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THE FUTURE OF INSURANCE
ACTIVITY

AGENT AS A PARTNER IN A COMPANY’S OPERATING

© Janowski Andrzej

Every business operates in conditions of uncertainty caused by various fortuitous events. Such events derive
from objectively existing dangers, i.e. risks, which cannot be avoided by companies. The risks are not only
connected to business activity, but they also pose a threat to human life and health. There exists a possibility to
secure oneself against financially negative outcomes of those risks by becoming insured against fortuitous events
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1. Introduction

In the current socio-economic relations, especially
those based on market mechanisms, such insurance, can
take two forms: one can gather funds on one’s own in
order to cover financial losses incurred by the risks
(fortuitous events), or can transfer this financial burden
to a specialized and qualified entrepreneur [1]. Practice
has proven, that the second option is a more economic
and rational solution, which is provided by an institution
established especially for that purpose. By definition,
insurance it is a service which task (goal) is to mitigate
(or fully eliminate) negative results of fortuitous events
by placing the burden of such mitigation on many
individual units threatened with such events (One can
assume that the nature and character of business
insurance are best reflected by the legal definition of
insurance stated, for example, in Article 805 of the
Polish Civil Code: “By the contract of insurance the
insurer undertakes within the scope of his enterprise’s
activity to render specified performance when an
accident envisaged in the contract occurs and the
insuring party undertakes to pay a premium”). Referring
to this service, an entity can get rid itself from the
financial problem connected to random losses, which it
cannot influence and which are potentially inevitable.
The service is a rather inexpensive and effective measure
to solve problems originating from a difficult financial
situation. In this context, insurance can provide funds,
and thus, restore the entity’s economic (financial)
position, which it had before the damage had been
incurred (microeconomic approach), and also ensure
steady and stable functioning of the whole national
economy (macroeconomic approach).

All economic processes, and thus, the institutions
that provide services within them, have not only
economic, but also social character since they are the
source of various human relations and, therefore,
influence the living conditions of members of a society.
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In all countries where economic relations are based on
market economy rules, insurance companies are an
important element of the supply system of social security
scheme. Market economy generates and inspires the
development of life insurance system, and hence, from
the social point of view, it attributes basic significance to
such insurance. A significant part of a society in the pre-
and post-working age cannot count on the desired
material security to be provided to them by the state
when they retire. Hence, they complement the state care
by purchasing individual insurance policies, mostly for
life and disability. Therefore, life insurance becomes a
crucial social tool, that enables to solve many problems
of aging societies, which, according to population
forecasts, Poles can be a part of soon. As regards
individuals, the financial help of personal accident
insurance or life insurance in case of a death in the
family (group life insurance) or death of the breadwinner
cannot be overestimated. The social significance of
business insurance policies, mainly the personal ones, is
dependent on the so-called insurance awareness. At the
moment, in Poland personal insurance does not fulfil its
potential role to sufficient extent.

2. Literature review

2.1. Sources of insurance law

The sources of insurance law are the forms in
which the state’s intentions concerning insurance issues
is expressed and demonstrated to an entrepreneur (a
natural or legal person). Sources of different branches of
law, including one of the comprehensive branches, i.e.
business insurance law, are examined and shown in such
a formal context.

Business insurance law, in contrast to most of the
basic branches of law, is not codified. Thus, its sources
are dispersed and can be found in numerous normative
acts (mainly government acts, regulations and decrees).
Among them, The Insurance Activity Act [2] and 1964
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Civil Code are of special significance. Moreover, Act of
22 May 2003 on Insurance Mediation [3] founded rules
for property and personal insurance mediation.

2. 2. Insurance mediation

Insurance mediation consists in the performance,
for remuneration, of factual or legal acts involved in the
conclusion and performance of insurance contracts.
Insurance mediation is performed exclusively by
insurance agents or insurance brokers, and it is a business
activity, as defined in the provisions of Act of
19 November 1999 [4]. Insurance agent undertakes:

—acts in the name and on behalf of the insurance
undertaking, referred to as "agency acts” consisting in:
soliciting of clients, carrying out work preparatory to the
conclusion of insurance contracts, conclusion of
insurance contracts and assisting in the administration
and performance of insurance contracts, also in the event
of a claim, as well as in the organisation of and
supervision over agency acts (agency activities).

An insurance broker:

—acts in the name and on behalf of an entity
seeking insurance coverage, referred to as ,brokerage
acts”, consisting in: the conclusion of or leading to the
conclusion of insurance contracts, performing work
preparatory to the conclusion of insurance contracts and
participation in the management and execution of
insurance contracts, also in the event of a claim.

2. 3. Insurance agent

An insurance agent is an entrepreneur performing
agency activities under an agency contract concluded
with an insurance company and entered in the register of
insurance agents. Agency acts may be performed
exclusively by a natural person who meets all the
following requirements:

a) is possessed in full of the legal capacity;

b) has not been finally sentenced for a wilful
commission of an offence:

— against life and death;

— against administration of justice;

— against protection of information;

— against credibility of documentation;

— against property;

— against economic trading;

— against trading in money and securities;

— treasury,

c) guarantees the due performance of agency
activities;

d) has at least secondary education;

e) has undergone training run by an insurance
undertaking that ended with a passed examination.

3. Situation on the life insurance market in
Poland after 1990

The modern insurance market in Poland started
developing on 28th July 1990, which is the day when the
Insurance Activity Act was passed. The Act eliminated
insurance monopoly of the state and allowed for
establishing private insurance agencies with national or
foreign capital. This marked the beginning of a sort of
revolution in insurance and made it possible to

institutionalise the insurance market owing to a 1995
amendment. The monopoly of Panstwowy Zaktad
Ubezpieczen (the National Insurance Agency) was
replaced by the free competition one, where all insurers
could conduct their insurance business, and relating to a
growing competition, customers were able to choose
higher-quality products [5]. At that time, the market was
undergoing the free market economy processes and the
greatest emphasis was put on making the society
interested in the new services. In 1993, PZU Zycie was
the leader in the area of life insurance. It gathered 99.2 %
of premiums in this group, followed by Commercial
Union na Zycie and Amplico Life. Although PZU Zycie
had at the time and will have the largest share in the
market, it has been gradually losing a few percentage
points every year to its competitors. In 1993, the
premiums collected from life insurance policies
amounted to 28.5 % of all the income from insurance
premiums [6].

In the years 1993-1994, decreasing the number of
life insurance contracts was observed. This process was
influenced by a negative opinion on a few insurance
policies taken out by PZU clients, which had depreciated
due to hyperinflation (500-700 % per year) at the end of
the 1980s and the beginning of the 1990s. The fear of
novelty was the dominating feeling at the time.

In 1995 (owing to an Insurance Activity Act
amendment) organizational and institutional structure of
the insurance market was created. The insurance market
started functioning in accordance with free market
economy rules.

Since the Insurance Activity Act amendment was
introduced, the insurance market in Poland entered the
right development path. A framework for proper
functioning of the market was created. Nonetheless,
formal adjustment and “maturation” of the market was a
process, which took many years. According to the
European insurance and reinsurance federation CEA, in
1995 and 1996, the Polish insurance market belonged to
one of the most dynamically developing markets in
Europe.

Since the beginning of the 1990s, Poland was a
very attractive insurance market. There were cases of
“testing” when the social insurance reform was being
introduced: firstly, universal pension fund companies
were established, and only then were strictly insuring
businesses set up (e.g. Norwich Union Zycie S. A.), or
some companies returned to the market after being
absent for a few dozen years (Generali Zycie TU). With
new participants entering the market, competitiveness
increased, which benefited clients and contributed to the
development of life insurance in terms of quality. The
existing limitations concerning access of foreign insurers
to the Polish market became less strict.

Additionally, what influenced the Polish life
insurance market were also social insurance and
healthcare sector reforms, which began in 1999. They
raised awareness of insurance and legislative needs and,
at the same time, opened up new opportunities to manage
capital in order for it to protect and secure the future. In
1990, there were only two insurance companies in
category 1 (life insurance), whereas in 2002 the life

27




ExoHoMiuHi HAyKn

Scientific Journal «ScienceRise» Ne2/3(7)2015

insurance market was shared between 35 insurance
agencies (nine companies with Polish capital and 26 with
foreign one).

4. Insurance agent efficiency as an important
factor for the creation of sales strategies of life
insurance companies

Insurance agents serve as a link between the
demand and the supply of the insurance market, so they
have always been its crucial participants, especially in
the context of of life insurance. It is not surprising then,
that the number of agents is growing proportionally to
the level of concluded life insurance contracts (demand
growth). Yet, it seems to be authorized to claim, that
insurance agents play a different role in the life insurance
business than in the property one. Most of all, life
insurance is not an obligation, so the agent’s role does
not only consist in simple, mechanical dealing of a
contract, as is often the case with obligatory insurance.
(Additionally, life insurance is a long-term contract, so
the decision whether to sign it should be well-thought-
out. It is understandable how important the role of an
agent may be here. An agent is more of a financial
advisor than an insurance company representative (as,
for example, Financial Planning Advisers operating in
the UK).

The first life insurance policies were sold with the
help of the same network structures and property
insurance agencies that had already existed on the
market. What they did was simply add another product to
their existing foreign structures, simultaneously building
a foundation for their own organizational systems and
searching for their own distribution channels. Since
centrally-planned economy did not require any marketing
activities, as there was a product shortage in the market,
the easiest form of recruitment (today, completely
ineffective) was to publish a job offer in a newspaper,
which at the time, proved to be very effective (Table 1).

The advent of management processes aimed at
adjusting the Polish economy to the free market rules,
opening the Polish borders to the West and some
characteristic traits of Poles as a nation which made them
very economically active, caused numerous teachers, ex-

soldiers and police officers to take part in a two- or three-
day training conducted by insurance companies and be
honoured with the name of an insurance agent (since at
the time there existed a rather negative prejudice
connected to the word “agent”, insurance intermediaries
used to write on their first business cards the word
“adviser”).

Table 1
Effectiveness of recruiting the most successful agents

Recruitment method Effectiveness [%]
Job offer in the press 21
Manager’s activity Agent’s 20
activity 26
Information from friends 20
Other 13

Source: the author’s own research [Survey (n=500) conducted
in April 2012 during a Commercial Union congress for the best
agents]

The knowledge acquired during a few-day
training was definitely insufficient to present an offer of
even the simplest insurance product in a competent way,
but the paradox was, that the optimism instilled in the
future market practitioners substituted many of their
theoretical and practical shortcomings. Coupled with an
“unshakeable faith” of a salesperson, coming from few
advertising leaflets, it was enough to convince a potential
purchaser (usually a friend or a neighbour) to make this
rather important decision concerning a long-term
relationship with a financial institution, which was
particularly impressive taking into consideration that the
general terms usually contained a provision that the
purchaser could not withdraw the money for at least 3
years while the amount of the capital that would be
gathered in those 36 months of systematic saving was not
specified directly in the contract. In order for an
insurance company to obtain a return on the invested
capital, the recruitment process was constructed in such a
way as to verify positively every person who had a full
capacity to perform acts in law and had not been in
conflict with the law, so the number of agents increases
systematically (Table 2).

Table 2
The number of registered agents 20052011
The registered insurance agents 2005 2006 2007 2008 2009 2010 2011
Exclusive agents 22900 | 23000 | 24600 | 23300 | 23400 | 22700 | 20900
Multi agents 12700 13800 14700 15300 16400 15100 14500
Agents Total 35600 | 36800 | 39300 | 38600 | 39800 | 37800 | 38600

Source: Committees of Financial Supervision [www.knf.gov.pl]

In order for contracts to be concluded with as few
mistakes as possible (one computational mistake could
be made during the calculation of the premium), some
life insurance companies took a minimum of a yearly
premium when a client was signing the contract, and the
insurance cover was very limited: the money was paid
out only when the insured person died.
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4. Insurance agent: partner in business or a
pawn to achieve the shareholders’ goals?

Insurance  companies use the
distribution channels (Table 3):

— direct sales (by fulltime company employees)

— agency sales by insurance agents

— sales by insurance brokers

following



ExoHoMiuHi HAyKn

Scientific Journal «ScienceRise» No2/3(7)2015

Table 3
The service distribution channels of insurance companies, in 2007-2013 [in %
Specification 2007 2008 2009 2010 2011 2012 2013
Direct sale 27,3 22,9 32,4 36,8 34,6 28,8 40,2
Agent sale 66,3 72,5 62,5 52,6 55,9 63,0 56,8
Brokers sale 2.4 1,6 1,8 1,7 1,9 1,6 1,8
Other 3,9 3,0 3.3 8,9 7,7 6,6 1,1

Source: Committees of Financial Supervision [www.knv.gov.pl]

Direct sales by insurance company employees is
characterised by large quantities, which actually do not
reflect the sales effectiveness as mediation activities are
carried out not only by those employees, but also people
working in banks, travel agencies and also postmen.
However, this distribution channel remains the cheapest
source of insurance sales (an agent or a broker should be
paid a commission reaching 90 % of the first-year
premium). As can be concluded from the table mentioned
above, the share of insurance agents in all the insurance
company product distribution is very high and it remains
on the same level. Nevertheless, some problems can be
noticed that derive from previous activities in the area of
sales strategy. They could have been caused by the
following factors:

—most people started working on the primary
market, which had considerably changed. The old sales
techniques, very effective thus far, do not reap the
desired results: a 2014 client is more aware and more
demanding,

—the second problem is maintaining the clients
and providing services to them. There used to be a
growing tendency in the insurance market. However,
after the Polish pension reform, there came a
breakthrough and the insurance company client market
became more mature, which has had some consequences.
At the same time, the economic recession started so the
group of potential clients shrank,

— advertising campaign in the media has shaped a
specific type of social awareness. Many Poles are already
insured for life and convinced that the financial
instrument, which they chose, will solve 100% of their
financial problems when they retire. However, they do
not understand the real nature of its mechanisms.
Actually, the effectiveness of a life insurance policy as a
source of gathering capital is doubtful to say the least.

At the moment, an observed decreasing number of
insurance policies demonstrates an undeniable fact, that
those, who used to sell the most, were not necessarily the
best sellers. There even appeared a term “misselling”,
meaning wrong sales. Superinvestment provided with
extra protection has turned out to be something different
than it was supposed to be.

This is a phenomenon that can be encountered in
every country since no strategy, not even the most
perfect one, is able to prevent people who have some
undesirable traits in the profession of an insurance agent
from becoming such agents. A grotesque copy of
management through objectives with many elements of
X McGregor’s theory [7] was used on a large scale by
organizations, which offered life insurance and this
approach now takes its toll. An agent should not only
have an inherent educational talent, but also a detailed

and reliable knowledge. They should be able to
demonstrate to the client how the value of money
changes in time. A highly-qualified advisor should be
able to calculate the percentage value of single premiums
or those paid in instalments (monthly, quarterly, yearly
premiums). They should be able to estimate profits and to
calculate. Unfortunately, sometimes clients welcome to
their houses employees who do not possess proper
qualifications. One can even opine that those who
manage insurance companies deliberately concealed
some information concerning the financial aspects of
insurance contract conclusion since most indicators used
in the western reality are not so different from those used
in Poland [8]. This issue has recently raised a lot of
controversy and it is not so easy to solve. Very often, the
only agent evaluation criterion is their volume of output.
If it is not satisfactory, the company terminates an
agent’s contract and they lose the whole portfolio of
clients. They are deprived of their income source while
the company decreases the acquisition costs. Insurance
companies who avail of such a strategy are particularly
common in Poland, and they even receive awards for
effectiveness [9].

However, this is a multi-dimensional problem,
which applies to many management levels in
organisations selling life insurance. The rotation of
insurance agents may even reach 94% in four years and
the situation of the middle management does not seem to
be better. Instead of actively supporting the sales
department, they are snowed under with administrative
duties, oftentimes not very effective [10].

5. The activities of agents-entrepreneurs in the
context of insurance company strategies effective-
ness — conclusions

In the “Old” European Countries, clients expect
from an insurance agent to be professional, trustworthy
and most of all, honest. It is in the agent’s and the
company’s interest to provide a client with the best
advice: choose together with the client the most
advantageous insurance option, explain things clearly
and holistically, and connect many factors together.
Misselling may result in both financial and legal
consequences, the most harmful of which seems to be
“professional casualty” as misselling results in spreading
information about the agent’s dishonest approach, which
in turn, reduces the number of people interested in any
cooperation with such an agent [11]. The insurance
market in Poland became more mature after the reform,
and it is ready for a new phase, where insurance agents
are fully professional, perfectly trained and deal
exclusively with sales. In 2013, among the agents of one
of the largest insurance companies operating in Poland,
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there were 57 % of women and 55 % of men who had
university degree (Table 4).

Table 4
Agents’ education
Type of education M [%] | F [%]
Non-technical secondary education 17 21
Technical secondary education 26 19
Non-technical university education 19 47
Technical university education 33 8

Source: the author’s own research

Presently, recruitment processes aim at employing
only people with higher education.

In the UK, if agents have more than 15 %
insurance policies cancelled, they are forbidden from
selling until they improve their results. They are also not
allowed to start cooperating with another company.
Moreover, an agent should be highly qualified in finance.
This is supervised by the Financial Services Authority
FSA, an organization, which is seemingly similar to
Polish KNF. However, it has completely different tasks,
for example, it keeps the register of agents, controls
quality and carries out exams authorising one to become
an insurance agent (insurance companies have
maintained the right to train their agents on their own).
Additionally, insurance companies pay a charge for
every agent to this authority.

Another factor to consider for insurance
companies are distribution channels. An agent is the most
effective, but also the most costly to obtain clients and
maintain one’s business. Some boards of insurance
companies conducting their business in Poland have
decided to change agency contracts, which caused a host
of agents to resign from cooperation. In extreme cases,
reduction of the sales department has even reached 70 %.
Here, a question should be asked if this is a short-term
policy aiming at showing the highest profit to the
shareholders and pay out bonuses to boards, or if it is an
element of a long-term strategy leading to effectiveness
and business quality improvement. Considering the fact
that a number of agents made redundant have actually
been quite successful in sales since they started working
for the competitor, and that rotation among insurance
companies board members is rather high, this situation
cannot be interpreted only in one way, especially that
there are countries which gave up agent mediation almost
completely. In Italy, for example, “cross selling” in
banks is more popular and a significant number of
contracts is concluded on the Internet. Life insurance,
due to its complexity, is rarely offered on the Internet
(there are only offers of the simplest products). However,
one cannot exclude this possibility once e-signature is
introduced. On the basis of the observed life insurance
market changes, it can be concluded that in the next
years, we are not going to face any breakthrough changes
in this area if the Polish legislation is not correlated with
the European market norms. At present, the law
successfully restricts the development of the insurance
agent profession in the following ways:

—lack of legislation concerning e-signature is an
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effective obstacle to sell life insurance on the Internet,

—since 15.01.2005 [12], there has been an
obligation to conclude a civil liability insurance contract
for a guarantee amount of EUR1,000,000 by those agents
who work for a few insurance companies or by insurance
brokers, which will force many people to resign from
their jobs as agents and brokers due to very high costs of
this insurance.

6. Conclusions

The legislator does not make it obligatory for
agents working only for one company to conclude a civil
liability contract. Therefore, a question arises: was this
law supposed to make it difficult for agents to extend
their business activity, which is against the normative
conditions of the EU, as in the Polish market there is not
a single life insurance company which would have a
portfolio of products large enough to enable an agent to
become a professional customer assistant, or is this just a
means to reduce the budget deficit? In accordance with
the rule of freedom to provide insurance services, an
insurance agent can provide services in any Member
State. Therefore, there is a high probability that a
considerable part of the insurance market will be lost to
foreign entrepreneurs who pay taxes in their home
countries. The insurance business is now dominated by
numerous  disputes  concerning  whether some
amendments to the latest Insurance Activity Act instead
of helping Polish entrepreneurs, who will soon be
confronted with a much stronger competition, actually
makes the profession of a Polish insurance agent in
danger of extinction.
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NIIXOAU IO PEUTHHIYBAHHSA COIIAJIBHO-EKOHOMIYHUX TIPOBJIEM

TEPUTOPIAJIBHUX YTBOPEHb

© H. 10. T'oay0

Y cmammi Oocnioowceno numanms

6U3HAYEHHA

npiopumemnHoCcmi - COYianbHO-eKOHOMIYHUX — NpoOieM

MepumopianrbHux Ymeopeus. 3anponoHo8aHo HAYKOB0-MemoOuyHul Rnioxio 00 pelmuHey8aHHA COYIaNbHO-
EKOHOMIYHUX NpobNeM MepumopianibHoc0 YMEOPEeHHA, AKI MOXCYmb Oymu eupiuieHi 3 BUKOPUCAHHAM
iHcmpymenmie coyianvHoeo iHeecmysants. OOIDYHMOBAHO OOYIILHICMb 3ACMOCYS8AHHA 0AHO20 NIOX00Y OJisl
MepumopiarbHUX Ymeopehs PIi3HUX PIGHI6 NiONOPAOKYS8AHHS

Knrouosi cnosa: pevimuneysanns, coyianibHO-eKOHOMIYHI NpoOneMu, MepumopiaibHi YMEOPeHHs, CoylaibHe
iHeecmyeanHs, micyese camosps0y8ants

A definition of priority ranking of social and economic problems of territorial entities is investigated in the
article. Scientific and methodological approach to rating of social and economic problems of territorial entities
which can be solved by using tools of social investment is proposed. Viability of using this approach for
territorial entities of different levels of jurisdiction is proved
Keywords: rating, social and economic problems, territorial entities, social investment, local self-government

1. Betyn IHCTPYMEHTIB,

3aCTOCYBAaHHs Cy4aCHHUX 30KpEMa

B cyuyacHMX yMOBax COI[iaJIbHO-CKOHOMIYHHIA
PO3BHUTOK YKpaiHH Oe3mocepeHbO 3aJEXKHUTh BiJ PiBHA
IHTEHCHBHOCTI PO3BHUTKY 11 PErioHiB, KU B CBOIO 4epry
BH3HAYAETHCSI TEMIIAMH €KOHOMIYHOTO 3POCTaHHS MICT
Ta COIiaJIbHOI aKTHUBHICTIO Cy0’€KTiB TOCMOJapIOBaHHS,
o0 3HAXOIIThcA Ha ix TepuTopii. OmHAK HasSBHICTBH
IIUPOKOTO  KOJla ~ €KOHOMIYHMX, COLIJIBHUX  Ta
€KOJIOTTYHHX npoOeM CTPUMYIOTh PO3BUTOK
TEPUTOPIaLHUX YTBOPEHb. IX MOCTYNOBE BUPIlIEHHS
MOJKJIMBE TUTBKHM 32 YMOBH TICHOI CIIBIIpami BCiX TPyl
3alliKaBJIEHUX CTOPIH — CTeWKxosgepiB (MicueBoro
CIIBTOBApPHUCTBA, I'POMAJICHKHX OpraHizaliif, couialbHO
BiJNOBifJIbHOTO Oi3HECy, HAyKOBUX YCTAaHOB, OpPraHIiB
MiCIIeBOi, perioHaJbHOI Ta Jep)KaBHOI Blagu) Ta

COLIaAJILHOTO 1HBECTYBaHHSI.

2. [TocTaHoBKa npodIeMHu

3HaueHHs COLIAIBHOTO iHBECTYBaHHS IIOJISArae B
MOXJIMBOCTI ~ IUTBOBOTO  3aJy4eHHS  PECypciB A
BUPIIICHHS TIPIOPUTETHAX COIIIATEHO-€KOHOMITHIX
mpo0OJieM MiceBux rpoMas. [Ipu oMy pesyib-TaTHBHICTD
3aCTOCYBaHHSI IHCTPYMEHTIB COLIQJIBbHOTO IHBECTYBaHHS,
SIKE IIOJIArac B IOJIIIIIEHHI SIKOCTI KUTTS JIFOAEH, MOXKE
OyTH B TMOBHIM Mipi JOCSTHYTa 32 YMOBHU IONEPEAHBOTO
JIETaJIbHOTO JOCTIKEHHS COLIIaJIbHO-eKOHOMIYHHIX
npoOieM, sIKi BJacTHBI KOHKPETHIH aJMiHICTpaTHBHO-
TepUTOpiaJIbHIM OonuHMLI (perioHy, paioHy, MicTy abo
CEJMIIY), Ta BU3HAUCHHs HAWOUIBII NPIOPUTETHUX 3 HUX.
3a3HaueHe OOYMOBIIIOE aKTyallb-HICTh INUTaHb PO3POOKU
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