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Abstract

The consumption of life assurance products glohallsaid to be influenced by several broad factoduding
socio-economic, demographic, political and intem@dion, among others. Generally, the consumpgeals of
life assurance products have not been impressivendst cases the incepted life assurance policidsup
lapsing and therefore fail to meet the intendedppse. This paper explores the historical backgroahd
insurance in general and specifically, life assoeaim Kenya. It reviews both the theoretical asl aglprevious
empirical studies in an effort to assess the detemts of life assurance consumption in Kenya.
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1. Introduction

Insurance may be generally defined as a cooperdéviee to spread the loss caused by a particislaorer a
number of persons who are exposed to it and wheeayr ensure themselves against that risk. Riskhe
insurance jargon, refers to uncertainty concertiiiggoccurrence of a loss and is usually categor@zepure or
speculative, in which case, insurance is more aoeckwith pure risk (Regda, 2004). From a legaspective,
insurance is an agreement by which one party, tfieyholder, pays a stipulated consideration cafiegimium
to another party called the insurer, in returnvtrich the insurer agrees to pay a defined amoumpravide a
defined service upon the happening of a specifieshieduring the currency of the policy term (Bla&IiSkipper
, 2008). An insurance policy is based on the ldwamtracts. To be legally enforceable, an insugacentract
must meet four basic requirements: there must befan and acceptance, consideration must be exggthrihe
parties to the contract must be competent, anddh&ract must be for a legal purpose (Regda, 2004).

According to Black and Skipper (2008), there are twoad categories of insurance products that fieeed in
the insurance market today namely; Life and Nofe L{general) insurance. Life assurance products are
generally long term in nature, usually for a minimyperiod of five years, providing both the protentiand
savings element, for instance endowments. On therdiand, general insurance products, which bagical
provide protection, are short term in nature, Ugufr a maximum period of 12 months, renewableeSéh
include, Property insurance (fire, all risks, mongeft/burglary, consequential loss, glass, eraging etc),
Liability insurance (product, public, professionahd Transport insurance (marine, motor and awiati The
basic characteristics of insurance include, poobifhfpsses, payment of fortuitous losses and riaksfer and
indemnification. However, this study shall focus bife Assurance products with particular referertoe
ordinary life including term assurance, whole lidowment and unit-linked policies. The main psgof a
life assurance policy is to create a capital paynerthe event of death. The design of this cortttakes the
form of not being an indemnity contract but thataobenefit policy. An immediate estate is creatgdabife
assurance contract. There is no partial loss énd#fsurance contracts, hence payment of benddithade in the
event of death or maturity of the assured term dwer is applicable (Black & Skipper , 2008)

1.1 An overview of Insurance Evolution

It is said that the origin of insurance is lostaintiquity. However, according to recorded evideribe, earliest
form of insurance was marine insurance, followedfiby and life insurance, and later on the miscelzus
insurance in their various forms. Marine insuraiscactually the oldest form of insurance, withlitstomry and
respondentia contracts being traced back to ov@®0 3gears ago. Fire insurance developed after marine
insurance in Germany around the beginning of tkeeenth century with the establishment of a firguirance
office in England in 1681. At around the same tilnié Insurance was underwritten with the firstipglon the
life of William Gybbons on 18 of June, 1653, but even before then, annuitiestemdme quite common in
England (Kothari & Bahl, 1993). The same scholadidate that Life insurance did not prosper in theted
States of America during the "l8entury, because of serious fluctuations in thethieate, but soon after 1800,
some active interest began to be shown in this'emge because of the application of level premiarnapncept
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from the United Kingdom. Miscellaneous insurancektthe present shape at the later part of tH ckitury
with the industrial revolution in England. Accidefiidelity, liability and theft insurances were timportant
forms of insurance at that time with the Lloyd’ss@Asiation being the main functioning insuranceiingon.
Black and Skipper (2008) also indicated that momesurances such as livestock, crop, profit, d&tock,
aquaculture and the like have been developed witt@rscope of general insurance and more policebeing
developed with the advancement of the society.e Bfsurance is a valued property and a long-terntrad
which remains alive through the periodic paymenp@miums (as stipulated in the contract). Howedeg to
non-payment of premiums on mandated due dates;athieacts cease to be in force; that is, the pdépges,
and consequently the policyholder's insurance ptiote is withdrawn (Pandmavathi, 2013).

1.1.1 Regulatory framework in Kenya

The main statute regulating the industry is thauiasce Act; Laws of Kenya, Chapter 487 which gosets
operations. It came into being in 1987 when thécefbf the Commissioner of insurance (now the lasoe
Regulatory Authority) was formed. The authorityclsarged with several duties including ,enforcenwfrhe
provisions of the Act, formulation and enforcemehstandards of conduct,protecting policy holdasswell as
approval of tariffs and rates of insurance in resg# any class or classes of insurance, amongth8elf
regulation also happens through AKI — AssociatidnKenya Insurers and AKR ( Association of Kenyan
Reinsurers).

1.1.2 Distribution channels

Distribution accounts for the largest element isuir@nce costs and impacts on the profitability tribigtion
capabilities strongly influence product design &agdle a direct impact on the insurer’s image. Irtggf the
distribution channel is a key concern of the reguila mechanism. The main distribution channels udel
Career agents, Bancassurance, Franchise modelDimedt Marketing. A Career agent is a network of
management personnel, sales and service suppaanmel structured to distribute life insurance piaigd. It
involves the sale and service of insurance prodoeta personal basis, usually one- on- one (agehtyer).
The agency channel of distribution accounts forual®@% of all the individual life insurance busiaés Kenya.
The Agents distribute all types of products anddhare over 4000 insurance agents in Kenya. Twestyyd
agents exist: (1) Independent Agents and (2) Tigents BROKERS. A broker is an agent who negotiates
contracts of purchase and sale. The broker is pocate entity that serves the applicant for insceahy
assisting in placing risks. This channel accountsabout 90% of corporate life benefits and geteoalife
insurance business. The Channel is highly fragndenti¢h 5% of the brokers controlling more than 9@%
business. There are 141 licensed insurance brokbose compensation is 100% commission( (AKI, 2014)

Bancassurance involves an insurance company néggtia contract with a banking institution which turn
sells the insurance company’s schemes alongsideaitking products to its existing and new cliefihis
method is gaining popularity globally and is gratjud&reaking down traditional barriers in how bussses
supply financial products and services. The praglaan be stand alone or embedded in the bankirupi®—
Credit Life. Current Challenge in the Kenyan marketthe banking Act that inhibits banks from sailin
insurance products (AKI, 2014). Franchise modebs msethod that gives third parties the right tctipgrate in
the company’s business as agreed upon in the tefnthe franchise agreement. Examples include car
manufacturers/dealers, established supermarketgedai chains e.g. fire and theft insurance orctedaics,
Mobile phone companies, supermarkets, food st@stsinrants (e.g. personal accident-PA- insurarid@)es
and travel agencies (travel insurance). This nietmmmonly used to distribute general & medicaliasce.
Direct marketing refers to the method of distribatithat permits the supplier and the consumer tkema
transactions directly with each other. Under thethiod consumers have direct access to the supliplaargh the
mail, by telephone, or other media. Companies usiiigy model have direct marketing staff responsiole
handling direct client value chain (AKI, 2014).

According to Mwangi (2013), the current channels deemed appropriate for Kenya'’s level of develamme
literacy levels and education. However, these chinhave only been efficient to a small extent bheeahey
have not been able to reach out to a large penfetite Kenyans. Brokers have been particularlycefit in
reaching out to the high end in the market whilerdg have only reached the individual clients (yamiddle
income earners and the employed people). Bancassuia on the other hand still a young channelhim t
industry and very underdeveloped. Other channelsate seen to have high potential are; the intewaksite,
telemarketing, Partnering with community based pizgtions, Invisible insurer and Virtual marketing
(Mwangi, 2013).
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1.1.3 The Types of Life Products on the market

Life insurers sell protection for events relatedatperson’s life. Death protection products, foaraple, pay a
fixed amount on the death of the policyholder. hiyibenefit products provide an income stream forement
to the policyholder, hence covering the “risk” ofihg too long and the expenses related to thimeuefe

insurers also sell savings-type products, whichcareidered insurance contracts because they namtaigger
connected to a person’s life or because of thejatthn. Endowments, for example, pay a fixed amaind
certain age of the policyholder, who has paid eitsiagle or regular premiums. Insurers sell a varigf

products, ranging from pure protection to pure g&iproducts. This paper, will confine itself tee thife

assurance products including Term assurance, Wtifde Endowment and Unit-Linked policies.These are
some of the most common life assurance produdtgyaih, not an exhaustive range of all the avalgibbducts
in the market since there are various combinatidrisese (Firkins, Thiele, Bi, & Palma, 2009).

Firkins et al (2009) further describes these pregltitus; Term assurance is a traditional policpulgh which
the insurer will pay out a fixed amount (level teimsurance) or an amount decreasing over time édsarg
term insurance) upon death of the policyholderh® beneficiaries indicated in the contract, usuédiyily
members. The contract has always a definite timedralhe contract protects the beneficiary fromribk of
death of the policyholder and the consequent I6sscome. Decreasing term insurance is often aasediwith
mortgages, so that the beneficiary can completeptygment of the mortgag&Vhole life insurance is a
traditional policy through which the insurer wilap out a fixed amount upon the death of the pobtyér, at
any point in his/her life, to the beneficiariesitated in the contract, usually family members. Toeation of
this contract corresponds to the life of the pdimger. Therefore, the contract protects the beizefi from the
risk of death of the policyholder and the consetjakifoss of income. Endowment poliggfers to a policy
where the insurer pays out a lump sum at maturFite policy can be in traditional, with-profit tinked form.
It usually has long durations. As it is a savingset contract, it is often combined with a term e contract,
to protect for the risk of death before maturity.chn also be combined with a decreasing term amsa
contract, in which case it would be called mortgagdowmentUnit-linked life productsrefer to policies in
which he insurer does not guarantee a set return andalf@yholder fully participates in the profits ardses
made, bearing all investments risks arising fromesgting in an underlying unit of an investment fuidis is a
savings-type contract and the payout can be eithitre form of annuities or a lump sum at matuiirkins, et
al, 2009).

2. Literature Review — Theoretical foundation

The concept of Life assurance uptake can be exglabased on some neoclassical economic theoriés. Li
assurance is looked at as consisting of ordindey term policies, whole life and unit-linked padés. For
purposes of this paper, group life policies arelwded as they are normally used by employers tacitend
retain staff, so it's more of a human resourcatsgy for an organization, in which case it fallgside the
scope of this study. We shall look at the Utititgory, Prospect theory, Human Life Value theand the Neo-
classical economic theory to lay the theoreticahfiation for the study.

2.1 Utility theory

The writers who introduced the concept of "utilityere Jeremy Bentham (1748-1832), Thomas Baye2¢170
1761), and Daniel Bernoulli (1700-1782). Jeremy tBam, in his 1789 boolPrinciples of Morals and
Legislation introduced the concept of "utility:" According tiee business dictionary , utility theory refershe
economics concept that although it is impossibleneasure the utility derived from a good or servitéas
usually possible to rank the alternatives in thmider of preference to the consumer. Since thisceh
constrained by the price and the income of the wmes, the rational consumer will not spend moneyanon
additional unit of good or service unless its maadiutility is at least equal to or greater thaattbf a unit of
another good or service. Therefore, the price @oad or service is related to its marginal utildgd the
consumer will rank his preferences accordingBarly economists, led by Nicholas Bernoulli, Johonv
Neumann, and Oskar Morgenstern, puzzled over théstipn. In the beginning of the "18entuary, Bernoulli
developed the first formal explanation of consumecision-making. A consumer's utility is hard teasure.
However, we can determine it indirectly with conguimbehavior theories, which assume that consumérs w
strive to maximize their utility. Utility is a coept that was introduced by Daniel Bernoulli. Heidwedd that for
the rational person, utility increased with weddtht at a decreasing rate. It was later extendedbhyNeumann
and Morgenstern and called the Utility Theory. sTtiieory proposed that consumers make decisioresi ltas
the expected outcomes of their decisions. Utiliyary provides a methodological framework for thealeation

of alternative choices made by individuals, firnmel arganizations. Utility refers to the satisfantithat each
choice provides to the decision maker. Thus, utilieory assumes that any decision is made onakis bf the
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utility maximization principle, according to whide best choice is the one that provides the higindgy
(satisfaction) to the decision maker. Utility theds often used to explain the behavior of indidloonsumers.
In this case the consumer plays the role of thésaet maker that must decide how much of each efriany
different goods and services to consume so asctoes¢éhe highest possible level of total utilitypgct to his/her
available income and the prices of the goods/sesvitn addition to providing an explanation of aomgr
disposition of income, utility theory is useful @stablishing individual consumer demand curvegfmds and
services. A consumer's demand curve for a goodeorice shows the different quantities that conssmer
purchase at various alternative prices. Factors dha held constant are consumers' tastes andremeés,
income, and price. In this model consumers wergvett as rational actors who were able to estimage th
probabilistic outcomes of uncertain decisions a@etect the outcome which maximized their well-being
However, as one might expect, consumers are typinat completely rational, nor consistent, nor eavare

of the various elements that enter into their slenimaking.

Irrespective of the type of utility function, utii theory assumes that preferences are compldtexive and
transitive. The preferences are said to be comjifidéte any pair of choices x and y, one and onhe @f the
following be stated: (1) x is preferred to y, (2)sypreferred to x, or (3) x and y are equally prefd. The
preferences are said to be reflexive if for any pdichoices x and y such that x equally prefent®d, it is
concluded that y is also equally preferred to xialy, the preferences are said to be transitiferifany three
choices x, y, z such that x is preferred over ¥ wais preferred over z, it is concluded that piisferred over z.
The hypotheses on reflexivity and transitivity ipghat the decision maker is consistent (rational¥urther
assumption of utility theory is that decision makare willing to trade one choice for another. Exésting
trade-offs define the marginal rate of substitutig¥s example suppose that two investment projects a
considered by a decision maker. Project x hasumrrelf 6 percent and a risk of 4 percent, whereaséturn for
project y is 5 percent and its risk is 2 percergsu#ming that the decision maker considers botfegioto be
equally preferred, it is clear that the decisionkerais willing to increase the risk by 2 percentarder to
improve return by 1 percent. Therefore, the matgiate of substitution of risk for return is 2. teal world
situations, the marginal rates of substitution aften decreasing. Such situations correspond tandhing
marginal utilities (marginal utility is defined dBe change in total utility resulting from a oneatuchange in
consumption of the good or service). In the abowamle, we can assume that the decision makerliagvio
take higher risks in order to get higher returnt, iy up to a specific point which is called sation point.
Once the risk has reached that point, the decisiaker would not be willing to take any higher riskincrease
return and therefore the marginal rate of subsbituét this risk level would be zero. The tradiibframework
of utility theory has been extended over the paste decades to the multi-attribute case, in whitisions are
taken by multiple criteria. Multi-attribute utilittheory has been evolved as one of the most impoipics in
multiple criteria decision making with many realnabapplications in complex real world problems.

The concept of utility can be used to analyze iichliml consumer behavior, to explain individual aemsr
demand curves as well as in modeling the decisiakens' preferences. In all cases, it is assumddstmae
choices are evaluated and the best one is idehtifiethe choice that maximizes the utility or $atigon. In
addition, though consumers are good at estimagfagive frequencies of events, they typically hdifculty

translating these frequencies into probabilitidsisTheory is relevant in explaining the consurregtgrns of life
assurance policies in Kenya since most consumdife afssurance products will want life productsigaeed to
provide more benefits so that they can derive marinatility.

2.1.2 Prospect theory

Prospect theory implies individuals make decisibpsvaluating gains and losses relative to a ratereoint,
where utility is concave over gains and convex desses; furthermore, losses are weighed more lgetinan
gains in this setting. Cumulative prospect thealgyeloped by Kahneman and Tversky (1979, 1992)ianpl
individuals make decisions by evaluating gains krsdes relative to a reference point rather thaluating
expected final wealth. Prospect theory shows peppdeess these gains/losses using a value funttatnis
concave for gains and convex for losses. This Spesth value function captures individuals risk-aicerover
gains and risk-seeking behavior over losses. Furthie, people with prospect theory preferencesnitieg to
take on additional risk in order to avoid feelinfpss. This feature implies individuals weigh Icsssore heavily
than gains, and this aspect of prospect theorybeas termed "loss aversion." Some behaviors obddrve
economics, like the disposition effect or the reumy of risk aversion/risk seeking in case of gaindosses
(termed thereflection effedt can also be explained by referring to the prospeeory. The pseudo-certainty
effect is the observation that people may be riskse or risk-acceptant depending on the amountdvied and
on whether the gamble relates to becoming betfeorofvorse off. This is a possible explanation ¥dry the
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same person may buy both an insurance policy datleay ticket.An important implication of prospect theory
is that the way economic agents subjectively frameoutcome or transaction in their mind affects ulity
they expect or receive. This aspect has been widsdd in behavioral economics and mental accounting
Framing and prospect theory has been applied tveasg range of situations which appear inconsistétin
standard economic rationality: the equity premiwmzbe, the excess returns puzzle and long swingsfRRzle

of exchange rates through the endogenous prodpeatyt of Imperfect Knowledge Economics, the stajus
bias, various gambling and betting puzzles, intepral consumption, and the endowment effect. Tesry
could shed some light in the consumer behavoiuelation to the consumption of life insurance pradu

2.1.3 Human Life Value theory

Huebner (1927), the father of modern life assurarestablished the theory of Human Life Value as th
economic and philosophical framework of life assgemin 1950. Huebner's theory of Human Life Value
postulates that human life has an economic valuelfHer, 1927). This theory postulates that evergqrewho
earns more than is necessary for his own self-miaémce has a monetary value to those who are daptend
upon him. It may therefore be defined as the afipéd value of that part of the earnings of théhirdual
devoted to support the family dependents, busimasseciates and others who benefit from the economic
capacity. It is an established fact that a Lifeunasice policy insures a life in as much as a folicg insures a
house or property. In other words, the activediian of a man isquivalent to the productive life of a physical
asset, the projected earnings of mardsivalent to the future returns expected from eympent of a physical
asset, the projected personal expenditofean individual isequivalent to the projected depreciation and
maintenance cost of a physical asset. The humawdiie concept postulates that, like a corparagonorking
person has capitalized earning capacity over hikeorlifetime. Therefore, although everyone is ueicand
irreplaceable, “each human life potentially haseapnomic value, which is derived from its earnirgacity
and the financial dependency of other lives on thatning capacity.” Human Life Value is the present
capitalized value of a person’s net future earnadtsr subtracting self-maintenance costs, incared and life
insurance premiums being paid. Conceptually, hufifarvalue involves several important concrete aleis
including the following socio-economic relationsdanharacteristics:- first, is that human life valisethe
capitalized value of an individual's earning thapports family members, dependant loved ones, astbss
partners. The value of one life in relation to deotis the foundation of life and health insurandee monetary
value of a human life is derived from an individadhlent and the will to put them to productiveeusluebner
contented that human life values greatly exceegralperty values in importance. Without human iitdues,
there would be no property values. Generally, iasoe works on the mechanism of pooled risk sharing.
Insurance companies recognize the loss, be itobkfe, health, home, car, business, income ofipand utilize
pooled resources to indemnify the loss. By its veature life assurance encourages the individubétsocially
responsible. It emphasizes both the immediate lamtbhgterm benefits of acting responsibly towateigendant
individuals and society (Hofflander, 1966).

Secondly, life assurance allows individuals to poek and share costs to protect the dependants fro
impoverishment, without passing on this responigjtlib their community and society. This poolingdasharing
illustrates that the basic principle of life asswm is cooperation. Life assurance therefore iergdly a social
instrument that cares for individuals. Howeveerthare several issues overlooked in the applitaifothe
Human Life Value method. First, it presumes thaba-wage-earning spouse has no economic valuen8gito
does not take into account that there may be a Isump needed immediately upon the death of a waker
satisfy certain financial obligations such as lo#&ret may be called in by various creditors. Thegandaries
have led to the adoption of the second, and gdperaire widely used, approach to adequately ingulives,
and that is the total needs approach. The Totatdlé@proach attempts to quantify how much life emsce
would be needed to maintain the surviving lovedsotifestyle by looking at two categories of needsh needs
and income needs. Cash needs consist of lump sequéred at death for such items as final experses,
emergency fund, a readjustment fund, a home-care, f1 mortgage/debt liquidation fund, and possévgn an
education fund. Income needs address the replat¢enfien wage earner’s income for at least their wagk
years, reduced by any available cash resourcezdglia place such as existing life insurance osjdg even
savings. The theory of Human Life Value as weltrastotal needs approach are relevant in theesthias their
knowledge helps in the determination of the adegaamounts of life assurance needs, thus providisgund
theoretical foundation with regard to the succdagbtake of life assurance products.

2.1.4 Neo-classical Economic theory
Under classical economics, the value of a prodas thiought to depend on the costs involved in prioduthat
product. Goods were distributed in an economyai$ wssumed, in the same way that costs were distibThe
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problem with this approach was that prices for @edpct did not always reflect the expected valuindeated

by the costs of a product. Something was wrong tighperspective that the cost of a product wasessed in
its price, a phenomenon that is explained by diffiees in ‘utility’. Neo-classical economics emerged a
school in macroeconomics during the 1970s. It ersigba the importance of rigorous micro-foundatians,
which the macroeconomic model is built up from #wtions of individual agents, whose behaviour isleted

by microeconomics. It refers to a general apprdagdronomics based on supply and demand which depen
individuals or economic agent operating rationadlgch seeking to maximize their individual utildy profit by
making choices on available information. Neo-cleesisieconomics is based on three main assumptions:
rationality and self-interest, utility and profitaximization, and full and relevant information.

The first assumption is that people have rationa&fguences among outcomes that can be identified an
associated with value. All agents possess ratiexgéctations. Rationality implies that prefereraesrational if
they are complete and transitive. That is, the siecimaker is able to compare all of the alterestiand that
these comparisons are consistent. The decision rmaken choose or predict the best alternativeioRait
expectations refer to the use of the availablermédion to make the best possible predictions abwifuture.
Neo-classical economists assume that human beiagge choices that give them the best possible adgant
given the circumstances they face. Circumstancgsde the prices of resources, goods and seniceised
income, limited technology for transforming res@agdnto goods and services, taxes, regulationssamifar
objective limitations on the choices they may makeictly speaking, they do not assume that readdubeings
are rational and self-interested persons. Rathest economists assume that economic systems wafkteesy
consisted of rational and self-interested persBasionality and self-interest refer to the averpgeson, where it

is assumed that deviations from rational self-egemre random and will cancel out for the systeradt as if
everyone were rational and self-interested. Peapdesometimes altruistic, acting on non-self-irgtrd values.
But when they do so, they act on their own valued, those of the government, some philosopher er th
observing economist. Broader neoclassical econoasisames that people choose in the way that beaheels
their own values, altruistic or self-interestedfasse values may be.

The second assumption is that individuals maximitikty and firms maximize profits. Utility maximétion
implies that rational economic agents make decssitiat maximize their satisfaction in consumptiomder
profit maximization, the agents determine price antput levels that return the highest profits fldes The
third assumption is that people act independentiythe basis of full and relevant information. Infation
relevant for decision making is available to demisnakers who make full use of it. There is perfefdrmation
such that no economic agent will be left worse affbetter off for lack of relevant information fdecision
making. From the three assumptions above, neocdssconomists have built a structure to understhed
allocation of scarce resources among alternativis.efrom the basic assumptions of neoclassicaloscias
comes a wide range of theories about various areasonomic activity. For instance, profit maxintioa lies
behind the neoclassical theory of the firm andtutinaximization is the source for the neoclassibalory of
consumption.

The framework of neoclassical economics is sumradris follows: Buyers attempt to maximize theimgai
from getting goods, they do this by increasingrtperchases of a good until what they gain fronexstna unit is
just balanced by what they have to give up to obtailn this way they maximize utility, the satistion
associated with the consumption of goods and sesvicikewise, individuals provide labour to firnsat wish
to employ them by balancing the gains from offerthg marginal unit of their services (the wage tisty
would receive) with the disutility of labour itselthe loss of leisure. Individuals therefore makeices at the
margin. This results in a theory of demand for goatd supply of productive factors. Similarly, puodrs
attempt to produce units of a good so that the @bgtoducing the incremental or marginal unitustjbalanced
by the revenue it generates. In this way, they mia profits. Firms also hire employees up to tbmfpthat the
cost of the additional employee is just balancedth®y value of output that the additional employeasubd
produce.

The neoclassical vision thus involves economic &gdse they households or firms, optimizing, subjecall
relevant constraints. Value is linked to unlimitéesires and wants colliding with constraints orGita The
tensions and decision problems are worked out irkets Prices are the signals that tell househafdsfirms
whether their conflicting desires can be reconciledhis study, insurance companies and individif&lpolicy
consumers are assumed to have rational expectdtiahsan be identified and associated with valuey are
able to compare all alternatives, choosing or ptedj the best alternative. Therefore, they makaags giving
them the best possible advantage, given the ciranoss they face. Circumstances in this regarddegldesire
to build an estate for ones dependants, abilitynéet other financial obligations such as payirahosl fees,
participation in charity, purchase of other consumeods and services, accumulating savings thraibhar
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channels, and protection against the effects ahptere death among others. In addition, life pdiaders seek
to maximize utility preferring higher benefits (trg of consumption) while insurance companies maem
profits through minimization of costs by way of lemwcosts and increased output (theory of the finvihile
individual life policyholders would make decisiottgat maximize their satisfaction, the insurance jganies
would determine premium levels and products teatrn the highest profit possible. Finally, bottiindual life
policy consumers and insurance companies are asktonact independently on the basis of full addvant
information, with none being worse or better off fack of relevant information for decision making.

2.2 Literature Review — Previous Empirical studies

The research area on the determinants of demaridsiarance products has been a hot area of intiareguite
a number of business scholars globally. Coupled thie fact that the insurance business is not welerstood
by most lay people in the economy, this has rentbamearea with a lot of scholarly interest. Fotanse, (Gao,
2003) did a study in China entitled, “The deteramits of demand for Life assurance in an emergiog@ny —
the case of China” The objective of the study vasxamine key determinants of demand for life iasge in
China with a view to explaining the rapid growth tbe life insurance industry in China since its remmic
reform in 1978.The hypothesis was that life assteattemand was related to the level of income, diuca
urbanization and inflation. The investigation wasé using a time series data analysis. The measuteshthe
variables was done as follows: The dependent Verialas measured using two different variables, that
quantity demanded and inflation. The quantity detieginof Life assurance was represented by the awerag
amount of individual life assurance premium persparand the premium expenditure per worker wasngiye
the total life premium income divided by the ecommatly active population. Another variable usedreasure
the dependent variable was inflation, and this massured as a percentage of the growth rate gbigmium
income overtime. The independent variables includedme, education, urbanization and inflation. Theme
variable was estimated by GDP per capita deflatethfbation using the consumer price index (CPI}hathe
base year of 1990. The level of education was dfiethby the number of the total graduates in th&ifutions
of higher learning. The degree of urbanization defined as the percentage of population livingreaa under
the administration of a city or a town. Inflatioragsvmeasured as the percentage of annual price ehamghe
consumer price index overtime.

In that study, a general multiple regression modesd designed to test the relationships betweeletls of life
insurance consumption and the level of incomeldtel of education and the degree of urbanizatidrich was
expressed as a log linear equation showing a depéndiriable Qt was related to a number of exptayat
variables Yt, Et, and Rt: LnQtp0 +B1In Yt +f 2 In Et +B 3 In Rt +et

Where Qt denoted life assurance premium experditaurperiod t, Yt denoted per capita income in the
population under study, Et denoted the level ofcatian of population under study, Rt denoted thieaar
population under study, artiwas a random error term. The param@wvas an intercept. The coefficieffitk,

B2, B3 denoted the unknown parameters. In terms okffeet of inflation, the study presumed that ttie |
assurance premium expenditure was a function akotiand past inflation rates and after a certaiar pf the
lag length, the effect of inflation on life assucarpurchasing decision was exhausted. The studhaled that
the demand for life assurance in China was deteuhilargely by income levels, level of education and
urbanization as the regression analysis of theioekhips showed that these variables were pesjtiand
statistically significant, except the inflation iabsle. The fact that the study was done in a fpraiountry
causes the need to do a similar study localsstablish the possibility of generalization of fesu

(zhang, Hu, & Zhu, 2009) analyzed the efficienaylife assurance industry in China with the objeetof
examining the efficiencies of China’s foreign addmestic life assurance providers and to exploe t
relationship between the ownership structure anceftficiencies of the insurers while taking intzaunt other
firm attributes. The Data Envelopment Analysis(DE#gs used to estimate the efficiencies of thed#dsurers
based on a panel data collected for a five yeaogebetween 1999 and 2004. DEA involves the usknetr
programming methods to construct a non-paramefdcepwise surface over the data. The study adoated
previously proposed input-oriented model that agsiligonstant returns to scale (CRS), and modifiéaltdt a
CRS DEA model by assuming that data existed ongttsiand M outputs for each of the N firms samplea.
the i-th firm this was represented by the columetaes Xi and Yi. The KxN input matrix X and the Mxdutput
matrix Y represented the data for all N firms.

The study used Tobit model due to its ability tmdile censored data, which are typically bound beihnt and
0. In the model, the dependant variable was tobeescof total technical efficiency in terms of pueehnical
efficiency (PTE) and Scale efficiency (SE). Thegpdndent variables in the model were the logarthmarket
power, ownership, human capital, distribution cheruf the life assurance products, the vintagéhefdompany
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in terms of number of years of operation in Chiaad finally, the location of the firm's headquasteFive

dummy variables were used to represent the cityrevtiee headquarters were located and one city, gblaan
was used as the reference. The sample includdgghallese insurance firms transacting life assurdmstereen

the years 1999 and 2004.The study revealed thavbeage efficiencies of all the life assurancmdiin China

were cyclical. Both the technical and scale efficies reached their peaks in 1999 and 2000 andugitad
reduced for the period under examination untilyhar 2004 the average efficiencies improved adgdie. gap

provided by this study is that it was done in 2008ny changes have taken place in the area ofdégnand

other areas that may render the findings obsoldterefore there is need to carry out a similadgtiaking into

account the technological changes as well.

Akotey, Osei, & Gemagah (2011) carried out awtimdGhana on the demand for Micro-insurance in riaha
The objective of the study was to identify the €mstinfluencing the demand for micro-insurance ises/

among the informal sector workers of Ghana who vpereeived to be vulnerable to the various riskosxpes

in the economy. The study adopted a quantitatichrigue based on primary data sampled from 10Qrirdb

sector workers from four major market centres icra¢c Ghana (Akotey, Osei, & Gemagah, 2011).

In that study, (Akotey et all, 2014), probit regies model was used for the empirical investigatio the
results showed that premium flexibility, incomedévand nodal agency were significant determinahtsicro-
insurance demand. Further that knowledge on inseramatters, level of trust and marital status aiflaenced
the demand for micro-insurance positively and ificemtly. However, the study revealed that forradlcation
was not a significant determinant of micro-insuedemand. This is in contrast with the finding€aio (2003),
who in his study in China on the determinants f&f éissurance, found out that educational level pesitively
and statistically significant in the determinatiohdemand for life assurance products. The diffeeecould be
as a result of the fact that the need for life este is more understood by people with formal etion than
with ordinary masses including informal sector weykwho may have different visions and ambitiondifen
and may have little or no regard for whatever $ifsurance purports to achieve in one’s life, irottords they
may lack the behest motives as it were. The gap fethat the study focused on micro-insurance @amd
informal sector workers and this may make it diffido generalize the findings to other insuranoedpcts and
particularly life assurance policies that have ptevmore than just protection.

Another study was done in Tunisia by (Hemrit & Ar&b12), on frequency and severity of operatioosés in
Tunisian insurance industry. The objective of thalg was to examine the determinants of operatilmssles in
the insurance companies. The methodology invohrexl use of econometric models. The study had five
hypotheses as follows: H1: There is an effect(bithaut any preconceived sign) of the market shdra o
business line on the frequency and severity ofaifmeral losses, H2: the severity and frequencypefrational
losses tend to increase if the business-line isqiaa company characterized by a variety of insceaproducts
and vice versa, H3:Profit is negatively associatéti the frequency and severity of operationakéss H4: the
human factor has an effect(there is no evidenceiged in advance) on the frequency and severity of
operational losses, and finally, H5: the rate afgraphical positively influences the frequency aederity of
operational losses.

In that study, the models that explain operatidosées were organized around five regressionsliasvs: The
first regression model was on internal fraud anermmal fraud, the second model was on businesspdien and
systems failures, the third regression model wasliemts, products and business practice, execuytielivery
and process management, the fourth regression naadebn employment practices and workplace safedy a
finally the fifth regression model was on all thier operational risk events. The study revealed tharket
share and geographical location had a positive sigdificant influence on the frequency and sevedty
operational losses while variety of insurance potslthad a negative relationship on the frequendysaverity
of operational losses. This study, although natatly dealing with the determinants of life asseedemand,
its methodology would provide a useful insight he tdevelopment of a suitable model for examining th
determinants of life assurance products. The gtgbkshed here relates to the fact that the stualy éone in a
foreign country therefore its findings may not resagily be able to be reflected in Kenya since rikk
exposures may not be similar. Therefore therenisesl to do a similar study locally.

Yu and Chen(2014), did a study in Taiwan on devaelpfife insurer-insurance intermediary relatioqshiThe
objective of the study was to investigate the iefitial factors of the antecedents of relationshiglity and long
term relationship orientation between the stakedrsldf insurance marketing or distribution channkelsiepth
interviews were conducted in a survey to examireltimg term relationships between insurers andramae
intermediaries. The study had three hypotheseslmsvk: H1: the antecedents of relationship qualiiych as
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customer orientation, expertise, similarity, cohtimtensity) are positively correlated with relatghip quality,
H2: relationship quality (in terms of trust, sadision, and commitment) is positively correlatedhwiong term
relationship orientation, and H3: the antecederftsretationship quality (customer orientation, exjs,
similarity, contact intensity) are positively cdated with long term relationship orientation. Téieidy used
both qualitative and quantitative research methtidsugh the administration of ten qualitative irptte
interviews which were conducted before the sun@ytamine the measures used in order to evaluate th
content adequacy and the validity of items. Thdtdpaestionnaires were pre-tested readability dadtg with

the undergraduate business students. The mainyswag&carried out using 503 questionnaires outhi€lw275
responses were received and after filtering invatids, 230 were valid thereby yielding an effextigsponse
rate of about 46%. Three major constructs weresored in this study , thus, antecedents of relakigm
quality, relationship quality and the long termat@nship orientation of insurance intermediarieishvife
assurers. The questionnaire items were measured lokert scale ranging from 1=strongly disagreebte
strongly agree. The statistical approaches useleirstudy were confirmatory factor analysis (CFAJ &SEM
using AMOS 18 and SPSS 12 as the analytical td@IsA was preferred over exploratory factor analysis
because it is theory based, accounts for measuteereor, and tests for unidimensionality. When the
standardized factor loading SFL ranges between &6li00.95, the measurement model achieves basinges

of fit. The composite reliability (CR) of the laterariables was used to measure the reliabilitylabént
variables. The higher the CR value, the more affelst the entities that constitute the insurancerketing
channel construct reliability of a specific lateariable can be determined (Yu & Chen, 2014).

The study revealed that the antecedents of relttipnquality in terms of customer orientation, exise,
similarity and contact intensity had a positivéeef on relationship quality. Further that relasbip qualities
such as trust, satisfaction, and commitment, atgbéapositive effect on the long term relationsiriigntation.
The study findings did support the three hypothebas were put forward in the study, thereby meptine
objectives of the study adequately. The identifiedwledge gap in this study is that it was carmed in a
single country (TAIWAN) and may not be generalizabd life assurers and insurance intermediariesttier
countries. Secondly, the analysis performed instgly was cross-sectional and not longitudinal.oAlhe
statistical tools used are no longer current, AMIBSand SPSS 12 have since been renderd obsoletewsr
updated versions that could yield superior resiilt&re is a need therefore to do a similar study would take
care of the mentioned inadequacies of the studfegably, in Kenya for generalization purposes.

According to (Mahdzan & Victorian , 2013), in theitudy of the determinants of Life Insurance demand
focus on saving motives and financial literacy, teoretical underpinnings on life insurance demdaie back
to the 1960s with works by Yaari in which theoratiframe works for life insurance demand were devedl,
and the demand for life insurance was attributed person’s desire (or a “joy of giving”) to beqtrefunds to
dependents and provide income for retirement. Taeher asserted that it was posited that the denfianlife
insurance is a function of wealth, expected incawer a person’s lifetime, interest rates, the aufstife
insurance policies (e.g. administrative costs) #imel assumed subjective discount on current oveurdut
consumption. The main objective of the study wasni@stigate the determinants of life insurance aiean
among life insurance policyholders of five majde linsurance companies in Kuala Lumpur, Malaysiania
sample size of 259 individuals, the study analytedinfluence of demographic variables, savingivestand
financial literacy, on life insurance demand. Tdedmine the relationship between the demograpluimfa and
life insurance demand one way ANOVA tests were catebl. The relationship between financial literacyl
saving motives (precautionary, bequest, life cyeld wealth accumulation motives) with life insuramtemand
was then analyzed using a multiple regression.réhelts of the study revealed that demographicabées and
saving motives were significantly related to lifsirance demand. Financial literacy, however, waad to be
insignificant in determining life insurance demand.

3. Conclusion

Previous studies established quite a number oflairand different results in studies carried audifferent
parts of the world as well as in Kenya. For insegn@Mahdzan & Victorian , 2013) in their study dfet
determinants of life insurance demand, focusedsaring motives and financial literacy, asserted tliae
demand for life insurance was attributed to a pessalesire (or a “joy of giving”) to bequeath funts
dependents and provide income for retirement. Tioether asserted that the demand for life insugaisca
function of wealth, expected income over a persdifétime, interest rates, the cost of life insuarpolicies
(e.g. administrative costs) and the assumed siNgediscount on current over future consumptiorhe Btudy
investigated the determinants of life insurance alenamong life assurance policyholders of five méije
insurance companies in Kuala Lumpur, Malaysia atdbdished that demographic variables and savioiiyes
were significantly related to life insurance demafdiey used one way ANOVA tests to determine the
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relationship between the demographic factors dadrsurance demand. These findings were in ageaemith
those established by Mahdzan and Victorian in thieidy carried out in France in 2013 in which tlseyght to
investigate the determinants of Life insurance deimnamong Life policy holders of five major Life umance
companies operating in Kuala Lumpur, Malaysia. Hesvein the Malaysian case, the focus was morehen t
consumer attitudes and their savings motives.

The major factors that determine the demand fer di$surance products include, premium flexibilitgome
levels, knowledge of insurance issues marital stagpectations or trust, socio economic factor$yal issues,
regulatory presence among others. For instancegtefket all 2011, who carried out a study in Ghanahe
determinants of demand for micro-insurance in AcGhana and established that insurance knowlechgmg
other factors influenced the demand for micro-iasge positively. The same findings are supportetklaynau,
2013) who found out that the nature of insuranchstry, income, cost of insurance and demograutofs
contributed negatively to the insurance penetrath Kenya and further that existing regulatagniework
was contributing positively to the uptake of inswra services (Kamau, 2013). Life assurance is wmifisignt
part of the insurance business besides genenadaimse (Non-life) and it continues to contributememsely
towards mitigating the risk of premature deathwadl as providing an avenue for asset accumulation

treating the risk of longevity
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