun- 
tries found it more convenient to operate in the Third 
World Countries through general agencies or branch 
offices, there are available good supplies of trained 
insurance agents and salesmen. However, the same can- 
not be said for life insurance accountants, actuaries, 
underwriters, etc., where these companies did not find 
it necessary or advisable to train and develop persons 
in these skills, as it was often found more convenient 
to perform these functions at their Head Offices. I t  
is therefore not uncommon to find that the person be- 
hind the formation of a local company or the person 
selected by the parent company to head the local sub- 
sidiary may be a successful sales manager. Placed in 
this new position, he is forced to change his entire ap- 
proach to the industry, for as Chief Executive his most 
important functions in the early period are: 

(i) To control expenditure; 

(ii) To wntrol growth in sales; 
the latter being far more difficult for him to under- 
stand in that he is faced with the actuarial term "New 
Business Strain" for the f i s t  time. 

(4) It ensures that the decisions of vital importance (c)  Capitalisation 
to the country are in the hands of nationals. The need for capital arises under three main headings: 
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(i) To cover preliminary expenses incurred in the 
establishment of the company; 

(ii) To cover what actuaries normally refer to as 
"New Business Strain"; 

(iiii Amounts needed to maintain contingency 
reserves. 

The control and regulation of the expenses under (ii) 
above present the management of a newly established 
insurance company with the single most difficult prob- 
lem. There are two forces at  work which pull in dia- 
metrically opposite directions, both of which play a 
very important part in the company's development: 
They are:- 

(a) The need to increase the volume of sales as 
quickly as possible so that the unit cost per 
policy could be reduced to an acceptable-per- 
centage of premium income; 

(b) The effects of new business strain forces one 
to restrict the amount of new sales one is cap- 
able of absorbing each year. 

This dilema can only be overcome by effective corpor- 
ate planning and objective setting, and must take into 
account all factors which influence the production of 
a surplus, e.g. product mix, conservation rates, invist- 
ment returns. In all these the actuary has to play a 
very vital part. He may be required to hold the Chjef 
Executive's hand and lead him through this difiiculp 
period. 

Further, the raising of the required equity is beset by 
several difficulties: 
(a) The lack of well organized capital markets. 

(b) The fact that a new life insurance company will 
not be in a position to pay dividends for bet- 
ween 5 to 10 years after its incorporation. 

(c) Unme most other industries, it cannot borrow 
to p r~v ide  some of its working capital. 

(d) The fact that demand for capital exceeds sup- 
ply in all Third World Countries makes it neces- 
sary to allocate this scarce resource between the 
insurance industry and other areas, e.g. the in- 
digenization of banks, the development of an 
industrial sector. 

One possible solution to overcome the need for large 
share capital is for the local company to acquire the 
assets and liabilities of foreign companies in respect of 
their local policyholders. This approach, however, 
poses other types of problems for the actuary, as 
follows: - 

(i) The basis to be used in valuing the portfolio to 
be transferred. For example, what expense fac- 
tors should be used - the ceding company's or 
the receiving company's? For example, as was 
pointed out above, the unit cost per policy of 
the newly established company is higher than 
the well established international companies'. 

(ii) The price to be paid for the field force and 
trained office staff: 

(iii) Should the ceding company be allowed to have 
a management .agreement with an exclusive 

right to all reinsurances? 
(iv) The future dividend scales on "with profit" 

policies. 

Here again there are two forces at  work pulling in op- 
posite directions: - 
(i) The Supervising Authority of the ceding com- 

pany usually requires that company to give 
certain guarantees with respect to the policy- 
holders being transferred at least for 5 years 
after transfer on the one hand; and 

(ii) The Supervising Authority of the receiving 
company wishing to see effective control pas- 
sing to local hands as quickly as possible on 
the other. 

The actuary is therefore caugRt in the middle trying 
to ensure that equity prevails on all sides - the ceding 
company, the receiving company and the policy- 
holders. 

T o  conclude, we see that the biggest problem facing 
the Life Insurance lndustry in the 'Third World 
Countries" is how to satisfy the aspirations of the 
government and the people to have the industry. in- 
digenized on the one hand, and the technical, financial 
and administrative problems on the other. 

THE PROBLEMS OF INFLATION 
The second major problem facing the insurance indus- 

try is the abnormal increases in prices which have taken 
place in the last five years, and although this has been a 
world-wide phenomenon, a quick glance at Table 1 below 
will show that the Third World Countries have had much 
larger increases in prices than the developed countries. 
These increases have had an adverse effect on the indus- 
try in two ways: 

It has been eroding the confidence policyhold- 
ers have had in life insurance as a vehicle for 
both savings and providing the necessary pro- 
tection for their families. In the more deve- 
loped economies, this has caused the insuring 
public to switch either 
(a) To buy term and invest the difference; 

or 

(b) To change to equity-based or property- 
based insurance products which is, in a 
way, a variation to (a) above. 

However, neither of these two alternatives is 
available in sufficient quantity in most Third 
World Countries, principally because of the lack 
of developed capital markets. 

The adverse effects it has had on the expense 
loading in the premium rates of the insurance 
company. As you know, a life insurance policy 
is a long-term contract in which the policyhol- 
der can terminate at  any time but the insurance 
company has no options to terminate except if 
the policyholder stops paying his premiums. 
This has resulted in the existence of policies 
sold 10 or 15 years ago, for what appeared at 
that time to have been a good monthly pre- 
mium (say $10.00 or $20.00) - which are now, 



TABLE 1 
CONSUMER PRICES - GENERAL INDICES 

COUNTRIES 1970 1972 1973 1974 

AFRICA 
Ivory Coast 
Ghana 
Nigeria 
Sierra Leone 
Tanzania 
Uganda 

AMERICA 
Argentina 
Barbados 
Canada 
Colombia 
Costa Rica 
Chile 
El Salvador 
Guatemala 
Guyana 
Jamaica 
Mexico 
Panama 
Peru 
Surinam 
Trinidad & Tobago 
U.S.A. 
Uruguay 
Venezuela 

ASIA 
Bangladesh 
Hong Kong 
India 
Indonesia 
Israel 
Japan 
Pakistan 
Philippines 
Singapore 
Sri Lanka 

EUROPE 
Belgium 
Denmark 
Spain 
France 
Fed. Rep. of Germany 
Sweden 
U.K. 

OCEANIA 
Australia 
Fiji 
New Zealand 

Source: Year Book of Labour Statistics 1974. 



as a result of inflation, very uneconomical poli- 
cies to service. The company is, however, faced 
with the problem that so long as the policy- 
holder pays his premium the company can do 
nothing - it has to continue to service the 
policy. Several things have been tried to solve 
this problem in the past five years. These are as 
follows:- 

(a) In one Latin American country where in- 
flation has been in excess of 30% per an- 
num over the last 5 years, some insur- 
ance companies have found it more eco- 
nomical to make the older policies fully 
paid-up rather than continue to collect 
uneconomical premiums where, in a 
number of cases. the cost of collection 

exceeded the amount being collected. 

(b) Existing policyholders have been offered 
very generous terms to either change 
their policies or add term riders to in- 
crease the premium to economical sizes. 

(c) Some companies have been experiment- 
ing with automatic increases in Sum 
Assured and premium every three years. 
This poses several problems and does 
not solve the present problem of the 
existing policies which are uneconomical 
to continue to service. 

To date, therefore, there has been no satisfac- 
tory solution to this problem. 


