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Abstract

The aim of every business activity is maximising profits, which explains the
tendency of business entities to make products and services readily and easily available
for customers. The insurance activity is not free of placement problems. In order to
survive, an insurance company must constantly follow the trend of the development of
services and distribution channels. As an emergence of global insurers has raised the
issue of the placement of insurance services, innovations related to the placement of
insurance services will be the subject of this paper. However, the success of the
placement of services is dependent upon the fulfilment of the following preconditions:
the service is of great quality; it is adequately distributed — available, its price — the
insurance premium — suits the quality and is competitive; the service is presented to
customers in a quality manner, while the sales personnel is highly motivated to do their
job. The merger of a banking and insurance subject may result in the reduction of costs,
as well as in spurring the synergistic effects and an increase in revenue. New
technologies, new approaches and dexterities of businessmen contribute to delivering
better business results.

Key words: bancassurance, promotional tools, sales channels, insurance services.

PEAJIHOCT U NIEPCIIEKTUBA BAHKOOCHUI'YPAIbA
KAO KAHAJIA ITPOJAJE YCIYI'A OCUT'YPAIbBA
Y PEIIYBJIMIIU CPBUJU

AncTpakT

[lwb cBaKe /IEJIaTHOCTH je MaKCHMHpame JOOWTKa, 300T Yera ce HaCTOju Jia ce Hpo-
M3BOJIM U YCIIyTe LITO BHILE MPHOIIKE Kymily. J[enaTHOCT OCHIyparba Hije JMIIEHa Tpo-
Onema macmana. [la Ou OICTaso, HEOMXOIHO j€ Jia APYIITBO 33 OCUTYPAHe HEIPECTaHo
IpaTH TEHICHIMjY pa3Boja yciayra v HaunHa auctpubynmje. IlojaBa riobanHux ocurypa-
Baya aKTyeJM3Upaia je TUTarbe IIACMaHa yCilyra OCHIyparsa, CTora Cy HHOBAlIHje Y Tiia-
CMaHy yCIlyra OCHTYparba TeMa OBOT pajia. MeljyTim, ycrex riiacMaHa yciyra OCHIyparba
3aBUCH O] UCITYEEHOCTH CiieJiehuX MPETIIOCTABKH: YCIIyra je KBAIMTETHA, TPABHIIHO U~
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CTpHOyHpaHa — JOCTYIIHA, FeHa IIeHa — IIpeMIja OCHTyparba OJroBapa KBUINTETY U HCTa
j€ KOHKYpEHTHa, yCIIyTa je KBAIUTETHO IIpeJICTaB/beHa KyIINMa, a 3alloCIeH! Y IPoajH
MOTHBHCaHH Cy 3a paj. Crajame GaHKapckor U ocurypasajyher cy0jexra Moske 3a pesyi-
TaT IMaTH CMameHhe TPOIIKOBA, a J0JIA3H | J0 OCTBAPEH-a CHHEPreTCKOTr eeKTa 1 MoBe-
hama npuxozna. HoBe TexHoOrHje, HOBM NPUCTYIH U BELITHHE TIOCIOBHUX JbYAH IOTIPH-
HOCE OCTBapery 00JbUX TTOCTIOBHHUX PE3yIITaTa.

Kibyune peun: GaHKOOCHTYpame, METOJIe IPOMOIHje, KaHAIH MpoJiaje, yCIIyre

OCHT'Ypama.

INTRODUCTION

Specifics of the insurance service are reflected in the following
features: its trust-based relationship (since it represents a written sales
promise), the long-term purchasing opportunities and long-term payment,
the legal obligation of buying certain insurance services (the services of
automobile liability, for example), its complex structure (the service before
concluding a contract, during the contract validity and after the expiry of
the contact), the possibility of the use one and the same service by natural
persons and legal entities (property insurance, for instance), the impossibility
of its storage, etc. The above-mentioned facts serve as a confirmation of the
view that every kind of a product and service has a unique distribution
channel structure, and that every legal entity has its own distribution
channels which best suit the specificities of the sale of its product/service,
and, which are also a guarantee of its competitive edge. An inadequate
choice of channels may result in a substantial loss, regardless of the quality
and price level of the offered insurance service, since decisions which are
the result of a distribution policy, in the long-run, belong to the group of
strategic decisions.

The practice has shown that it is possible to distribute the insurance
service to the potential policy holders by means of numerous channels (a
personal sales network of an insurer, a sale with the help of insurance
representatives and insurance intermediaries, etc.). Some scientists believe
that an existence of “diverse services” accounts for a greater number of
distribution channels (Barrese, Doerpinghaus, & Nelson, 1995), while others
claim that such a great number of distribution channels is to be ascribed to a
difference in transaction costs (Regan, 1997), the imperfection of the market,
or differences in service qualities. For a channel to function efficiently and
effectively, regardless of the channel opted for, a partnership relation among
participants is required, which implies an efficient communication system,
mutual confidence in partners, continuity in maintaining partnership relations
and time-flow management. If a channel is a set of independent entities,
interested in personal short-term objectives, this inevitably leads to conflicts,
which result in damages, obstruction, and obtaining a benefit on the part of
one channel participant to the detriment of others.
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Insurance distribution channels in the Republic of Serbia are defined
by institutional solutions (Law on Insurance, 2014). Accordingly, 25
insurance companies operated in Serbia in 2014, while 19 of them were
majority-owned by foreign investors. Apart from insurance companies, the
sales network was composed of: 19 banks which were licensed to perform
insurance representation activities, 95 legal entities (insurance intermediation
and insurance representation companies), 111 insurance representatives
(natural persons — entrepreneurs), as well as 15,287 natural persons who were
licensed to perform insurance representation and insurance intermediation
activities (NBS, 2014). In the world, the prevalence of channels and channel
structures varies from country to country. In Poland, for example, the
dominant sales channel of insurance services in 2012 was insurance agents
(152,200 agents), while there were 76 insurance companies in 2007 and 58 in
2013 (Zieniewicz, 2014). In countries such as Malta, Austria, Spain, Portugal
and Italy the main sales distribution channel of life insurance is
bancassurance, while the number of insurance companies in Spain ranged
from 379 in 2004 to 264 in 2013 (Statistics European Insurance, 2014). In
some neighbouring countries such as Croatia, the major insurance
distribution channel during the period 2008-2012 was an internal sales
network (direct writing) of insurance companies, the number of which ranged
from 20 in 2006 to 27 in 2012 (HAFNA, 2013). In order to increase
their profits, many insurers use several insurance distribution channels
simultaneously. However, how many levels between the policyholder and the
insurance company there will be depends on the decision of the company
which is shaped by numerous factors. Taking into consideration the
complexity of the problem of the choice of insurance distribution channels,
the authors of the paper opted for considering the current state of affairs and
prospects of bancassurance, as one of the sales channels in the Republic of
Serbia. The basic hypothesis of this paper is that the advantages of
bancassurance in the Republic of Serbia have not been sufficiently exploited
in comparison to the traditional insurance distribution channels. This
hypothesis has been confirmed by the data indicating a negligibly low level
of the share of bancassurance premiums in the total premiums, as well as the
share of fee and commission incomes on the basis of bancassurance in the
total fee and commission incomes of commercial banks in the Republic of
Serbia. Bearing in mind the fact that only those services which are
compatible with the bank services have been sold by means of
bancassurance, and that banks and insurance companies are in the initial
phase of their co-operation in terms of the sale of insurance services, it is
necessary to take measures which will promote this insurance sales channel.

Since the results of the application of bancassurance as a sales
channel have not been published publicly yet, the data used in this paper
represent a part of an internal database of the National Bank of Serbia
(NBS), obtained upon the personal request of the authors. The methods of
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descriptive statistics, interviews and questionnaires, have been used in
accordance with the set objectives and hypothesis of the research.

ADVANTAGES AND DISADVANTAGES OF BANCASSURANCE
AS A SALES CHANNEL

Various authors differently view the notion of bancassurance.
Bancassurance is believed to be a package of financial services composed of
one-stop-shop banking and insurance services (Babi¢-Hodovi¢, 2003, p. 59-
63). Given the importance of cooperation, some authors highlight that
bancassurance is a strategy of inter-linkage between banks and insurers
aiming to operate on financial markets in a more or less integrated manner,
which implies the distribution of insurance products by banks (Swiss Re,
2002, p. 3). Analogous to this attitude is a view that bancassurance represents
a full exploitation of the synergy between banking and insurance so that
banking and insurance products can be economically placed to the common
client base (Magdi¢, 2009, p. 7). The claim that could be found in literature is
that bancassurance is an indicator of the disappearance of traditional barriers
between banking and insurance, while the very disappearance of barriers has
been caused by the following factors: the deregulation and liberalisation of
the financial service market, the appearance of giant financial companies
capable of rendering a wide range of financial services, competition,
globalisation, technological innovations, and an increasing sophistication of
clients’ demands.

The contemporary concept of the development of bancassurance
originates from France, when legal changes in this country enabled banks to
penetrate the insurance market in such a way as to offer certain insurance
services to their clients through the network of bank branches and bank
counters. However, if we observe the evolution of bancassurance, we may
differentiate among three developmental periods:

= prior to 1980, when banks sold insurance guarantees as a direct

extension of their banking activities;
= after 1980, when banks started developing and offering life
insurance services to their clients (Unit-linked policies and
Investment-linked policies)

= after 1990, when banks diversified their product and service range
and started offering brand new services, other than life insurance.
During this period, the European Union (EU) adopted the first
directive on the sale of non-life insurance products through banks,
as a sales channel (2002/92/EC).

In spite of the fact that the practise has shown that there is no unified
bancassurance model, the most commonly applied ones are (Dumm & Hoyt,
2003):
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= an integration model which is carried out through banking
channels with the help of bank employees — bank clerks, without
greater investment and further co-operation;

= aspecialist model in which the distribution of insurance services is
conducted by the experts who are usually employed by insurance
companies or who represent them, which implies a greater level of
business integration as well as a higher degree of investment in
information technologies and sales staff, and

= a financial planning model, characterised by a team approach to
offering financial planning packages to every client with the aim of
satisfying the clients’ needs and in accordance with their financial
capabilities. Moreover, this model also implies joint ownership of
the clients’ database and services, long-term co-operation and
substantial investment.

There are also authors who believe that there is the fourth model of
bancassurance which presupposes the establishment of a new company in
one of the following ways: by bank acquisition or a merger/fusion of a bank
and an insurance company on an equal footing, by the creation of a financial
conglomerate which is composed of several dependent companies with a low
integration level, for instance a bank, insurance company and broker
association, aiming at offering incorporate financial services (Kapor, 2007, p.
320-321). Although the number of legal entities in a conglomerate may vary
over 1,000, all the entities are under the control of the parent company which
makes decisions and chooses a business strategy. However, there is a
possibility of fraud in all these combinations, as well as the possibility that
the business risk of one company within the conglomerate may affect the
operations of other companies. The research based on the survey of 500
banks carried out in Belgium, France, Germany, Italy, Holland, Spain and
Great Britain has shown that, for the time being, the first most common
model is the one which implies co-operation with only one partner — the
insurer. The second most common model is insurance companies — wholly-
owned bank subsidiaries. In all other countries, except for Belgium and
Great Britain, there are joint ventures of bankers and insurers. However, the
starting point of the researchers was that the centre of banking and
insurance business in the future will rest upon the co-operation of one bank
with several insurers or one representative.According to their results, at the
moment of the research this model was preferred by 26.6% of sample
banks (Gonulal, Goulder, & Lester, 2012, p. 51-66).

The motives of insurance subjects for the use of bancassurance as a
sales channel are diverse. Therefore,

= hanks perceive it as a means of the diversification of services and

as a source of additional fee income;

= insurance companies see it as a tool of increasing the market share

and premium turnover;
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= customers see it as an additional benefit in terms of reduced prices,
high quality services and the possibilities of doorstep delivery
(personal delivery) (Carry, 1998; Kumar,2000).
The advantages and benefits of partnerships through bancassurance
may be represented by Table 1.

Table 1. Advantages and benefits of partnerships through bancassurance

Partner Offers Gets
Bank = Brand = Increase in fee incomes
= Customer = Additional exit barriers for
database/distribution customer retention
= Complementary products
Insurance = Expertise in insurance and = Access to the brand and
company damages customer database
= Increasing the capacity for = Profit margin on the core
risk-taking business activity
Customer = Brand loyalty = Products of a known
= Identifying other products and  service supplier tailored to
services the needs of customers and

cost reduction.

Indicators of the success of co-operation between the insurance
subjects in this sales channel are: the number of insurance policies sold by a
bank clerk, the insurance premium amount on every type of insurance,
average premium amount per every bank clerk, the number of cancelled
insurance contracts, gross and net commission income per every bank clerk.

The level of the development and use of bancassurance as well as
gained experience in its practical application are differently viewed from the
perspective of developed and developing countries. The group of factors that
mainly determine the degree of the development of bancassurance comprises:
culture, social status, demographic factors, regulatory frameworks, economic
state, types of insurance businesses, the degree and method of bank and
insurance organization. An observation of the European market points to the
fact that banks were the dominant sales channel of life and pension insurance
in Spain, France, and Italy. This situation is explained by the similarity of life
insurance products and banking products, as well as by the possibility
of claiming tax exemptions’, while the penetration of bancassurance in
Germany, England, Holland and Switzerland is far smaller (Table 2), taking
into consideration the regulatory provisions on bank control in insurance
business with the aim of preventing possible abuses in business.

Y In France, until 1995, life insurance products were granted tax exemptions, such as tax
deductibility of up to 25% of premiums. Although the fiscal benefits were withdrawn in the
same Yyear, the bancassurance market share increased from 60% in 2001 to 64% in 2006
due to the high degree of elasticity of demand for life insurance products.
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Table 2. The share of life insurance premium distributed
through a particular sales channel in a total life insurance premium
during 2012 in some European countries

Ref. Countries Sales channels

no Direct writing Agents Brokers Bancassurance Others
1 Austria 24.6% 4.8% 19.0% 45.0% 6.6%
2 Belgium 18.0% 4.8% 29.2% 47.4% 0.6%
3 Bulgaria 18.7% 39.3% 42.0% 0.0% 0.0%
4  Germany 4.1% 50.0% 25.6% 18.0% 2.3%
5 Spain 8.0% 12.7% 6.7% 71.4% 1.2%
6 France 16.0% 7.0% 11.0% 63.0% 3.0%
7 Croatia 41.4% 33.2% 1.2% 20.1% 4.1%
8 Ireland 50.9% 8.9% 40.2% 0.0% 0.0%
9 ltaly 10.7% 16.3% 1.1% 71.9% 0.0%
10 Luxembourg 11.4% 60.0% 3.7% 25.0% 0.0%
11 Malta 1.8% 52.7% 3.8% 41.7% 0.0%
12 Poland 28.8% 24.0% 1.6% 38.9% 6.7%
13 Portugal 6.6% 17.7% 1.3% 74.1% 0.3%
14 Romania 10.6% 55.0% 20.8% 13.6% 0.0%
15 Sweden 17.0% 1.0% 32.0% 10.0% 40.0%
16 Slovenia 5.5% 78.2% 7.9% 8.3% 0.1%
17 Turkey 9.0% 13.0% 0.6% 77.4% 0.0%
18 England 16.9% 22.8% 60.3% 0.0% 0.0%

Source: Calculation of the authors on the basis of the data provided
by the European Insurance in Figures December 2014, Statistics N°50

In other world markets — South America, Asia, Australia, bancassurance
is also used as a distribution channel of life insurance. As far as the US is
concerned, the results of the supervision carried out by the American Bankers
Insurance Association points to the fact that, even though banks have
undertaken increased marketing efforts, the share of banks selling some
forms of general insurance premiums has slightly increased; nevertheless, the
bancassurance revenue is still unsatisfactory (bancassurance revenue is lower
than 0.5% of the total banking revenue).

As for non-life insurance, banks’ efforts to penetrate the property
and accident insurance markets have been noticeable. The result of these
efforts is the knowledge that in most European countries the household
market has become a substantial market for bancassurance (in France,
insurance companies sell these products through the network of Société
Générale Bank), while the share of this sales channel for motor insurance is
very small, under 5%, except in France and Belgium, where the market share
is slightly bigger (Table 3). The reasons for such achieved results related to
the sale of non-life insurance through bancassurance may be: lack of
knowledge about these products, great oscillations in results in comparison to
life insurance and a great number of claims.
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Table 3. The share of the sales channel in non-life insurance in 2012

Sales channels

Ref. . -

no. Countries v?rlitc?r?g Agents Brokers Bancassurance Others
1 Austria 35.7% 18.2%  33.0% 5.7% 7.4%
2 Belgium 19.9% 10.7%  61.4% 7.4% 0.6%
3 Bulgaria 19.6% 34.4%  46.0% 0.0% 0.0%
4  Germany 4.6% 60.2%  24.8% 6.9% 3.5%
5 Spain 22.6% 35.3%  24.8% 10.2% 7.1%
6 Finland 46.2% 37.2% 4.5% 7.3% 4.8%
7 France 35.0% 34.0%  18.0% 12.0% 1.0%
8 Croatia 71.0% 17.5% 6.0% 3.1% 2.4%
9 lIreland 40.9% 0.0% 59.1% 0.0% 0.0%
10 Iltaly 8.1% 81.0% 7.6% 3.3% 0.0%
11 Luxembourg 13.8% 61.0% 24.2% 0.8% 0.3%
12 Malta 33.6% 425%  23.9% 0.0% 0.0%
13 Poland 15.3% 61.0% 19.3% 2.3% 2.1%
14 Portugal 10.7% 56.3% 17.1% 15.3% 0.6%
15 Romania 25.1% 36.2%  38.5% 0.2% 0.0%
16 Slovenia 30.0% 61.5% 5.5% 0.5% 2.5%
17 Slovakia 22.2% 64.3% 0.7% 0.0% 12.8%
18 Turkey 6.4% 67.7% 11.8% 14.1% 0.0%

Source: Calculation of the authors on the basis of the data provided
by European Insurance in Figures December 2014, Statistics N°50

It is estimated that at the beginning of the 21% century life and non-life
insurance premium accounted for 20-30% of the bank profits in the
continental part of Europe (Agnus, 2002, p.12-14). The practice has shown
that there are also insurance companies which use exclusively one sales
channel (a bank) to place their services (life insurance), while the earned
premium amounts per employee are high (Erste VIG — an insurance company
from Croatia (Bertoncelj, 2010). In countries with undeveloped insurance
markets, there is a tendency of foreign insurers to join efforts with the local
banking network, since it is a cheaper way of entering the market in
comparison to greenfield investment or buyout — acquisitions of local
insurance companies (Latin America). The need for bancassurance
development has not only been accompanied by the interest of insurance
companies. Namely, intense competition among banks and a reduced margin
of interest rates have brought about an increase in administrative and
marketing costs and limited profit margins for traditional banking products,
which, eventually, resulted in the need for diversifying the product range of
banks in order to increase their productivity and profitability. At the same
time, the preferences of bank customers have changed in terms of the
reduction in the share of conventional savings and deposits. As a matter of
fact, life insurance products, which are commonly supported by a favourable
tax treatment in many countries and which contain a prominent investment-
related component, have turned out to be appealing to customers. In other
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words, increased competition and a risk of deposit outflow due to increased
customer mobility have caused the banks to start co-operating with insurers
in order to retain or “bind” the customers.

BANCASSURANCE IN THE REPUBLIC OF SERBIA
State of Affairs of Bancassurance in the Republic of Serbia

The Law on Banks (The Official Gazette of RS, no. 107 of 2"
December 2005) explicitly enabled banks in Serbia to perform insurance
representation activities. In terms of insurance business, a commercial bank
may act in three ways: (a) as an insurance representative — bancassurance, (b)
as the insured (the bank arranges the insurance of certain risks and pays the
agreed premium for the insured risks to the insurance company which covers
those risks) and (c) as the insurance beneficiary (when the bank conditions its
customers to be insured so that they can be approved a housing loan or an
overdraft). The above-mentioned roles of a bank draw us to the conclusion
that it will be possible to start a business co-operation between banks and
insurance companies and to create a legal framework for bancassurance.
However, banks entered this sector only in 2007, when no more than five
banks were present in the sales network of insurance services. The number of
banks has increased over years. The biggest increase in the number of banks
which perform insurance activities was recorded in the first years after the
introduction of the Law — in 2008 (120% as much as in 2007) and in 2009
(36.36% as much as in 2008). The number of banks in the sales network
increased in later years — by 6.67% in 2007 and by 12.50% in 2011, and has
finally remained stable in the last 4 years with 19 banks performing the
insurance representation activities (Table 4).

Table 4. Insurance market participants in the Republic of Serbia
during the preriod 2005-2014

Representatives

Insurance
Years - Banks Legal Natural

companies entities Entrepreneurs persons
2005 19 - 40 35 2,578
2006 17 - 44 87 3,982
2007 20 5 59 123 5,002
2008 24 11 65 122 8,190
2009 26 15 69 122 10,124
2010 26 16 77 117 11,418
2011 28 19 79 109 13,363
2012 28 19 84 105 14,123
2013 28 19 87 112 14,457
2014 25 19 95 111 15,287

Source: The annual reports of NBS on insurance supervision activities
(2005, 2006, 2007, 2008, 2009, 2010, 2011, 2012, 2013, 2014)
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The sales network of 19 banks comprised 1.097 points of sale
(bank counters, branch banks, points of sale), with 2.271 authorised and
certified bank clerks (NBS, 2011). The share of banks in the total number
of representatives — legal entities and entrepreneurs increased, ranging
from 2.24% (2007) to 8.09% (2011), and so did the share of premiums
charged through this distribution channel in the total insurance premium —
from 0.03% (2007) to 3.77% (2014). The insurance premium value charged
through bancassurance multiplied from period to period (Table 5).

Table 5. The percentage change in the insurance premium values,
savings values and GDP during the period 2008-2014

0, 1 0, i 0,
% change in % chz_mge N o change in A)_change % change
non-life life in the .
Years . . bancassurance . in the
insurance insurance - savings
- - premiums GDP
premiums  premiums value
2008 15.06 28.48 580.00 8.35 16.55
2009 -0.41 24.17 197.06 36.09 4.92
2010 3.32 18.68 117.16 28.84 6.50
2011 0.32 6.84 54.86 6.65 11.10
2012 4.83 18.63 29.34 16.67 5.18
2013 0.74 18.65 57.59 4.32 8.15
2014 6.85 13.79 26.05 7.12 0.83

Source: Calculation of the authors on the basis of the data provided byNBS
(the annual reports of NBS on insurance supervision activities
(2008, 2009, 2010, 2011, 2012, 2013, 2014) and internal database of NBS)

Based on the available information and promoted co-operation, Table
6 presents a business liaison of some banks and insurance companies in the
Republic of Serbia.

Table 6. An overview of some bancassurance market participants in Serbia

Ref.no. Bank Insurance company
1 Alpha Bank Srbijaa.d. Axaa.d.o.
2 Bancalntesaa.d. Delta Generalia.d.o.
3 Erstebankaa.d. Wiener Stadtischeosiguranjea.d.o.
4 Komercijalnabankaa.d. Dunavosiguranjea.d.o.
5 OTP bankaa.d. Basler a.d.o.
6 Raiffeisen Banka a.d. Unigaa.d.o.
7 SociétéGénéralebankaSrbijaa.d. SociétéGénéraleosiguranjea.d.o.
8 Eurobank EFG a.d. Delta Generalia.d.o.

Wiener Stadtischeosiguranjea.d.o.

9 Hypo-Alpe-Adria Bank a.d. Grawea.d.o.

Given the observed growth in the charged insurance premiums
through various channels of distribution, the interdependency between
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variations in both life and non-life insurance premiums charged through
bancasurance and other distribution channels has been examined by the use
of the method of correlation analysis. The degree of linear quantitative
correlation between the observed variables has been computed by means of
Pearson’s linear correlation coefficient, which may be calculated by applying
the following formula:

- DR RN,
S = (02T y? - (T y)?

The obtained results show that the correlation between the observed
variables is direct, i.e. positive (Table 7). High correlation coefficient values,
which approximate 1 in the case of correlation between bancassurance
premiums and life insurance, point to a strong linear correlation between all
insurance premiums, regardless of the distribution channel and savings.
However, the correlation does not reveal whether there is a causal
relationship between the observed variables, i.e. whether life and non-life
insurance premiums, and savings are conditioned by fluctuations in the
bancassurance value or whether these variables are conditioned by some
other factors which have not been identified in this paper. Therefore, for that
purpose, we will use the causality test, i.e. the Granger cointegration test.

1)

Table 7. A correlation coefficient between the observed variables

Non-life Life

. . Bancassurance .
insurance insurance . Savings
. . premium

premium  premium

Non-life insurance premium 1.00000

Life insurance premium 0.93829  1.00000

Bancassurance premium 0.88862  0.98575 1.00000

Savings 0.90341  0.96916 0.93481 1.00000

Source: Calculation of the authors

The Granger causality test is a method which may determine
whether the fluctuations of one variable will affect other variables in the
future. A simple cointegration test, which has been used in this paper,
implies the determination of the relationship between two variables, X;
and Yy based on the determination of the parameters of the vector
autoregressive model (VAR) as specified in the equation:

Yo =a,tagY  +ota,Y b X+ +b X )+, 2

X =Co+C Xy +otC Xy +dYyy +.+d )Y, ) +V, (3)
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Testing the assumption Ho : by = b, = ... = b= 0 proves that the
variable X, does not affect the variable Yy, while testing the assumption Hy : d;
=d, = ... = dy= 0 proves that the variable Y; does not affect the variable X;. It
is assumed that all other information or factors are irrelevant. The results of
the Granger test statistics, defined by the F-test and the significance level (p-
value), draw us to the decision whether to accept or reject the Ho. The model
is extremely responsive to the number of time lags determined exclusively by
statistical analyses. If the number of lags is too small, the model will not be
specified correctly. On the other hand, a great number of parameters makes
the model complex. Due to the limited nature of the data in the time series,
the lag 1 has been used in this paper.

Cointegration has been tested at the sample of the observed data
series: non-life insurance premium (NLP), life insurance premium (LP),
bancassurance premium (B,P), and savings (S), whereby all the data have
been previously transformed by the application of the Box-Cox
transformation, which comes down to the logarithmization of the baseline
data. Since stationarity has been achieved by the differentiation of the
baseline data (Table 8), the transformed data, which have provided the
stationarity of the series, will be used in the further analysis.

Table 8. The results of the Dicky-Fuller stationarity test

Variable Critical coefficient Significance
Differentiation  Coefficient level
value
(p-value)
0 -1.4717 -1.95 0.7736
In(NLP) 1 -31.527 -1.95 0.01
2 -5.3634 -1.95 <0.0001
0 -2.8062 -1.95 0.2653
In(LP) 1 -1.3192 -1.95 0.8317
2 -1.5792 -1.95 < 0.0001
0 -2.3567 -1.95 0.4365
In(B,P) 1 -1.0626 -1.95 0.9114
2 -1.8348 -1.95 <0.0001
0 -1.2058 -1.95 0.8749
In(S) 1 -3.3549 -1.95 0.08405
2 -2.1709 -1.95 <0.0001

Source: Calculation of the authors

However, in spite of the significant correlation implied by high
Pearson coefficient values, the Granger cointegration test has not pointed
to the causal relation between the observed time series (Table 9).
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Table 9. The results of the Granger cointegration test
at the sample of the analysed series

Bancassurance Bancassurance
— . «— .
premium premium
ourance 0.4306 insurance 35590
. (0.5791) . (0.1999)
premium premium
Life insurance 2.6138 Life insurance 0.0191
premium (0.2473) premium (0.9026)
Savings 0.4484 Savings 0.0573
g (0.5721) g (0.8330)

Source: Calculation of the authors

As the noticed correlation between the analysed variables cannot
be used to explain the causal relation, and yet a linear upward trend in the
premium value is observable during the analysed period, in the regression
model, which may be presented in the following way:

Yi = 5o + BiXi (4)

the time will be used as an explanatory variable to model and then to predict
the fluctuations of insurance premiums in the future period. The equation of a
straight line described by the formula 4 is completely determined by two
coefficients: fo which shows the Y intercept of a straight line, and f3; whichis
the gradient/slope of a straight line, i.e. a tangent of an angle between the
straight line and a positive arm of the X-axis. The value of the coefficients
has been determined by the application of the method of least squares.

In the case of the regression model for non-life and life insurance
policies, the value of the coefficient is o> 0, so that we can conclude that
the straight line indicates an upward trend (Table 10 and Table 11).
However, in the case of the model of bancassurance premiums (Table
12), the value of this coefficient is lower than 0, so that we can conclude
that the straight line shows a downward trend.

Table 10. The regression model of the non-life insurance premium

70000.90 Regression model
£0000.00 i parameters
T ———— Bo 40,514 .57
oy [l By 1,519.18
. R? 0.8798
e MAPE 1.84%
10000.00

0.00 Source: Calculation of

1 2 3 4 5 6 7 8 9 1011 1213 14 the authors

e absolute premium forecasted premium



1340

Despite the insufficient length of the time series, the described
regression models show a substantial level of accuracy. In the case of the
regression model for predicting non-life and life insurance premiums, R
takes the values greater than 0.8, which means that the model accounts
for 87.98% (non-life insurance), that is 98.59% (life insurance) of the
variability of the dependent variable. The accuracy of these two models
has been confirmed by the mean absolute percentage value (MAPE),
which is 1.87% with the model of non-life insurance premiums, and
3.08% with the model of life insurance premiums.

Table 11. The regression model of the life insurance premium

30000.00 Regression model
25000.00 parameters
—— Bo  3,165.07
15000.00 - glz 1(,)593;.5%0
10000.00 - ‘
MAPE 3.08%
Sl Source: Calculation
0.00 of the authors
1 2 3 4 5 6 7 8 9 10 11 12 13 14
absolute premium forecasted premium

However, despite the high R? value, the linear regression model
applied to modelling the bancassurance premium cannot be considered
accurate enough. The mean absolute deviation percent of the values
obtained by the model and real values points to the error of 22.07%,
which is the reason why it will be essential to reconsider modifying the
offered model or applying non-linear models in further research.

Table 12. The regression model of the bancassurance premium

5000.00 Regression model
4000.00 parameters
o w02
1 y
waw - R’ 0,9440
1000.00 / MAPE  22,07%
0.00 == Source: Calculation
1 2 3 4 5 6 7 8 9 10 11 12 13 14
e of the authors
absolute premium forecasted premium

Given the risk of error, the models have been applied to predicting
the premium in the future period of 2015-2020. Based on the obtained
results (Table 13), it can be concluded that both premiums of all types of
insurance and bancassurance premiums will increase in the future period.
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Table 13. Forecasted values of insurance premiums in millions of RSD
during the period 2015-2020

Y 2015 2016 2017 2018 2019 2020

X

Non-life insurance 54,187.18 55,706.36 57,225.54 58,744.71 60,263.89 61,783.07
premium

Life insurance 16,944.93 18,476.02 20,007.12 21,538.21 23,069.31 24,600.40
premium

Bancassurance 2,701.36 3,076.38 345140 3,82643 4,20145 4576.48
premium

Source: Calculation of the authors

However, when it comes to the prevalent attitude of the banks in
Serbia, bancassurance is believed to be a low-profit business. That is the
reason why their interest in the development of this sales channel is low.
According to the available data (Table 14), the share of commissions
earned through bancassurance premiums varied from 5.38% in 2007 to
32.93% in 2011, while this share plummeted in 2014 to 24.57%. The
beneficiaries do not contribute to the development of bancassurance
either, since they have not developed a pronounced interest in various
types of insurance offered on the market, while the insurance companies
are still focused on their sales network.

Table 14. The share of the bancassurance premium in some
categories (%)

% share of bancassurance premiums

Years in non-life and life insurance in total bank commissions
premiums
2007 0.033% 5.38%
2008 0.195% 12.50%
2009 0.566% 21.23%
2010 1.164% 30.26%
2011 1.778% 32.93%
2012 2.144% 31.51%
2013 3.243% 28.01%
2014 3.772% 24.57%

Source: Calculation of the authors
on the basis of the data of the NBS — the Supervision Sector

The bancassurance model present in Serbia represents an integrated
offer of bank and insurance services. Furthermore, an introduction of
insurance to the standard portfolio of bank products means a step forward in
the development of bancassurance in our country. The orientation towards
this kind of business activity enables the banks to broaden their scope of
business by performing activities of insurance representation, which will
eventually lead to a better positioning on the marker, and, hence, to an
increase in the number of clients.
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Promotional Activities Related to Bancassurance
as a Precondition of its Efficiency

Effects of bancassurance are not only the result of modelling its
mechanism, but also of promoting its advantages by means of:

= advertising, as a paid form of informing people and convincing
potential policyholders through mass media communication,

= personal selling, as a way of personally informing and convincing
potential policyholders by mutual communication,

= public relations, as an unpaid form of non-personal informing and
convincing potential policyholders by media reports on insurance
companies and their services, as well as by means of improving
sales as a part of a promotional network which persuades buyers to
make an additional purchase of an existing good or service.

In other words, the role of promotion in an insurance business is
reflected in the communication with individuals, groups or organisation
and in the facilitation of the exchange of information which will
eventually persuade the target group, organisation, or individual that the
offer is right. The decision on the choice of the promotional method is
determined by available promotional tools, characteristics of the target
market, aptitudes and dexterities of the sales personnel, available distribution
channels and service features (Kotler, 2001). Nevertheless, a problem arises
while determining the effects of a promotion, i.e. how to establish feedback
loops between the service recipient and service provider. In order to have
benefits from promotion, a particular subject must have an adequate plan of
conducting, harmonization and communication supervision. One of the
possible methods to achieve this is to carry out a survey, which the authors of
the paper used to obtain an insight into bancassurance. There were 2,500
questionnaires sent to the clients of the banks’ branches on the territory of the
Southern and Eastern Serbia of which 1,560 participated in the survey.
Complete answers received from 1,025 respondents are further analysed.

The greatest number of respondents of the survey is male 74.4%
(Graph 1a). As far as the age distribution is concerned, the majority of
interviewees (over 50%) belong to the group aged 30 50 (Graph 1b).

under 30
years old

u 51-60 u

= Men = Women

m 3140 41-50

over 60
years old

e
-

(a) Distribution of interviewees by gender  (b) Distribution of interviewees by age
Graph 1. Distribution of interviewees by gender and age
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More than 80% of the interviewees (87.20% to be precise) opine
that there is a lack of media coverage and representation of the attributes of
the bancassurance service, and this problem is accompanied by insufficient
data on what banks offer this service, under what conditions and at what
price. With regard to the media which could be used to promote
bancassurance, the respondents (43.20%) believe that the joint use of
television and the Internet will be the best means of advertising
bancassurance, since those are the media that nowadays provide a wide
range of users with fast and effective information. However, 23.20% of the
respondents believe that television solely will be an ideal method of
advertising, while 14.20% of the respondents give preference exclusively to
the Internet. Such an attitude of potential bancassurance beneficiaries
towards electronic media is understandable because the ability to reduce
transaction costs of interaction between buyers and sellers of insurance
products has always been a primary motivation of buyers. Furthermore,
these media enable the very advertisement to draw attention and arouse
interest of a potential user. The practice has shown that there is no marked
interest of insurance beneficiaries in purchasing insurance products via the
electronic distribution channels (Trembly, 2001), so that only fewer than
2% of insurance products have been bought via the Internet. Only 2% of
the interviewees give preference to written media (newspapers) (Table
15). Brochures and leaflets printed by insurers and handed out at points of
sale or sent to policyholders, big posters, and professional magazines
belong to other means of public information and their share in the total
media coverage is negligible.

Regardless of the chosen media of advertising, the interviewees
(78.2%) believe that there must be a persistent and continuous bancassurance
advertisesment which will considerably shape the decision to use this
insurance sales channel.

Table 15. Media which might give the best results
in promoting bancassurance

Ref. no. Media % interviewees
1 TV and the Internet 43.20%
2 Radio 16.60%
3 TV 23.20%
4 The Internet 14.20%
5 Newspapers 2.00%
6 Other media 0.60%
7 Others (recommendations, etc.) 0.20%
8 Total 100.00%

Source: Calculation of the authors
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For the time being, the insurance beneficiaries prefer to buy the
insurance products from the very insurance company (a traditional sales
channel), since, from the respondents’ (63.4%) point of view, there is a
difference in quality depending on the place where the insurance product
is purchased.

There are several obvious factors affecting insurance beneficiaries’
behaviour (Graph 2).

level of sales

® price B personnel expertise
efficiency of m cfficiency of claim and
contracting process payment processes

Graph 2. Factors that affect the purchase of insurance products
in the banks or insurance company

The primary criterion on the basis of which policyholders living under
conditions of low life standard decide to buy insurance services is the price of
the insurance service and the conducted survey points to these findings.
However, in spite of a strong competition among insurers, it is customary that
a low price implies a low quality service. Therefore, policyholders must be
well-educated, and that is the reason why it is upon the seller to interpret the
best offer of an insurer and propose the best combination to the insured. As
the insurance business rests upon the mutual confidence, the seller must be
aware of the fact that it is hard to gain confidence, but is easy to lose it. Since
the most important component of confidence in the insurance business is a
fair and fast payment of claims for compensation or the sum insured, it is
personal experience or other people’s experience with one insurer, spread
through the word-of-mouth, which brings about the enhancement of
consumer confidence (Odalovi¢,&Ugrinov,2012). In the respondents’
opinion, this factor takes the third place on the hierarchical ladder of factors
affecting insurance beneficiaries’ behaviour. Motivational factors of sales
personnel include: quantitatively measurable goals, an earnings possibility,
an incentive system, a wish for business success, service attractiveness,
service benefit assurance, job security and secure earnings, an inclination to
friendship and establishing social contacts, written and oral recognition,
paying attention to the sales personnel, self-confirmation of a person while
competing with others, freedom to do the job in one’s own way, the use of
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personal creativity and initiative, good interpersonal relations. The degree of
the influence of the above-mentioned factors is individual and depends on the
traits of a particular person. In order to successfully sell insurance services, an
employee should possess a high level of self-confidence and motivation
which ensures an aggressive method of selling insurance services.

CONCLUSION

The development of bancassurance as an insurance distribution
channel has been considered a significant model of the development of
the European financial structure since its appearance in the 1980s. Financial
crises have demonstrated that the main concern of the insurance sector
should not be an introduction of new services, but a better communication
of existing services to customers, which would not only put greater
expectations and pressure on the sales network, but also increase its
responsibility. It is, therefore, commonly claimed that the value of every
insurance company is as high as its sales network is. The concept of cross-
selling banking and insurance products is a novelty for both banks and
insurance companies, and is useful for both entities, since it enables not
only a short-term, but also long-term broadening of the structure of assets
and liabilities in the process of financial intermediation, as well as the
attraction and retention of service buyers. In Europe, this distribution
channel has enjoyed considerable success; in the US bancassurance started
developing later, while it is relatively new for Asian countries. However,
professionals and scholars agree that bancassurance has a future; yet it is
necessary that the bank management knows to recognize it. It is a concept
which was, is, and will always be an important sales channel of life-insurance
policies in particular.

In the Republic of Serbia, as in many other developing countries,
this insurance distribution channel has not been sufficiently exploited. A
modest share of premiums earned through the bancassurance distribution
channel is among the lowest shares of all observed shares in other
European counties. Nevertheless, the conducted analyses demonstrate that
the noticed continuous growth of premium will continue in the future and
significantly contribute to an increase in the revenue of insurance companies.
A substantial correlation, implied by high Pearson coefficient values,
between bancassurance, life insurance, and non-life insurance premiums does
not indicate a causal relationship between these values, so that the
identification of the determinants of insurance development requires further
research. One of the factors affecting the development of this distribution
channel is sales promotion, as the effects of bancassurance are not only the
result of modelling its mechanism, but also of promoting its advantages. The
results of the survey carried out among the financial service beneficiaries in
the Republic of Serbia point to the insufficient media coverage and
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representation of the services which can be obtained through bancassurance.
As for the media which might be used for sales promotion, the interviewees
(43.20%) believe that the joint use of television and the Internet would be the
best tool for advertising bancassurance, since those are the media that provide
a wide range of users with fast and effective information. For the time being,
the policyholders are more inclined to buying insurance products in an
insurance company, because the respondents (63.4%) hold that the quality of
an insurance product depends on the place where it is purchased. The price of
the insurance product, which is by rule lower when it is distributed through
the bancassurance channel, significantly affects the choice of the purchase
channel. Other factors determining the choice of the channel include the
speed of meeting the insurance claims, the level of staff expertise and the
speed of completing the procedure.

Bancassurance is a perspective mode of co-operation of financial
institutions, which reduces the price of services and enables the use of a set of
synergistic effects — insurance companies use the bank’s clients’ database and
its extended branch network in order to maintain a contact with buyers, while
banks, by offering new products, bind their clients more closely and strongly,
and generate income through commissions. If the financial situation and
credit activity of banks are stable, it is certain that bancassurance may be one
of the generators of premium growth, particularly in the area of life
insurance. In the developing countries, factors of insurance growth and,
hence, of bancassurance are specific, and, yet, the insurance premium growth
will significantly contribute to an intensive development of bancassurance in
the Republic of Serbia in the forthcoming period.
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PEAJIHOCT U IEPCIIEKTUBA BAHKOOCHUI'YPAIbA
KAO KAHAJIA ITPOJAJE YCIIYT'A OCUT'YPAIBA
Y PEITYBJIMIIN CPBUJH

Jenena 3. Cranxosuh®’, Euna Ierposuh’, Hesenxa Bojeoxuh-MumbroBnh?
YYuusepsuter y Hunry, Exonomcku daxynter, Hum, Cp6uja
2EpCTe bank a.n. Hosu Can, ®unujana Hum

Pe3ume

INpaxca je mokasana 1a je yCIyry OCUrypamba KOPUCHUKY Moryhe IucTpuOyHupaTtu
myTeM OpojHMX KaHana (BIacTUTa MPOJIajHa Mpeka OCHTypaBaya, Ipoaja y3 moMoh 3a-
CTYIHMKA U TIOCpeaHHKa UTA.). HeanekBaTan n300p KaHaua MOXe Kao pe3ysTaT MMaTH
3HauajaH ryouTak, 6e3 003upa Ha KBAJIMTET U HHUBO IieHe NOHyheHe yCIyre ocurypama,
jep olTyKe Koje Cy pe3yNTaT HOJMTHKE JUCTPUOYIHje, TyrOpoYyHO MOCMATPaHO, MpHIIa-
Jajy TpyHaluMju CTpaTerijckux omryka. KoHIenT npoaaje yciyra ocurypama Kpo3 Ho-
Hymy OaHKapcKke ycIlyre jecTe MHOBaIMja U 3a OaHKe W ocurypaBajyhe KoMmaHmje, Koja
je KopucHa 3a 00a eHTHTeTa M oMoryhaBa Kako KpaTKOPOYHO TaKO M AyrOpPOYHO LIHpe-
e CTPYKTYpEe MMOBHHE M 00aBe3a y mnporecy (HHHAHCH]CKOT MOCPEI0oBarba, ajlk U IpH-
BIIAYCH-C U 33/IpXKaBabe KyIala yciyra.


http://www.irisro.org/economics2014january
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CrernieH pa3Boja u kopunihema 0aHKOOCHTYpama, Kao M CTEYEHO MCKYCTBO y IpaK-
THYHO] IIPUMEHH, Pa3JIMINTO CE€ MOXKE MOCMATpaTH Ca acleKTa pa3BHjeHHX W 3eMajba Y
pa3Bojy. [TocMarparmeM eBpOIICKOT TPIKHUILITA MOXKE CE 3aKJbYYMTH Ja Cy OaHKe JOMHMHAH-
TaH KaHai 32 MPOoJajy MPOU3BO/IA KMBOTHOT U MEH3UjCKOT ocurypama y Lllnanuju, Opan-
1yckoj 1 Urammju, 1ok je oo yuemhe y Hemaukoj, Exrneckoj, Xonanauju, I1IBajapckoj
MHOTO Mams-e 300T o/ipenaba 3ak0oHa 0 KOHTPOJIM OaHaKa y IMOCJIOBUMA OCUTYpama Y IHJbY
npeBeHIHje Moryhnx 3ioynotpeba y nocnoBamy. Kana je ped o HeXXUBOTHHUM OCHTypa-
BHMa, OUYUIJICAaH je Harop OaHaka /1a OCBOj€ TPKUILUTE OCHI'Ypama IMOBHHE U OCHTYpa-
Ha JINLA O rocieuiia HecpehHor ciydaja. Y BehuHM eBPOIICKHUX 3eMaJba, OCUTYPame J0-
MahMHCTaBa IOCTAJIO je M3y3eTHO 3HAYajHO TPXKHILTE 32 GaHKOOCHTYpambe, IOK je ydenthe
OBOT KaHaJIa KO TIPOJiaje YCIIyre OCHIyparma MOTOPHHX BO3MJIA Ha HICKOM HUBOY, HCIOT
TeT nocTo, ocuM y Ppaniryckoj 1 benruju, rae je nporeHat yuentha Hemro Behu.

VY Penybmumu CpOuju KaHaIM TUCTPUOYIHjE yCIyra OCHTypama NehUHUCAHH CY
MHCTHTYIIMOHAHAM pelIemhuMa, a 3akoH o Oankama (Cyx6enn rnacauk PC, 6p. 107
on 2. 12. 2005. roauHe) eKCIUIMIUTHO je 6ankama y Cpouju omoryhuo na ce Mory 6aBu-
TH TIOCJIOBMMA 3acTylama y ocurypamy. Melhyrum, GaHKe Cy y 0Baj CEKTOp YIUIE TEK
2007. romure. On Taga no naHac Opoj OaHaka Koje 00aBJbajy MOCIOBE JAUCTPHUOYIIHUjE
yClIyra ocurypama ce U3 roJiiHe y roauHy yBehaBao, kao U mpemuja HamaheHa oBHM
KaHatoM mponaje. Mehytum, yuemrhe mpemuje cTedeHe ofl Mpoaje yciayra OCHryparmba
MyTEM OBOT KaHala je Mehy HajMamHM Yy IOCMAaTpaHOM Y30pKY E€BPOICKHX JpiKaBa.
CrpoBezieHe aHaNM3€e yKa3yjy Ha YMECHHIYY 1a he ce yOUeHH KOHTUHYHPAaHH IOpacT
MpeMuje HaCTaBUTH U y Oyayhem meprony W 3HadajHO JOMpUHETH MoBehamy mpuxoaa
ocurypaajyhux koMiaHuja. 3Ha4yajHa Kopernaruja, Kojy HMINTUINPAjy BUCOKE BPEIIHO-
ctu [TupcoHoBor koeduimjenTa, n3mel)y npemuja 6aHKOOCHTYparba, KUBOTHOT M HEXH-
BOTHOT' OCHTYpama He yKasyje Ha y3pouHy Be3y W3Mel)y OBHX BeJIMUMHA, TAaKO Ja ofpe-
huBame neTepMHUHAHTH pa3Boja OCUI'Ypama 3axTeBa JoJaTHe aHanmu3e. Jeman on dakro-
pa Koju yTude Ha pa3BOj OBOT KaHajJa JUCTPHOYIHjE jecTe W IMPOMOIHja, jep epeKTH
GaHKOOCUTYpama HUCY CaMO PE3yJITaT MOJEIIPaba BEroBOr MexaHn3Ma Beh U mpomo-
BHCabha HErOBHX MPETHOCTH. Pesynrat cnpoBelieHe aHkeTre Meljy kopucHHumMa Gu-
HaHCHjCKHX yciyra y PemmyOmumum CpOuju ykasyjy Ha HETOBOJbHY MEH]CKY 3aCTyILbe-
HOCT HH(OpMaIKja 0 ycIyraMa Koje ce MOTy TOOWTH OaHKOOCHTypameM, 300T dera ce
HajBehu Opoj HCIIMTaHUKa OJUTy4Yje 32 KYTOBHHY yCIIyTa OCUTYparbha JUPEKTHO Off OCUTY-
paBajyhe komnanuje. VicnuTaHuUIM, KOPUCHULM (PUHAHCH]CKHX YCITyTa, MYIIKOT 0JIa CTa-
poctu on 30 mo 50 roauHa mokasanu ¢y HajBehu creneH MHTepecoBama 3a GAHKOOCH-
rypame U MUIUBEHA Cy J1a je HajO0Ibe 3a peKiaMy 0 OaHKOOCHUTYpary KOPHCTHTH TeJIeBU-
3Wjy U MHTEPHET, jep Cy TO y NaHAIIke BpeMe MENHjH KOjH Mpyxkajy Op3e U edekTHe
nH(pOpMAIHje IMHPOKOM KPYTy KOPHCHHUKA.



