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A CRlTICAL EVALUATION Of THE PREMIUM STlWCTUHE OF 
INDIVIDUAL NON-TEHM LIFE INSURANCE IN ETHIOPIA 

Hailu Zclckc' 

A BSTI?A CT: The life iUSllfallCe market ill Elliiopill is a/mos t ellti rely 1111 

1I1110llched market. The shflfe 'of life il/SlImnee ill l ol al amI/wI g r oss 

premilltJI illCOIIIC has iJeclI/olP ill bolh pTc-a lld posl -raliol1ali:atiolll'criods. 

Of IiiI' / WI/II/ I IfO/llCIIIS /lltl/ might ht/llc /well CI/collillacd ill ('.I I I/HIding 'lie 
liJc i,ISIIn/II ,'" ' 111 $; 11 £,55 ill Iile cOIIIlI,-y, IIII.' prin' (prcmillm) factor 1I('('riS to 
be careflllly ,.~ 1/1I;I1I:d. Ullder tile present premillm s/md llre Jor j"diuidlla! 
1101/- lerm 11j ' policies (lI1aillly £1111011'111('11/ 11/111 (-VI/ole Life), ItO <01l5C; 0 115 

persoll will /;"1) EII/lowmell! or Whole Life policies if he lIIakes 1/ propL'f 
cost-IIl'IIt'filllulllysis. Greater /I('lIcft l will /11' dcrivcfli ly adoptillg t1 st rategy 
flml mlly /Jc !nbc/cd 115: "Buy Tam IlIId IlIlIest tlJe Differmcr" Tllcrefol'(" il 
is IICCCSSflry fo r [Ie to mak£' a qllick rCI' icw of ils life i/lsllrlmc£' priri llg ill 
/iglll of liJl.' ciJllllges IlIkillg place ill IIrc C/1ViroIlIllCllt, llfillciplilly ill Viell' of 
1111' risc ill bll1lk s(lI'illg d{'po~i l mtc froll! 6% to 10%. 

INTHODucnON 

Life insurcll1Cf' h,lS bC'cn used as a tool of handling persollal risks for 
lllallY yea rs. The econom ic juslifiG11ion of life insurance is Ihat under 
cirCulll stll1CCS when" firMllcial d ependency in a (,lI11i ly leads 10 severe 
financial or econlHl)ic insecurity, it wi l l <111cviale the financial hMdships 
lIMt dependents "1i 3111 face in the evenl of IJrC[11,lturc o eclth of the 
sLJ Pportinr, persoll. 

Thc ro le of life in c; ur,uKc in providinr. fin,uKi ,11 sefll rily is 3 re,l tcr in 
d evcloped countries comp,Heel to dE' \ 'c lopin8 (ollntri E's . But this does 

. L'ctllra, Depl/ r/I!I!'1I1 af AC(()U lll illg, Addis AiI,II'1i 1II1i1J("I~ily. 
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not in any ca!;c underm ine the significance of li fe insunlllce in 
developing coun.:ies. In fact in developing count ries li fe insu ra nce can 
(i ) t.eJp indi vidua ls in p roviding the ir fam ilies some pro tcc l"io n 
aga inst fina ncia l loss due to preill il ture d C<lth, (i i) serve as a Illeil ns o f 
saving money fo r e mergencies and for re t-iremc nt (UNO'AD 1982). 

A stTong and efficient life insurance market is believed 10 ensure 
social s tability, mobilize funds for investme nt, promo te saving and 
contribute to the overall economic development of a socie ty. 

There are three principal forms of life insurance: term, o rd inary 
endowment and whole life. Term life policy provides temporary 
financial protection whereby the sum assured is payable oilly ill the 
event of dea th happening within the po licy period . O rd inary 
endowment and Nhole life insurance policies embody two components: 
pro tection and s 1 ' ing. Here, the sum assured is paya ble either in the 
event of dea th (r,rolec tion component) or surviva l (saving component). ~ 
T he three forms ,(,f life insurance polic ies ca n 1)(" so ld 0 11 ,lit indi vid u<l l 
basis (ind ividu il l scheme) or g roup basis (g roup sche me). It sho uld ~ 
also noted that life insurance is bought by the assured or ca ll be a 
component of employee benefit schemes of orgil il iza tiolls. 

Premi um constitutes the price of insurance serviccs {Ihe product}. The 
premiulll structure definitely will hiwe <I ll illlp<lc\ on the Ill ilrke t'lhility of 
li fe insu rance po licies. In the Ethiopian case, q uite a number of f.lCtors 
might have been observed as obstacles in exploit ing the li fe insur,lIlCe 
ma rket. Among those factors, the price (prcmiu m charge) of life 
insura nce po licies ca n be singled ou t as one main f,K tOr. This pa pe r 
presents an eV<l lualion of the present li fe insurance premiullls of 
ind ividual non-t'C'nn life policies (o rdinary endowlJlent a nd whole life) 
in the Ethiopian il:surance Corporation. 
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The second Fa rt of this paper provides brief insights into the 
development of in -;urance in the country with emphasis on life insurance 
business. The thi rd and fourth parts address the issue of whelher or nol 
it is advisable to buy n on-term individual life pol icies at the present 
p remiulll rates by comparing the two alternatives: pllrcl/nsc of /lOll -term 
illdiuirillaf fifo IIO/icies (Illd ballk dC/KJSit nrrnllge.IIIl'llt . The fifth pMt presents a 
brief description pe rta ining to the present life insurance premiulll 
s tructure and some of the obstacles in expanding the life insurance 

market in thc counlry. 

T ilE LIFE INSURANCE MAI{KET IN E'II 1I0 1'IA 

Life insuranc(' hils ix>cn undertaken by very few insurance companies 
in the country. ~ l '.'s t insurance companies were doing Inarine, fire and 
general accident il :s Uri1ncc business. Of the B insuri1llce companies that 
secured license un!y th ree were doi ng life insur,\Ilce bus iness in 1972. 
The li fc insura nce business during the pre- 1974 period was no t in a 
strong posi tion by a ny mcasu re. First of a ll, the share o f life insurance in 
the lo la l g ross premiulll income of the insurance indust ry was declining 
ste.Hlily frolll 15~o ill 1967 to S% in 1972 ,IS shown in T,lble I. 

The second indie.llor of the wCclknes5 of the life insur,l [Ke business is 
the comparison of the annu<l l growth ratcs of gross pre miullls of life 
insurdnce with that of non-life insurance. As call be observed from Table 
2, li fe insur.lllce gross p rcmiu ms were incrcasing in one yea r and 
dccre<lsin8 in allother wi th <til average an nu,ll grow th r,lle of 2.5 percent 
(or tllC pcri o(1 19()S- 1972. 1[1 the case of non-life insur,lnce lHisiness, g ross 
prem iullls iIKrc,l s('d (onsislently at an av("['.lge r,lte of 18.4 percent per 

il [lIlU lll. 
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Table 1. Share of life Insu rance i.n the Insu rance Business (1967-72, in percent) 

YEAR LGP/GP LGC/GP LGC/GC 
-.. ------

1967 ;5 4 13 
1968" ·'5 3 10 
1969 'j 1 9 36 
1970 11 5 2" 
1971 " 5 2R 
1972 8 4 31 

Note. LCP is Life Insu filllce G fo~~;Tu m, CP is C ross IIlS ll r~ll l(' Premi um , 
LCC is Life Insurance Cross C laim, lind CC is C russ C laim. 

Source; Author's ca lcu lations us ine da ta from In$uranc<' Co nlrottl'r 's Annua l. 
Repo rt. 1974 

Table 2. Crowth Rates of Cross Premiums in Life and non-Life Ins ur.llll':(> . __ ._-_ ................. ..... _. __ .-
Year Life(%) NOll-Lif(' (1.,) 

1968 9.7 12.9 
1%9 (9.6) 2'1.6 
1'}70 D.2 D.H 
1'}71 (3.0) :n ...l 
1972 2.3 10.:' 

Source: Author .~ , alcu[ations, d ata from Insurance Controller's Annual Rl'pnrl. 
1974 

It might also be infortll Cl ti ve to see which ty pes of life insurance 
policies had demand during those years (1967-'1972). Reeardine th is, 
informahon \V.as obtained on ly for '1972. Life portfolios at the end of 
Decem ber "1972 hCld a tota l va lue of Birr 46.6 million. The number of life 
policies in fo rce at December 3'1, 1972 is presented below. End ow ment 
policies were dominahng the life portfo li O. It is very li kely that the 
demand for term life policies was very low. In fact, one ge neral factor 
that shows the strength o f all insura nce compa ny in selli ng life insurance 
is the ex tent of domination of the li fe portfolio by the term li fe po lices. 
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The hig he r the percentaee of Term Life policies, the highe r the s tre ng th 

(See r.ble 3). 

In s ummary, it seems thai, prior to nationa li za ti on of the insura nce 
compa nies, life insurailCe business had difficulties in a ttracting sufficie nt 
number of custome rs and Illany of the insurance com panies pre fe rred to 
concentrate on general insurance bus iness. 

Total Vulul' TYI'" or Polil"y ................... ----_ ......... __ ........••• _-.......................... -........ -............... _._ .......................... .-._ .. __ .. . 
N Ulllht ' r P{'n'l'lll Bil"r Pl'ro'lll 

End\Jwllwnl p\)lit 'u'", 2501-1 ., 0, 181-1,21-1'1, 77.0 

Wholp Ilf\' poli<"i,"" 12 1,203,OO.l 2.5 

Otlll'r. ~)7 H <.1.209, 11 9 9.9 

Tot,,1 2747 1Ikl 40,6( ... 0,402 ](X) 

N,Iti tHhlli7dlion Ol' lns uran("(' Companies: 1975 a nd After 

The 1975 1l,ltionaJi z.ltio n .leI led to the forlll ation of <l s t.lte-owned 
in"uranc(' (·o rpor,liion. Consequen tly, the Ethio pi,\11 Insur,lncc 
Corpor<llioll (EIe) W,IS ('St,lhli ~ hed effec tively all J,ltIllMY I, 1976 by 
brineing under one umbre ll.1 the 13 insurance companies tiM ! were 
Ildt ionillized. The thrC'C' life insurance companies were reorgiln ized to 
fo rm the Life 1\ lain Bra nch of the Ethiopian Insurance Corporat ion. Since 
the il, the Life t-.I"in Br,\I\ch has been responsible (or lIndcrt'lking life 
inSll r,l llCC' business ,KroSS the country throur,h com miss ion agents 
<,t.ll i()nC'd in Add is Ab,l\J,1 .l lld o ther majo r cities. 

A 'lillysis of the oper'l ting pe rforlll.lnee of ElC ,Ifter il,s est.lblis hme nt I 

ind iccltes tlMt gross pre miulll income from non-life po licies hfts shown 
.11l incre,lsinp h \>; }(! fro m ve.u· to \le.lf, whilE' o ross l) re nliulll income OJ _ _ v 
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from life insurance policies has been s teady for almos t a decade. Annual 
premium growth re, tes were more predictable in the case of non-life 
insurance than that of life insurance. Overall profits have also shown an 
increasing tTend al1d given the high income tax rate in the count:ry, the 
overall operating performance of the corpora tion has been remarkable. 
FigureS 1 and 2 present an insight regarding premiums, clai ms and 
prem ium g rowth rat'3 for the period '1980-89. 

The poor state of life insurance business in Ethiopia after 1975 can be 
clearly seen from cross-countTy comparisons ilS well as from its 
development through time. A survey by UNCl AD ( i990) shows Ihilt the 
overa ll (li fe p lus non-life) ratio of the Ethiopian insurance ind us try is 
slightly higher than the overall average for Africa. It ca n be seen that the 
non-li fe insura nce business is the reason foJ' Ih is since the ratio for the 
life business is relatively low. (See 'f ab le 4). 

COllntry 

Ethiopia 
EBypl 
Niecria 
Tan7..ania 
Zambia 
India 

O.(~l ! .29 
0.16 (I.Xl 
0.21 O.():\ 
0.21 o.n 
0.77 1.97 
0.65 t1.4 :\ -_._--==:-...... _----_ .. _ ...... _ ................................................ ................................. . 

Source: UNCf AD ('1990). 

It appears Ihnt the performance of the Life Main Branch of EIC h<lS 
been uns<l ti sfactory during the last decade. The sha re of life insu rallce 
busi ness in the total gross prellliulll income of the Corpora tion averaged 
4.3% during '198'1-'1990 while gross cla ims for the S<lme period averaged 
4.6%. Average annual life insurance premiums during the sallle period 
were Birr 6.2 million and average annua l gross cI,l ims were Birr 2.4 
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million. The highest premiulll observed was Birr 11.5 million (in 1989) 
and the highest gross claim was Birr 3.6 million (in ·1990). 

Figure I Gross Premium Income. life "-i Non·lile 
(li80 · 1\18i) 
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Figure 2 AIlnuar P,emium Growth Rilles 
L,le "-i Non·Lrfe . (1980 - l i 89) 
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The potenti<li nwrket for life insu rctnce in the country is not yet 
explo ited by EIC Why has it become so ciifficult for ETC to st il11ulctte its 
life insur.lllce bw ~ iness? A num ber of f,K tors helve contribufed to the low 
perfonn,lIlce of 11 .(' life insurance business in EIC A mong o ther things, 
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there exists a serious prici ng problem in the case of the major forms of 1 

life insurance polic ies. 

The decision to purchase whole life or endowment life insurance is 
based on a sound cost-benefit analysis s ince other strategies (options) 
can accomplish tile desired purpose with greater benefits. A detailed 
analysis and co,T.pari.son of benefits under non-term life insumnce 
schemes and all alternative scheme (b.mk deposit a rrcmgement) is 
provided in the next two parts of the paper. The analys is is made for 
individual endowment and whole life policies. Premiulll data for the 
ana lys is have been collected frolll the Ethiopian lnsurance Corpora tion. 
5.1vings deposit rate is obtained from the interest rale direc ti ves issued 
by U,e Na tional Ba nk of Ethiopia (NBE). 

ENDOWMENT INSURANCE 
" 

• 
The question of interes t in this part is: ca n an individual considering "' 

the purchase of endowment insurance adopt an alterna ti ve strategy to 
handle the risk with greater benefits? Two varie ties of the endow ment 
scheme are considered: purchase of Endowment (mai n) policy only, and 
purchase of Emklwment (main) policy along w ith Suppleme ntary 
Accident Insurance (SAl). The alternative strategies considered here are 
using the entir;e i~ nnual premium of the Endowment policy (i) to make 
annual deposits in a bank, and (ii) to buy a Term Life InSllnlllce policy 
and deposit the balance in a bank. 

The benefits of the alternative schemes are compared under three 
conditions: in the event of death, surrender, and maturity. Comparison 
is made by conSidering an endowment po licy for Birr 1000 Illi\turing at 
age 55 (retirement age). This policy is to be purchc\sed at clges of 25, 30, 
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35, and 40. Table 5 gives the sample premiulll quotations of Ele for these 

cond it ions. 

Table 5. EIC QUllultion.<; o f Annual Prcn\lums for Birr ILXX) SUIll Assured of 

__ .. _..!!.!~iv!;!.~~~~~!Wl1\cnl .!!~~~eJ.t.2?S CSO,. M.ortalitL:~~~e.! .. ~:.?.~~L ........ __ _ 

...................... .............•.....•............... 

A~c 10 yeMs -15 Yl'a rs 

25 119.52 84 .16 
30 119.76 H4.57 
35 12(1.:\6 85.40 
41l 121.59 86.97 

Annual P~llliUIllS 
...........•...... .......................... 

20 y<,ars 25 YI'urs 

66.89 57.03 
1>7,45 57.82 
68.60 59.30 
70.58 61.82 

50.82 
51 .92 
53.82 
57.63 

M_M ..... _. __ ..•••••••• ·····_···_·M .•...•• _. __ .... _ ........ _____ . ___ ....... _ .. ___ .........•.•• _ .......... _. __ ................... -.. -.--••• ----

EmloWHwllt Poliet) Quly 

Sirall'gy J: AWlllnJ deposil of Ill" (,lIlin' 1/111111111 !,n'mit /III of Ihe CllflOWIIICll f 

11O/ic"y· 

A. rVlilturity 1'1I)l'('('ds 

Vil lue cOlllpilr;son in Ihe (·ctse of Ill illu rily (.11 relirement <lge) is 
presenled below. U nder the Endowment Schemc, the insured receives 
the Mil turity Vil lue (SUIll Assured) of the policy. Under the Deposi t 
Schem e, he receives the ,KCUlll ulilted (deposit) vil lue upon retirement 
(ilee 55). The Deposit Vil lue on Illilturity is cillcu lil led using the A nnui ty 
Due forillulil shown below, Since premiullls in l ife inSUr<1lKe ilre pilid ilt 
thc beginning, it is il ssurncci Ihilt depos its of such premiullls under the 
Deposit Scheme wi ll be 1l\.lC\e ill Ihe beginning of each yeilr. 

Compound ing is Ill ilde semi·il nllu,llly. 
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cv = [(I + -!; r~· l(1 + L r 
(I+ -!; )"' ; • 

where, CV is compound value, n is number of years, m is number of 
compounding in a year (2 hOles in this case, semi·annual compounding), 
i is annual interest rate. 

Comparison of the values in Table 6 indicates that the deposit va lues 
upon maturity of the policy (at age 55) exceed the sum assured for each 
sampled age. 

Table 6, Comparison of Maturity Proceeds-Striltecy I: Endowment Vt'ffiU S Deposit 
Scheme 

Depusit Sdwme Endowllwllt S. 'lwllw 

• 

... _----_ .•.... - ............... __ . .. __ .. _-_ .... - .. 
25 
3() 

35 
40 

n. Surrender 

9664 
6510 
4457 
3108 

l1XI(J 
II)(XI 
l exXI 
JOOO 

I!6(H 

5510 
3457 
2108 -_ .•.•.. _ ....•• _ •...•..•..•••.•...•...........................•.................. -

Surrender Va lue or Cash Va lue is the amount of money that a policy· 
owner collects from the insurer in Ihe form of a refund if he/she cancels 
a life insurance policy and surrenders it to the insurilnce compa ny. The 
Deposit Vnllle in any given year is to be compa red with the 
corresponding ensh Vnllle of the endowment po licy. Figure 3 presents 
the d ifferences 'bet\'veen the Deposit Vil lues ilnd the Cash Vil lues for the 
sampled ages. The differences are all positi ve, ind ica ting lhat deposit 
values exceed cash values in any given year. 

26 

• 



, 
• 

.' 

Etlliopian /ollrnal of Development Research, Vol. 16, No. 1, April 1994 

Figure 3 Be1'IefIt CompIIrison -S~ 
oeposl V.1ues Ins C.Sh V.lues 

3~ ~ 
3000 /~ 
:: . / Jo A:::1:./4J~ 

~ .- 0 ::4; · 
~ 1500 • .-~t:::-U 

1000 ;ii.~~~O::=-
5OO .L.--~~' o I I t-I - I I I t I f Iff t I - I ! 

1 2 3 4 5 6 7 & 9 10 11 12 13 14 15 16 17 1& 19 20 I 

ErMl 01 Year 

C Oeath 

In the eve nt of death, the values to be compared are the Deposit VnJ lfe 
at the time of death and the SIIIIl Ass1Ired of the e ndowment policy, 
which is Birr 1000. To allow belter comparison it is assumed that death 
claims are p,lid .\1 the e nd of the yeM in which decl th occurred. Figure 4 
provides ,1 vivid ('JmpMison of benefits unde r the Endowment Scheme 
and the Deposit ~ic he ll\e. 

As can be obscrvNi from the graph, deficiencies are observed during 
the early period of the endO\vme nt insurance. They indicate that death 
claims of the endowme nt policy exceed the corresponding deposit 
values. It is important to note, however, that there is an element of 
uncertainty related to the superior benefils of End ow me nt Policy. They 
mate riali ze if and o nly if the insured dies prior to the bre,lk-even point. 
The Deposil Va lues, 0 11 the other hand, reflec t cefl tlill OlltCOllles. Thus, it 
w ill not be correct to compMe the uncertain dea th claims w ith the 
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deposit values unless the uncerta in death clai ms are converted into ." 
certa inty equivalents. 

Figure 4 Benefit Comparison . Death 
Depos~ Values 'oS Sum Assured 

':: 1 0 0 00 

to 6000 '0 ° I 
iii ~OOO ' ~~?J-t t :, U 

2000 ' . ~ __ o-6J~·i ~- ! 
x-~ -~ ~~~~;~~~~-x~ x x x x X X X X X X X X X X X X , 

Ot!o~l · t':'; ·t t ·tll ll l ' II I " " "I ' " 

1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 

End 01 Year 

L 0 age 25 ~ age 30 0 age 35 ... age 40 x Sum Assul ed I 

Thus, proper comparison of the va lues req uires the incorpomtion of 
p resent va lue factors and death probabil ities so th,lt the present va lue of 
accumulated deposits of a given year is compared with the 
correspond ing present va lue of expected death claim. The p resent va lue 
of expec ted death claim is calculated as fo llows: 

PV of Expec ted 
Death Claim 

= Death + 
Claim 

Probabi li ty 
of Dea th 

+ Present Value 
Factor 

.usi ng a d iscount rate of 10% and dea th pro babilities calcu lated from 
the 1958 CSO mortality table which the Ethiopian Insura nce Corpo ra tion 
ad opts in calcu lc: l llg life insurance premi ums, the ana lys is shows tha t 
the p resent va lu·-!s of accumulated deposits exceed the correspond ing 
present va lues or expected dea th cla ims in any given yea r for each 
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sampled age. This shows that the Deposit Scheme is superior to the 
Endowment Scheme. 

Nevertheless, It is pos~ i ble tha t the insured may no t (eel comfortable 
with stich ana lys is and hence may no t li ke the deposi t scheme, 
parLicularly in the event o( death since there wi ll OCClI r depos it 
de ficiencies during the ea rly yea rs, The 'indi vidua l Ill ,'y prefer the 
endowment scheme in order to cover the risk. Ilowevel", thi s risk Cil n 

easily be handled by another stnltegy. 

Sfrnlegy II: "Blly Term (1l1(llmN's l file D ifferel/ce" 

In this striltegy, the premiulll that wou ld hilVC t'O be paid (or the 
Endowment policy is applied for two purposes: a portion of the 
premiulll is used 10 buy Term Li(e po licy to protect the ins ured ag<linst 
ri sk of death, and the re maining portion of the premiulll ts d eposi ted in 
a s,lvings account w hich provides interest ,I t 10% compound ed semi­
annua lly. 

To illuslrcl te the second strillegy, we consider <ill individual 
end owme nt policy for Birr 1000 purchased at age 35 ,md Illclluring at 
age 55. The persoll will " lI occlle til l;' endowment premi ulll for the two 
purposes clS fo llows: 

1 . buy Is-YC'tlI" term li(e inslIr,lIlce (o r s um ,lssured o( Birr 1000 w ith il 
portion o f the premiulll to cover the ddicie ncics, 

2. de pos it thl' r(,lnclini ng b,llcIl KC' clllllU,llly in the bclnk. 
AlTording ly, the persoll purchclses Is-yeclr te rlll life insurcliKe (01" 

s um assured o ( B;rr 1000. The Term Life ills ur,lIlce p rovides financial 
p rotec tion eq ll 'll t,) the sum assured Bi rr ·1000, for fifteen ye,l rs, The 
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annual premiUl" for .15-year term life policy purchased at age 35, "1 

according to EIC quotation Ls calculated as fo llows: 

Basic premium 
plus: Polk)' Factor 
Aruma} premium 

Birr 

10.15 
22.55 

= 
The annual deposit is Birr 35.90, (68.60-32.70). The term life policy 

expires after 15 years. The premium (32.70) ·wi ll then be deposi ted each 
y~ar for the next five years, i.e., until age of retirement. The va lues to be 
compared under the second strategy for each of the three possible cases 
are summarized as follows: 

8 . Maturity 
b.SlUT'ender 
c. Death 

A. Maturity 

Deposit Scheme 

Deposit Value 
Deposit Value 
Deposit Value 

+ 
Sum Assured 

(Tenn Life) 

Endowment Schemt' 

SUIll Assured 
Cash Vulue 

Sum Assured 
(Death Claim) 

Upon mah,lrity the two schemes provide the following benefits to the 
individual (Table 7). The Deposit Scheme provides more benefits to the 
person. 

B. Surrender and Death 

The Deposit Values exceed the corresponding Cash Va lues at any 
given year up to retiremenlln the event of dea th, the death claim of lhe 
Term life policy (Birr 1000) offsets the dea th claim of the endowment 
policy (Birr 100(J). The net advantage to the person under the Deposit 
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Scheme is, therefore, the deposit value at the time of death. The 
comparison is presented in Figure 5 for age 35. 

Ta/!/c 7. COlllpan <;(' 11 of Mattlrily ~nx-l'('ds-Strall'gy II: D(' pos it Vs EnJ owllwnt 
Scheme 

A~e Dep<.sil Sclll'll1(' Endowll11'lll s..·IWllll' Difrl'rence 

25 50% 1 (XIll ·HJl)6 

30 3605 l(XXJ 2605 
35 2554 1(XX) 1554 
40 18"10 HXXl 810 

Note. IS-year term life po licy is purchased (or each sampled age. 

No te that even prior to the increcl sf' of the bank deposit rate to "10%, 
purchase of e ndow ment insurance was not recommendable. At the t-ime 
when the lMllk de pos it relte WtlS 6%, a Deposit Scheme (Term Life 
illSurellKC plus Deposit) W,IS providin~ more be nefits to the individual in 
the event of retire lll ~nt, s urrender or dea th . If the previous analysis is 
made us ing Table 8 g ives the bene fits under the two sche mes for 
re tirement assur:I J'lg a 6% annual bank deposit rate and semi-annual 
(O lll pound jng. 
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Table 8. Comrarison of Benefits in the Case o f Rl'tirl' l1U' l1t Deposit Vs 
__ -,E::.n:::d:::;owme;~~ Scheme (6% sl'llli-a nnu al co n~p'ou~~in~_ ............... _ .. __ _ 

Aec Deposit ScIU'llll" Endo wment Sdll'llle Dirfl'rt'nce 

25" 
30" 
35" 
40'" 

4H60 
17.}9 
1356 
1259 

. Deposit plus Term Life Insurance . 

1000 
1000 
1000 
WOO 

.. 2O-year Tenll Life policy (or Birr l CXXl 

... 15-year Ternl Lif(' policy for Birr 1(X)). 

386() 
7395 
3564 
259 

To summ arize, the purchase of individual endowment policy to save 
money with an added ad vantage of financial protection does mIt 
constitute an optimal decision to make under the present premium rates 
of EIe. The insured will be better off it he/she decides to deposit a 
portion of the endowment premiums in a bank that provides inte res t at 
10% compounded semi-annuall y and purchase term life insurance with 
the remaining p(:rtion of the endowment premiums. This str,llegy, 
w hich is ca lled "a, IY TerlJl nmi I,mesl fhe Differellce", brines more benefits 
to the individ ual with respect to maturity proceeds, surre nder o r death 
claims. 

Endowment Policy with Supplementary Accident Insurance (SAl) 

Actual data are cons idered here to evaluate whether or no t the 
purchase of an individual endowment policy supplemented by accident 
insurance is a wise decis ion to make. The Suppleme ntnry Accident 
lnsurance is sold in conjunction w ith the main policy (whole life or 
endowment). It is not sold separately. It is to be purchased for the sa me 
sum assured and durat'ion of the main policy. 

The fo llowing informat'ion pertains to one orga niZclt-ion in Addis 
Ababa that pure-hased an individual Endowment policy with SAl as a 
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pension p lan for one of i ts employees. The policy was purchased from 
the Ethiopian Insu(ance Corporation (EIe). The following facts are 

gathered: 

Ar,C' -:;r-p-n~,i-oY-PP-··~1~t-CCti-m-P- of i ';;licy - 35';';~"-"--"--""'-'-" "-""-" " -"'--­

pu r('hns(' 

Typt· of ro!i\ 'y Individ UlI ! l'nd,'WllH'nt pI ,Ii\ Y 1l1lllurinr, at 
<lgl' 5S for tlw ", um assun'd of Bi rr 20,0.)), 
.md SAl for sum Assured uf B,rr 2tJ,lXXl 

EndoWIlH'llt Birr 944 ,lIld SAl Birr "150, 
lolal Birr H)9.J ---_._ .. _---_._-------_ .. __ ... __ ...... _ ... _ ...... -_._._-......................... --_.-

As w ill be clea rly shown below, the organiza tion has not Illctde an 
optimal decision to buy individual endowme nt insurance ,15 a pension 
plan for its employee. The employee \Vould ha ve obtained s ubst,l nti al 
benefit if a combined strategy (depos it pl'..Js othe r type of life insurance 
policy) WdS .Hlopted for the S,lllle cost. Therefore, the org,1I1iza tion 
should ha ve .ldopled a policy that invoTvC's the purcha sE' of ,\ 20-year 
te rm life insur,lLKe for Birr 20,000; the purcllt\se of Perso lMI Accident 
Insurance (PAl) \~"e ry yea r unti l age of retire ment; and making annual 
deposits cqu,l lio the to tdl premiums of the Endowment Scheme less the 
Clnnu<ll p rem iulll s for te rm life policy and the persolMI acc iden t policy. 

Term life policy is to he purdMsed to cover the deficiencies as 
Cxpl'lined ,lbove. PC'rsollt\[ Accident InSUr,lIKe (PA l) is to he purchased 
as a substitution for SA l under the Endowment 5<:hellle. 

The annu,ll premiulll fo r ,l 20-ye.ll" term life policy for s um assured of 
Birr 20,000 (rounded to the neMest Birr) is Birr 256 as per the quotation 
of Ele. The tlIlIlu,\ 1 premium for PAl is es tim,lted on the lMSis of the 
p remium quotcl tion submitted by EIC for group personal accident 
insurance for the cmployees of the organiza tio n. The p rem iulll quotation 
\Vas Birr 8272.50 fo r 25 e mployees who had to tal gross month ly sa lary of 
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Birr 27,492. The monthly si'lli'l ry of the employee under consideration 
Wi'lS Birr 488. A proportional estimate of the arHlUi'l 1 premium for 
persooi'l l i'lcc idenl insurance for this employee is Birr 147. 

Personal Accident Insurance is a yea rly renewable term policy. The 
i'l nnual premium charge is li kely to increase w ith the increase in the i'lge 
of the employee. To i'lccom modi'lte this annu i'l l increase in premiums and 
to be conserva tive in our es timate, the annual premium for the personi'l l 
acc iden t insl,lri'lnce is increased to Birr 231 throu~hout the policy period . 
The benefit to the employee in the event of de,llh due to accident is fi ve­
years' salary which is 29,280 (488x'l2xS). Here, we h,lVc made a rigid 
i'lssumption that his monthly salary wiJl remain fi xed until age of 
re tirement, which is a very unl ikely situatio n. The annua l deposit 
amount will thus be Birr 607 (1094 - 256-23 1). The benefils to the 
employee under the nyo schemes ca n now be identified a nd compared 
(see Exhibi t 1). 

£X/lilJit 1. COlllparison or I3cndiL'i U'lder Alh'rn.lliw S.!.~~:~l~:: __ _ 

EnJownwnt with SIA .................................................................................. , ........ 
Maturily 
Surre nder 
Death due to: 

Na tural caus,' 

Norma l Accident 

Puhlic Accident 

SUIll Assurt,d 
Cas h Va lu l' 

SUIll Ass un'd 

Su m As..,>url'd 

Sum AssureJ 

B",w(,l,> 

PI'posH + PAL +.TI'fIll ~i (t' 
D.'posl t V,lIlIl' 
DI'PIISll V.JllI{' 

[h' I ..... lSlt Va luI' p lus SU III 
A<>sun,d or Tprlll L,(" 
Policy 
1)(' llOSlt Valu(' p lus Sum 
Assun,d of TI'nn Lif., 
POIII 'y plus F, vP V"MS' 
5..da r-y' 

DI']"IIS ll V"luI' plu s Sli m 
A"~urt'd or Terlll Lifl' 
Policy p Ills Fiv<' VI'ars' 
5..lldry' 

. Benefits in the Cilse o( dea th du<' tn normal or puhlic 'l\·d dl 'nl. 
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A. Maturity 

Maturity proceeds at the age of 55 .years is Birr 20,000 under the 
Endowment Scheme (the scheme the organization has adop ted) and Birr 
39,435 under the Deposit-Scheme (the alternative scheme). Therefore, the 
alternative scheme provides supe rior benefils of a d iffere nce of Birr 
19,435. 

B. S urrc ndcr Oob ""J""crminalio n) 

The accumu lated va lue that the employee receives under the Deposit 
Schemc ('xcced s the corresponding C lsh Va lue th ,lt he w il l receive upon 
surrcndcrinr. of the po licy w he n the employee tenn i n~ltcs his job wi th 
the orgclnizcl tion The com pa rison is provided in Table 9. 

, 
m 

Figure 5 

3000 
2500 
2000 

" 00 
" 00 • • , 
"" 

Benefil CompBdosn. Summde! and DeaU, 
Endowmenl Y.S Depos~ Scl"Ieme. (Age 35) 

• • • • 
• • • 

• • • ? " • , , , , , • .. , 0 " 0 • 0 • • , • R ", R • • 
0 iIi .. t'I ! 8 ! 8 , , 

0 

• 0 
0 

0 
0 

0 , • ! ,~ 

• • • 

1 2 3 4 5 6 1 8 9 10 I I 12 13 14 15 16 11 18 19 20 

End 01 Yea, 

I 0 Depos,t Value • Sum Assured 0 DepoS.1 plus Tccm 1\ Cash Va lue J 
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Table 9. Comparison of Deposit and Cash Values in the Eve nt of Policy Surrender 

End of Deposit Scheme Endowment Schellw Difference 
Year (Deposit Valu(') (C .... h Vilhl(') 

......................•..................•... ................. 

1 Wi 0 (x'9 

2 1407 7"" 707 

3 2220 15m 720 

4 311 7 23(1) 817 

5 4106 3140 9(X, 

6 5196 4020 11 76 

7 6398 49(1() 1498 

8 7723 5840 1883 

9 9184 671J() 24O.J 

10 10794 771\0 3014 

11 12570 8&X1 3770 

12 14528 Y!<W ..J 6(~ 

13 16686 Hl'Xil 5726 

14 19065 12120 69-\5 

15 21689 1:).,tXJ 8389 

16 24581 14520 HX~l 

17 27770 15820 11950 

18 31286 17H;O 141 26 

19 35162 IR540 16622 

20 39435 2tXHI 19415 

C. Nahtral death 

In the event ) ; dea th due to natural ccwse the benefit under the 
Deposit Scheme :s equal to the Deposit Value plus the Sum Assured of 
the term life policy. Since the Sum Assured o f term life policy (Birr 
20,000) offsets the Sum Assured of the Endowment policy (Birr 20,000), 
the net benefit to the employee is the Deposit Va lue at the time of death. 
The deposit arrangement is superior to the Endowment insurance (see 

Figure 6). 
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Figure 6 
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O. Death <i11(, to Nonna l or Public Accidf' nt 

If d ea th occurs d ue to occident under fl om Ml conditions, the Deposit 
Scheme provides bellefi ts Ctlll<ll to tlw $lIn/ of I/It' Deposi! VI/flli' (I I till' lillie 

of dell I Ii, SI/ 1/1 /ISS/Ired of /II(' /1'1'11/ life polity muf jim' yt'lIrs salary I}(/!/n/J/c' IIl1der 
Ille PersollnJ A(ciric:11 I'0licy. The Endowment Scheme provicies benefits 
equal 10 double the SUIll Assured (Birr 40,000 in Ihis case). The ana lysis 
ind icil tes th" t t1~ 2 Deposit Scheme provides Ill ore benefits to the 
employee in thecvcJ'.t o f death d ue to normal accident. 

If dea th occurs to the cmployee due to public accident (accident while 
lIsin~ public LlC ilitiC's), the benefits under the Endowment Scheme are 
triple the Sum Assured (Birr 60,000 in our case). The Deposit Scheme 
p rovides the s.lJl le benefits .1S in the Cilse of dea th due to normal 
.)ccide nt. Fi r, U 1"1 .. ' 7 prov ides ,1 (k',lr compar ison of benefits under the hvo 

schcmcs. 

It is to be <lC1III itted tlMI in tile' event of ded th due 10 public accident, 
Ihe Endow ment Schc llle' prov idC's ere,lter benefits during the fi rst 9 
years, T hNC',lflcr the be nefi t of the Deposit Sche l1lC' exceeds the benefi t of 
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the Endowment Scheme. The highest deficiency, 
the first year of the policy. 

Birr 10,051, occurs in 

~ 

Figure 7 Bener,t Comparison · Ac.c::iden,at Death 
Endowment '6 Deposit Scheme 

""'" 0 0 
0 0 

a 0 0 
60000 • • • • • • 8 • /11 -0- 18 • • • • • • • • 

0 0 0 0 0 0 

"000 • • • • • • • • • • • 
""". 

O tt , , Itt , I I , t ' I , , , , , t 

1 2 3 • 5 6 7 8 9 10 11 12 13 1. 15 16 11 18 19 20 

End 01 Yea. 

I 0 Depos,t • Endowment (Nor ami) 0 Endowment (Publ,c) 

The deficiencies represent a very un likely outcoille. The proba bi I i ty of 
dea th due to public accident is indeed very low. Yet, the possibility of 
such risk exists and the employee Illay feci uncomfortable w ith the 
uncertainty. 

However, this uncerta inty can be eliminated by r,lisine the Sum 
Assured of the Term Life Policy from Birr 20,000 to Birr 3"1,000 to remove 
the maximum deficiency. This decision increases the annua l premium 
for the ternl life policy by Birr 105 and reduces the annual deposit 
amount by the siln'e amount. The annua l deposit becomes Birr 502, (607-
105). Consequently, this adjustment will lead to receiving total benefi ts 
of Birr 60,833.45 if dea th occu rs in the first yeelf due to public accident. 
This benefit exceeds the benefit deri ved fOfm the Endow ment insurance. 

The ana lys is made so far indiciltes that even purchase of ind ividual 
endowment insumnce together with Supple mentary Accident Insurance 
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(SA l) ,15 " pension plan ,\\ the p resent premiulll ra les will not be a wise 
d ecision. Agelin, the employee will lx> belle r off if his employer Mlopts .1 

deposit s trclter,y in conj unction w ith tcrlll li fc insura nce ,lllti pc rso ll.ll 

accident insuran, p instead . 

WIIOLE LIrE I NSURANCE 

It is also necessary to check whether or not the purchase of whole life 
policy fro lll t he Eth iopia n Insu r<l nce Corpa rellion at the ell rrent p remium 
rate is justifi able or not. A sample of w hole life premium q uot,ltions by 
EIC is consid ered for the ana lysis. They are presented in Table 10. 

Tah/c /0. 1\ 111 11 $.1 1 PI'I ' llliU1l1 fnr Ind ividlldl who ll> L.f .. Po[.<y (fnr SU1II .Issu n 'd d Birr 
[(HI) 

211 
25 
' d 

'Ill 

Annud l i'n' Il1 IUlll 

"957 
-II. X5 
H .59 
51, .S7 

...........................•.... . ............. ........... . 

Ilere 100, two ,11i'.:' rn,lIi vC's ,11"(' to be- rO lll pMc d : p u rc h,lse o f W hole 
Life Po licy o r ,w llu ,}1 d e posil of w hole life premium s. CO lllp.ll"ison is 
m,llie for th ree poss ible s ituatio ns: ~\'I ,lI ur i ty , Surre nd e r ,lIld De il th . 

A. l\la tnrity 

The Sum Ass ured o f the W hole Li fe Po licy is compared with 
Acculllul <t tcd Va lue of the C1 IHlU ,}1 d e posits of w ho le life pre miums. 
Annuity d e pos its are 1ll ,ld e unt il ,1gC 99. So the nccumula ted value 
refe rs to the v.l lue when the ins ured rctl ches ,lge 100. This is beca use 
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the whole life pol icy matures at age 100 unless it is surrendered in , 
between, say a t age 55, 

The maturi ty va lue fo r each sa mpled age exceeds the S UIll 

Assurecr. To provide an insight, it is sufficie,nl 10 de termine the 
Accumulated Va lue a round the brea k-even point for each sa mpled 
age and compa re those va lues with the S UIll Assured , This 
comparison is provided in table 1'1. 

Table 11, Value Compa rison-Deposit SchellH' Versus Whok' Life 
Age 

20 13 
25 I " ,. 
3() ., 
35 ' I 
40 II 

B. S urrender 

Deposit Scheme 

10117 
1002 
1067 
1008 
1116 

Whole Life 
Sum Assu red 

1000 
HlOO 
IIKK) 
IIU) 
llXlO 

P 
2 

67 
8 

lin 

The insured can surrender the policy at any lime, He is then 
provided with three options: cash va lue, reduced Pai d-up Insu rance 
or ex tended term insurance, He re, it is ass ullled Ih,l t the insurer 
selects the cash' value. The Cnsll Vallie of the whole life policy of a 
given yea r is then compa red to the correspondine Acclllllulnied Vnllle. 

The Accu mulated Va lue of any given year exceeds the corresponding 
Cash Va lue for all the sam pled ages, 

C. Death 

In the event (f dea th due to natural cause, whole life insurance is 
superior to the depos it arrangement during the early period of the 
whole life policy (refer to the comparison for Illilturity above). Below 

40 
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As can be observed from the graph, the to ta l benefits under the 
Dep'Os it Scheme (Depesit plus Term Life) exceed the Sum Assured 'Of the 
Whole Life pel icy fer each sampled age until the te rm life p'Olicy expires 
(20 yaars). Thereafter, the va lues t'O be c'Ompared are the Accumulated 
Va lues and the SUIll Assured. Deficiencies ar(> 'O bserved fDr .lge 20 (2 
years), and 25 (1 yea r) and age 30 (I year). 

, 
• 

Figure 8 

2000 

>SO<) 

Bef!elil CompansOll Oeatn 
(Oepos~ plus TefTll L,le \IS wnole Lite) 
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, 
End olVea, .. 

I 0 Sum Assured , age 20 0 age 25 1;0 age 30 K age 35 0 age 40 

This indica tes that fin ancia l protection fe r ri sk 'Of d e,lth is grea ter 
under the Wh'Ole Life policy du ri ng these defic ient years only. 
C'Ompared t'e the 'Overa ll financi<tl benefits th il t ("o uld be derived from 
the Deposit Sclleme prior t'O or bey'Ond the deficient yeMs, the excess 
benefits 'Of Who le Life insur,mce during those ye.lrs C.1I1 not be used <\s a 
strong justifica tion t'O purchase Whole Life policy. The Deposit Scheme is 
by far superior te the purchase 'O f Whele Life insurance. 
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FACTORS AFFECrlNG LIFE INSURANCE 
BUSINESS IN ETHIOPIA 

Current Premium Q uotations 

The present life ins urance premiulll structure is la rgely an adaptation 
of the premium rates of two li fe insurance companies that were 
nationa lized in 1974. The current ~,\tes for indi vidual life policies are 
those of the Ethio-Ame rican Life ins lIf,HlCC Comp,"'y (1977) while the 
curre nt rates for g roup life insurance are ad<lpln lions of the p remiums of 
the Eth iopian Li fe Insurance Company (1977). Since then, there have nol 
been nwjor rev isions of the pre miulll r.lles . 

Two erllci,ll faclors tha t a rc used in calc ul a lin ~ net premiulll s of life 
insufilnce policies a rc the mort,lIil)' rale (death prpbabilily) and the 
inte resl r,l le. Li((' ins urance premiums are d irec tl y re la ted with 1ll0rtaJily 
r.lle .wd inverse lv :-d aled w ith inte rest rale. 

Inll' res t Hah' 

The interest r,.le structure durin)j the Df' rr, rCf,i me Il.ld tIll illlptlCl on 
premiulil r<ltes. Premiullls wcre c.l lcul,ltcd usin tj ,HI .l nn u,1l interest r,lle 
or 3.5%. This r<l le is still Illil int'li net\ by [ Ie. A((ordi ng to the interest 
rille structure that prevailed i n the coun try unti l Ju ne 30, 1986, fill il ncial 
institut ions (Ele is one or them) were .Ibl e to eMn ,1 return of 6% 
annually on ti llle deposi ts and sew i ngs deposi ts. ConSC<l ucn tly, the 
Corpora tion w as able to obl'li n .1 ma rg in 0 11 the investment of p remiuTll 

collec ti ons in ei ther time d eposi ts or sav ings deposits. 

The situation was reversed beginning July 1986 \vhen ,H1 (Llllentiment 
or the interes t rate structure in the country led to ,I dec line in the ilnnual 
i :l terest rate on lll ~l e deposits from 6% to just 1%. T he A mendment ,llso 
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forbade financial institutions from maintaining savings depos its in the 
banks. It is evident that s tarting July 1, 1986 up to the pronouncement of 
a ne\~ interest ra le structure by the Trans itional Government of EUliopia 
(fGE), EIC had been allowing an interes t rate d( 3.5% to its life insurance 
clients w hi le it fH.: t-U Cl lly had ,\ 11 opportun ity to earn a ret-urn of 1 % 
annua lly frol11 its inves tments of life insurilllce premiu llls on time 
deposits. An upward adjustment of the premium rates wou ld have been 
justified under such ci rcumsL, nces. However, there was no premiu m 
adjustm ent by EIC. 

A ques tion might arise here as to w hether EIC could have inves led 
premium collec tions on olher inves tme nt opportunitics !o genera te high 
returns and thereby im prove its premium ra tes. It is to be noted Ihal 
duri ng the Derg regime, alterna ti ve investmcnt opportunities were 
limited as the private sector w.,s heavily discouraged (rom in ves tment 
aclivities. Moreover, in ItS .much as the Corporlltion itself WIlS under 
centra li zed management with a socialist credo, the motiva tion to 
formulate strategic business plans and unde rtake acti vities along the 
path of business lines could have hardly existed . Conseq uently, the 
available option ~tl invest life premiums were basica ll y fi xed depos its. 

Mortality Rates 

The cutrent p remium ril les il re based on mort" lily r" tes dete rmined 
using the "1958 (CSO) morttl li ty table. Lltes t mortality tclbles (1980 CSO, 
for example) reflecllower morta lity ra tes which lead to lower pre mium 
ra tes. 

There seems to exist a feeling that mortality rales, in Ihe contex t of 
Ethiopia, have risen; and even the 1958 CSO Ill ortillity table provides a 
lower mortality rate for the present si tuation in Eth iopia. Based on this 
feeling alone, there seems to exist an argu me nt to keep the interest rate 
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unchanged at 3.5%, despite an increase in ba nk depos il ra les, to 
com pensate (or the unconfirmed rise in the mortality rate. This feeling, 
however, is no t concretely subs lil nt ialed through a study of the morta lity 
situat-ion in the country by the insurance ind ustry. 

Evidently, there has emerged a major risk element, AIDS, which 
could a larm EIC in selling life insu rance policies. The un prcd icl,lbilily of 
this risk \vo uld rlefi nite ly crea te difficulties in es td blishing reasollnble 
p rem ium rcllcs a .1l,l might even force [ Ie to set higher prem iums. 

O LI1('r O hsl.Kles i n EXp.lllding Life Insur.lIH'C' in Ihe Co un try 

The price o f life insurance (premium) is just one facio r tha t would 
influence the ll1 .. rke tilbility of life insuril lKe po licies. It is to be noted tll .. t 
besides the price, the re a rc othe r problems Ill .. t mie h...t Il<l ve contributed 
tow<ll'ds the stagn,\tion of the life insurilnce business in lhe country. The 
Ilwjor prohl(> lI1 s include: 

a. Disruption of the aeency system ,\Her Il<l tion,l li zat ion. 
Subseq uent r('- inst,\ lellll'nl of the ,If,enry s)'!> tem ro uld not bri nB fruitfu l 
results in exploitinB the life insurance mMke t. Thou£,h EIC has been 
ma"- ing cons is te nt e lfort in Ir,lining ,\gents and p l,lC inB the m in various 
cities 10 so licit polenli,\1 buyers o f life insur,lIlce, it WtlS fou nd difficult to 
aUract as many l" ls tomers ,lS .1nticipated . Consequently, many of Ihe 
agents SiMI will drawing from Ihe .. geney business .IHer few tri .. ls of 
ma rket seeking. A lso, the .. gents tend 10 prefer to p ush fo r endow ment 
polici('s because this ens ures them ,1 higher cOlllmission income. Term 
life policy, \vhieh should helVe been g iven primary elltention in life 
insurance busi ness, is undermined by agents. 
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b. Absence of systematic and continuous educationill e fforts to 
enlighten the public about the essence and s ignifica nce of life insurance. 
Though some efforts have been made to creMe awareness through 
advGt"tisements and the prepilration of brochures, posters, pamphlets 
and the like, their des ign and publicity seenis to I"we a shortcoming. 
They have been undertaken on and off rather than sys tematically and 
continually, retarding the im provemen t of public aW<lreness rega rding 
the advantage of life insuril llce. 

c. Lack of skill to undertake actuary tasks; or analyze and adjust 
p remium rates in the light of changing circumstances. To some extent, 
there exists a shortage of qualified personnel who Cil ll underhlke 
detailed technical analysis in life insurance pricing. It is found that 
employees in the Corporation ca n, if they wish, undertake stud ies in 
such foreign insurance institutions as Certified Insurance Insti tution (CII, 
UK) and Life O ffice Management Assoc ia tion (LaMA, U.s.A) through 
correspondence. However, there exists some reserva tion regarding the 
quality of knowledge ilCtJuired through correspondence s tudies. It is the 
opinion of many people (including the author) that studies in the form of 
fe llowships or scholarships abroad cou ld have resulted in a more 
competent and knowledgea ble manpower that is needed to aSSllme the 
task of making detailed technical antilysis. 

d. Th~ income level of the society is al so an important factor in 
purchasing life insurance. The ~nefils of Life InsurilJ1ce are long- tenn . 
Ci tizens, the milio rity o f w hom hflve very low incomes, fi re likely to 
concentrate on the sa tisfaction of their shorl-ierm needs. 
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CONCLUSION 

The life insurance business in Ethiopia has remained stlgnant for 
more thiHl it decade. There are d iverse problems contributing to the low 
performance of :he li fe bril nch of the Corpora tion as compared t'O the 
non-life branch. OnE' 'Of the shortcomings analyzed in this paper is the 
pricing 'Of the individual non-term life insu rance policies, mainly 
Endowment and Whole life policies. The premiu ms for these policies are 
determined based on the 1958 CSO Mortality Table and an annual 
interes t ra te 'O f 3.5%. Significan t p remium revisio ns have not been made 
by the Corpora tion fo r a le ng time. The analys is presented in this paper 
has shown thai the currenL li fe insurance premiulll J"<l Les 'Of the 
Corpora lion Me un li kely 10 attrac t buyers. Po lenti fl l buyers, if they are 
conscious enough, will ra ther adopt an alte rnate stmtegy w hich is 
labeled as "Buy Term and Invest the Difference". I-fence a price revision 
is requi red. To this end, il is necessary 10 exa mine the mortality ra le a nd 
the interest rate tha t is currcntly being used by the Corporation. 

The use of a i ' interest rale of 3.5% will not be acccp table since the 
bank savi ng dcr osit rale Ims increased from 6% to '10%. An upwa rd 
<ldjustment to tlh~ interes t r'lle is justi fi able. The effec t of adjus ting the 
interest rale upwa rd is th,l l life insumllce prem iulli rtlles w ill dec li ne. 
This cou ld p,l rtially help in exploiti ng the potential li fe insUl',lIlce market 
and is a necess ity in the light of the dlclnges taking place in the economic 
and bus iness e nvironment in the countrY. 

It is to be noted , however, that an adjustment to the p remiulll rate 
on ly w ill not leMI to significan t improvement in the life ins ura nce 
bus iness o f the Corporat ion. Price is only one fa clor to be looked into. As 
there exis t other shortcom ings, some of them mentioned in th is paper, it 
wi ll be necessMY to examine the various shortcomings tha t contributed 
to the sttlgnil tion of the life inslIr,lIlce business for more liMn t\ decade. 
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Considering the present circumstances, improvement in life insurance 
business in the country is going to require a lot of effort. With the 
emergence of a new type of risk, AIDS, it may be discouraging to 
undertake life insurance business. New. entrants to the insu rance 
industry are more likely to concentrate on nOIlMlife illsurance rather than 
life insurance. 
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