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Insurance is an important part of the financial sector. It supports broader economic and general 
well-being in developed economies in a way that is so entrenched and accepted that it is not 
widely recognized. In less developed markets, insurance can remain nascent for many years and 
then pick up through a dynamic development phase and reach a more mature phase. As would 
be expected, many actors contribute to this development. This report is part of a larger effort to 
understand the key drivers of development in insurance sectors in a range of jurisdictions 
especially including the role of policy and project interventions. 

This report examines whether fiscal incentives, specifically, insurance premiums’ tax deductibility 
could affect life insurance penetration. This is linked to one of the identified imperatives for 
development - investing insurance assets for development. Incentivizing long-term savings for 
consumers leads to building longer-term insurance liabilities, then investing these in longer-term 
assets. 

The report was prepared by Craig Thorburn, Lead Financial Sector Specialist, and Tetsutaro 
Shindo, Financial Sector Specialist with the Finance, Competitiveness, and Innovation (FCI) Global 
Practice at the World Bank. The authors are grateful for the active engagement of all who were 
involved in the discussions and in support of the work. 

The authors are grateful for guidance and comments throughout the process from Fiona Stewart, 
Serap Oguz Gonulal and Inna Remizova of the World Bank and Mia Thom and Jeremy Gray of 
Cenfri. Ultimately, of course, the resulting report remains the work of the authors and does not 
reflect all the views of reviewers. 

   

This material has been funded in part by the UK aid from the UK government, however the views 
expressed do not necessarily reflect the UK government’s official policies. The report has been 
prepared as part of a broader program of the Disaster Risk Financing and Insurance Program . For 
more information on the ongoing work that is part of this project, readers may contact Craig 
Thorburn at cthorburn@worldbank.org . 
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Glossary 

GDP Gross Domestic Product 
Insurance 
Penetration 

Gross written premium expressed as a percentage of GDP, being the 
most common measure of insurance market development used for cross 
country comparative purposes. 

 

 



 

 

Developing Insurance Markets 

Do fiscal incentives help long term life insurance development? 

Tetsutaro Shindo and Craig Thorburn 

 

Summary 
 

Life insurance lags non-life insurance in many nascent markets. In order to develop the life 
insurance market, insurance companies sometimes propose the introduction of tax incentives to 
stimulate consumers’ willingness to commit to long term savings associated with life insurance. 
This paper examines whether insurance premiums’ tax deductibility could affect life insurance 
penetration using regression analysis of a cross-country dataset. To complement the analysis, 
selected individual countries - Niger, Russia, Paraguay and Lithuania were reviewed, looking at 
trends in life insurance penetration and GDP per capita in USD before and after a policy change. 

Our analysis did not conclusively demonstrate that life insurance premium fiscal relief was 
meaningfully correlated to life insurance penetration. On the other hand, GDP per capita is 
strongly correlated with life insurance penetration, which is consistent with findings of other 
studies. The country examples where a tax policy change was introduced in life insurance 
premium deductibility show mixed results. In Russia and Lithuania, premium deductions appear 
to have had some effect on life insurance penetration. In Niger and Paraguay, it was harder to 
see a meaningful impact. 

The impact of a premium deduction on consumers’ buying behavior appears to be more complex 
and depends on the country context such as institutional quality and overall financial market 
capacity. Even if the tax deduction of insurance premiums has some positive effect, it appears 
that it is not a panacea but just one of a number of factors motivating consumers. If a country is 
considering introducing a policy which allows the tax deduction of insurance premiums, it is 
recommended to combine it with other interventions. 

 

 

 

 

 



 

 

A. Background 
 

It is widely acknowledged that insurance is closely interlinked to economic development in a 
multifaceted manner. Insurers act as risk carriers, risk managers and institutional investors. While 
insurers provide policyholders with benefits in case events occur as defined by contracts as well 
as security during normal times, they also supply capital in the economy as they manage 
premiums until they are returned to policyholders when benefits are paid out in the future. 
Therefore, politicians and insurance supervisors are keen to develop the industry for reasons well 
beyond securing its financial stability and protecting policyholders. 

Life insurance often lags non-life insurance in nascent markets. This is partially because 
compulsory insurance such as motor third-party liability within the non-life segment emerges 
first and becomes dominant. On the other hand, while some life insurance products such as credit 
life could be practically mandatory for mortgage borrowers, life insurance is not usually 
compulsory, and whether to buy it or not depends on consumers’ choice. On top of that, life 
insurance tends to be more expensive than non-life insurance, which can lead to a prevailing 
perception that life insurance is only for rich people. In fact, disposable income is one of the most 
influential factors in explaining the insurance penetration (gross written premiums to GDP); that 
is, as income levels rise, so does life insurance penetration in particular. Figure 1 displays the 
relationship between GDP per capita in USD and the life insurance penetration across countries. 

Figure 1: Relationship between GDP per capita in USD and life insurance penetration, 2018 

 

Source: AXCO, staff analysis 
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A correlation between life insurance penetration and GDP per capita stands at 44.7% across 135 
countries where both data points are available for 2018. Therefore, a positive correlation 
between these variables is observed. Although disposable incomes’ effect on the life insurance 
penetration may not be uniform across countries, it might be natural that one thinks that tax 
incentives could boost the uptake of life insurance or the affordability of life insurance by 
increasing disposable income. Additionally, targeted tax incentives can also help to make life 
insurance less costly. In fact, industry stakeholders often advocate the introduction of a policy 
allowing tax deductions of insurance premiums, of which policymakers and supervisors need to 
consider. This paper examines whether our cross-country data support the view that insurance 
premiums’ deduction from income taxes which is common as tax incentives in the insurance 
sector affects life insurance uptake. 

Although whether or how taxes affect household portfolios has been examined by a number of 
people, there is little prior research on tax incentives’ effect on insurance despite the high level 
of interest from policymakers and industry stakeholders. As one of the few prior studies focusing 
on insurance, Jappelli and Pistaferri (2003) investigated the impact of tax incentives reforms on 
the decision to purchase life insurance in Italy and did not find evidence that tax considerations 
meaningfully affected the demand for life insurance in the country. On the other hand, Sauter, 
Walliser and Winter (2010) documented that in Germany, the demand for life insurance 
increased significantly among the households that were affected by a capital tax reform in 2000. 
Our paper is unique in two respects: 1) it examines if the income tax deductibility of insurance 
premiums has contributed to higher insurance penetration from the view point of market 
development; 2) it uses cross-sectional data across countries rather than focusing on a specific 
country. 

 

B. What is the usual practice? 
 

What taxes are relevant to insurance? 
 

The tax system varies widely by country. Different taxes are applied in different countries and 
different taxation rates further complicate comparisons. For instance, as an illustration of the 
extremes, income taxes do not exist in some countries though they are very common in many 
other countries. Some countries impose inheritance taxes or gift taxes, but others do not. While 
the tax system differs extensively from country to country, how and what taxes could be relevant 
to insurance-related items is categorized as described below. 

First, insurance premiums could be related to taxes mainly in two ways:  



 

 

(1) a tax could be directly imposed on insurance premiums paid whether it is an insurance-specific 
tax or a general consumption tax, i.e. value-added tax;  

(2) part of insurance premiums could be reimbursed through income tax deduction. Insurance 
premium income tax deductions can vary by product, policy duration, type of beneficiaries, and 
so on, sometimes with maximum deductible amounts in countries where such deduction is 
permitted.  

While imposing a tax on insurance premiums can discourage consumers to acquire insurance, 
the income tax deductibility of insurance premiums can be a positive incentive. Putting a cap on 
deductible amounts seems very common to avoid favoring wealthy people too much as well as 
to secure a certain amount of tax revenue. This paper focuses on insurance premiums’ deduction 
from income tax as an incentive to promote insurance uptake. 

Second, insurance payouts, such as benefits and surrender values, could be a taxable source in 
some countries while they could be tax-free in others. In the case of insurance payouts being 
taxable, what taxes are imposed also depends on the country’s tax system. These taxes could be 
an income tax, inheritance tax, estate tax, or gift tax. Types or amounts of taxes imposed on 
insurance benefits may differ, depending on types of products, policy duration, who receive 
benefits or surrender value among others. In addition to benefits on death and maturity, 
investment returns generated by insurance policies could be subject to taxes such as income tax 
or capital gain tax. 

 

What data are available? 
  

As tax issues are complex and variable by country, there is no complete dataset easily available 
to compare insurance-related taxes across countries. However, AXCO, a vender of insurance 
data, provides useful information on insurance-related taxes in its country reports if not perfect. 
For many countries, such information includes the nature of income tax deductions for insurance 
premiums and the presence or absence of taxes on benefits and surrender values. Some 
descriptions are less clear, and others do not elaborate the potential interaction with other 
taxation elements or alternative investments. However, using the information that AXCO 
provides, we examined a relationship between life insurance premiums’ income tax deductibility 
and life insurance market development. A dummy variable was created to indicate the income 
tax deductibility of life insurance premiums, i.e. to display 1 in case life insurance premiums 
(excluding health and disability insurance) are deductible from an income tax even if it is limited 
to specific insurance products, e.g. annuities and 0 in case they are not. In most cases, AXCO’s 
country reports do not describe when the deduction of life insurance premiums from income 
taxes was implemented. In other words, we do not have time series data on the tax deductibility 
of life insurance premiums except when it is mentioned exceptionally. As an indicator for life 



 

 

insurance market development, the insurance penetration was used in our analysis, which is 
calculated as life insurance premiums over nominal GDP. We also include GDP per capita in our 
analysis in order to control its effect on the insurance penetration. 

It should be noted that we understand taxes on benefits paid by insurance contracts may be a 
meaningful factor that is correlated with the insurance penetration. However, taxation around 
insurance benefits appears to be more variable from country to country than that around 
premiums’ deductibility. Different types of taxes such as income tax, inheritance tax, gift tax, 
capital gain tax and the like can be part of the approach. Even if death benefits are exempt from 
an income tax, it may trigger an inheritance tax or gift tax, more complicatedly depending on who 
receives them. In addition, taxes on maturity benefits or investment returns may be imposed 
even if death benefits may not, and such taxes may depend on the holding period of insurance 
policies. Although taxes on benefits should be an interesting area to explore, a lack of 
comparability among different countries is a challenge. Therefore, we focus on the deduction of 
insurance premiums for an income tax purpose at this stage of our research and report the results 
in this paper. 

 

General observations 
 

Our dataset contains 132 countries where all data on the deductibility of life insurance premiums 
from income taxes, the life insurance penetration and GDP per capita are available with the data 
points of the latter two indicators referring to 2018. As shown in Table 1, 62 countries allow 
policyholders to deduct life insurance premiums from the calculation of income taxes, accounting 
for 47% of the total countries in our dataset. While life insurance premiums deduction appears 
well prevailing in South Asia, Latin America and the Caribbean is somewhat behind other regions 
in this regard. 

Table 1: Deductibility of life insurance premiums from income tax, by region 

  All EAP ECA LAC MENA NA SA SSA 
Premium 
deduction 

Yes 62 9 23 10 5 1 4 10 
No 70 8 23 20 4 1 0 14 

EAP: East Asia and Pacific, ECA: Europe and Central Asia, LAC: Latin America and the Caribbean, MENA: Middle 
East and North Africa, NA: North America, SA: South Asia, SSA: Sub-Saharan Africa 

Source: AXCO, staff analysis 

Figure 2 shows the relationship between GDP per capita in USD and the life insurance penetration 
by dividing countries into two groups that allow life insurance premiums deduction and do not. 
The black dots represent countries with the deduction of life insurance premiums and the light 
grey dots represent those without it. Looking at the figure, it is hard to immediately see any clear 
difference between the two groups. 



 

 

Figure 2: Relationship between GDP per capita in USD and life insurance penetration, in 
countries with and without life insurance premiums deduction, 2018 

 

Source: AXCO, staff analysis 

Table 2 shows the average life insurance penetration and average GDP per capita for each 
country group classified by income class. While countries in the low-income class often do not 
allow the deduction of insurance premiums for a tax purpose, it is difficult to find such tendency 
in other country groups by income category. However, promisingly, life insurance penetration 
tends to be higher in countries which allow premiums deduction than in those which do not in 
each of the categories shown in the table. 
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Table 2: Average life insurance penetration (%) and average GDP per capita (USD) by insurance 
premiums deductibility, 2018 

Income 
class 

Premiums 
deduction 

Number of 
samples 

Average life insurance 
penetration, 2018 (%) 

Average GDP per 
capita, 2018 (USD) 

All 
Yes 62 2.07 19,139 
No 70 1.47 15,767 

HIC 
Yes 24 3.90 41,669 
No 22 3.34 40,037 

U-MIC 
Yes 21 1.06 7,323 
No 23 0.80 7,628 

L-MIC 
Yes 14 0.76 2,203 
No 14 0.59 2,724 

LIC 
Yes 3 0.65 644 
No 11 0.27 845 

HIC: High Income Countries, U-MIC: Upper-Middle Income Countries, L-MIC: Lower-Middle Income Countries, 
LIC: Low Income Countries 

Source: AXCO, staff analysis 

 

Premium taxation approaches 
 

The data also provide an insight into the nature of premium tax treatment. Of the 62 countries 
with deductions in one form or another, there is considerable variation. 

 44 countries (71 percent) were noted to have some form of limit on the amount of the 
premium or deduction that could be claimed; 

 8 countries (13 percent) reported some variation in treatment depending on the person 
paying the premium; 

 10 countries (16 percent) included discussion of some limits that encouraged longer 
term savings over shorter term products; and 

 24 countries (39 percent) included differentiation by product type rather than a general 
application to all life insurance products as part of the description. 

Data was also tabulated concerning the personal income tax system as it was considered that 
there may be a difference between deductibility and its incentive impact in countries where 
income taxes were relatively higher than those where they were lower. 

 By far the vast majority of countries had a marginal rate system, only a few had a flat 
rate income tax; and 

 The highest marginal rate averaged 30 percent but varied considerably. 

 



 

 

Our approach to analysis 
 

Our interest is whether the existence of life insurance premiums’ deduction from income taxes 
is meaningfully correlated with life insurance penetration. As noted, Table 2 seems to indicate 
this possibility. To test the hypothesis, the coefficients α, β, and γ of the following regression 
equation were estimated, using cross-sectional data across 132 countries in 2018. 

LP = α + β*GDPPC + γ*Deduction dummy + ε      (1) 

Where: 

LP: life insurance penetration in 2018 expressed as life insurance premiums over nominal 
GDP*100; 

GDPPC: GDP per capita in 2018 in thousands of US dollars; and 

Deduction dummy: a dummy variable that is 1 if life insurance premiums are deductible 
from an income tax in a country and 0 if not. 

As a reference, we also regressed the life insurance penetration on the dummy variable only by 
dropping GDP per capita in the equation (1).  

LP = α + γ*Deduction dummy + ε       (1)’ 

In addition to the above equations, we estimated the following two equations to analyze the 
effects of life insurance premiums’ deductibility on 5-year and 10-year changes until 2018 in the 
life insurance penetration. This approach seeks to investigate development activity rather than 
static levels. In effect, its focus is on the growth of life insurance penetration, rather than the 
simple market size relative to GDP. Changes in GDP per capita in 5-year or 10-year time were 
added as an independent variable while the levels of GDP per capita in 2018 were also included 
to consider the possibility that changes in the life insurance penetration also depends on the 
levels of GDP per capita as well as changes in GDP per capita, in effect allowing for the model to 
adjust for faster growth off a small base. 

5YLP = α + δ*5YGDPPC + β*GDPPC + γ*Deduction dummy + ε   (2) 

10YLP = α + δ*10YGDPPC + β*GDPPC + γ*Deduction dummy + ε   (3) 

Where: 

5YLP: 5-year changes (2013 to 2018) in the life insurance penetration; 

5YGDPPC: 5-year nominal changes (2013 to 2018) in GDP per capita in thousands of US 
dollars; 

GDPPC: GDP per capita in 2018 in thousands of US dollars; 



 

 

10YLP: 10-year changes (2008 to 2018) in the life insurance penetration; and 

10YGDPPC: 10-year nominal changes (2008 to 2018) in GDP per capita in thousands of US 
dollars. 

To avoid unintended effects of outliers, countries were excluded in estimating each equation in 
case 5-year (or 10-year) growth rates of GDP per capita were beyond two standard deviations 
from the mean.1 As reference, we also estimated the equations (2)’, (2)”, (3)’ and (3)” by omitting 
changes in GDP per capita and/or the levels of GDP per capita from the equation (2) and (3).  

5YLP = α + δ*5YGDPPC + γ*Deduction dummy + ε     (2)’ 

5YLP = α + γ*Deduction dummy + ε       (2)” 

10YLP = α + δ*10YGDPPC + γ *Deduction dummy + ε    (3)’ 

10YLP = α + γ *Deduction dummy + ε       (3)” 

 

C. Statistical Analysis Results 
 

Table 3: Results of the estimated regression equation (1) and (1)’ 

 Dependent variable Constant GDPPC Deduction dummy  R-squared 

(1) LP 
0.636* 0.053*** 0.424  

0.197 
(1.90) (5.46) (0.97)  

(1)’ LP 
1.471*** - 0.602  

0.012 
(4.47) - (1.25)  

T-values are in parentheses. ***, ** and * denote statistical significance at the 1, 5 and 10 percent level, 
respectively. 

Based on the regression analysis shown in  

Table 3, the estimated coefficient of Deduction dummy in the equation (1) was not statistically 
significant while it was positive as expected. 2  In other words, one cannot insist that the 
deductibility of life insurance premiums is meaningfully correlated to the life insurance 
penetration in our analysis. On the other hand, GDP per capita in USD is strongly correlated to 
the life insurance penetration at the 1 percent significance level sometimes reported as being 
consistent with the view that higher income levels may allow sufficient funds for longer term 

 
1 Sample sizes came down to 127 for the equation (2) and 125 for the equation (3) due to data availability and 
exclusion of outliers. 
2 We also conducted additional regression analysis for the equation (1) by income class. For each income class, we 
still did not find evidence that premiums’ tax deductibility is statistically significantly correlated with the life 
insurance penetration. 



 

 

saving. Even when dropping the levels of GDP per capita, the estimated coefficient of Deduction 
dummy is not statistically significant.  

Table 4: Results of the estimated regression equation (2), (2)’ and (2)” 

 Dependent 
variable 

Constant 5YGDPPC GDPPC 
Deduction 

dummy 
 R-squared 

(2) 5YLP 
0.070 0.042*** 0.001 -0.028  

0.069 
(0.83) (2.89) (0.30) (-0.25)  

(2)’ 5YLP 
0.081 0.043*** - -0.025  

0.068 
(1.08) (2.99) - (-0.22)  

(2)’’ 5YLP 
0.077 - - 0.032  

0.001 
(0.99) - - (0.29)  

T-values are in parentheses. ***, ** and * denote statistical significance at the 1, 5 and 10 percent level, 
respectively. 

Table 5: Results of the estimated regression equation (3), (3)’ and (3)” 

 Dependent 
variable 

Constant 10YGDPPC GDPPC 
Deduction 

dummy 
 R-squared 

(3) 10YLP 
0.203 0.026 -0.003 -0.147  

0.020 
(1.32) (1.46) (-0.68) (-0.73)  

(3)’ 10YLP 
0.155 0.021 - -0.151  

0.016 
(1.13) (1.30) - (-0.75)  

(3)’’ 10YLP 
0.18 - - -0.115  

0.003 
(1.32) - - (-0.58)  

T-values are in parentheses. ***, ** and * denote statistical significance at the 1, 5 and 10 percent level, 
respectively. 

Although we also examined the premium deductibility’s effect on insurance market development 
over time, the estimated coefficients of the Deduction dummy for the equations (2) and (3) were 
also not statistically significant. We did not find meaningful correlation between 5-year and 10-
year changes in the life insurance penetration and the deductibility of life insurance premiums. 
The implication did not change even if we omitted changes in GDP per capita and/or the levels 
of GDP per capita in the regressions. 

An important caveat should be noted that the dummy variable indicating premiums’ deductibility 
is based on the current information and does not consider any historical change. Although a 
country might have changed a policy around income tax deduction of insurance premiums in a 
5-year time or 10-year time, our analysis did not take into account such change if any.  

 

 



 

 

D. Selected country examples 
 

Our regression analysis was mainly based on cross-sectional data across countries due to lack of 
historical information on premiums deductions. Although there is no complete dataset including 
when premiums deduction policies were implemented in countries, if any, AXCO’s country 
reports mention it in some cases. To complement our regression analysis, we also reviewed how 
the implementation or abolition of premium deduction policies affected the life insurance 
penetration in some selected countries – Niger, Russia, Paraguay and Lithuania by looking at 
trends of the penetration as well as GDP per capita in USD. The effectiveness of such policies 
appears mixed. 

In Niger – a low-income country, insurance premiums for death benefits, departure bonuses, and 
pensions policies have been tax deductible since 2008. Gross written premiums in the Nigerien 
life market are composed of group savings (39%), group death benefit including credit life (23%), 
individual savings (23%), individual endowment (9%) and individual death benefit (6%) in 2018. 
The life insurance penetration in the country stood very low at 0.09 percent in 2008 and 
increased only by 0.03 percentage points to 0.12 percent in 2018, which is 10 years after the 
deduction policy was implemented (Figure 3). It seems that the premium deduction policy has 
not had a meaningful impact on the life insurance penetration in the country although it might 
have mitigated the negative effect of the global financial crisis to some extent. The reason for the 
less impact of the premiums’ deduction might be attributable to the market structure as the 
group life business might be less elastic to the premium deductibility.  

Figure 3: GDP per capita in USD and life insurance penetration in Niger, 2000-2018 

 

Source: AXCO, staff analysis 
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In January 2015, Russia included premiums paid for voluntary life insurance to income tax 
deductions which are applicable to social costs such as private pension contributions, medical 
expenses and education costs with aggregated maximum amounts of RUB 120,000 (USD 1,9363). 
To qualify for the income tax deduction, the term of the life policy must be five years or longer. 
According to AXCO, the individual life segment accounts for 92% of the Russian life market in 
2017 and consists of investment life (57%), risk life including credit life (22%), endowment life 
(20%) and pension insurance (1%) in 2016. Life insurance penetration growth has been 
accelerating since 2016, which is in contrast with non-life penetration. This suggests the policy 
change in tax deductibility of life insurance premium has a positive effect on the life insurance 
penetration (Figure 4).  

Figure 4: GDP per capita in USD and life and non-life4 insurance penetration in Russia, 2000-2018 

 

Source: AXCO, staff analysis 

Paraguay is an upper-middle income country whose life insurance market is said to be 
predominantly formed of group life for protection. The country recently implemented a tax policy 
introducing a personal income tax as well as allowing life insurance premiums to be deductible 
from it at the same time. The change of the income tax law became effective in August 2012. As 
the life insurance penetration has been rising continually since 2008, it is not clear that there has 
been a positive effect of the tax deduction of life insurance premiums (Figure 5), although it is 
notable that the continued momentum in life insurance growth has occurred even as GDP per 
capita has stabilized. 

 

 
3 Based on the exchange rate (USD 1= RUB 61.97) at the end of 2019. 
4 Non-life penetration in the chart excludes premiums in personal accidental and healthcare insurance, part of 
which may be tax deductible. 
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Figure 5: GDP per capita in USD and life insurance penetration in Paraguay 

 

Source: AXCO, staff analysis 

In recent years, Lithuania has tightened and restricted insurance premium deductions. Being 
effective in 2017, the country amended the tax deduction policy on savings-related life insurance 
premiums and pension contributions and put the cap of EUR2,000 per year on deductible 
amounts (contrasting with no cap before 2017), and decreased it to EUR1,500 in 2019. The 
individual life segment dominates the life market, and unit-linked insurance premiums accounted 
for around 70 percent of the total life premiums in 2018 according to AXCO. Despite the fact that 
GDP per capita increased in 2017 to 2019, life insurance penetration dropped to 0.58 percent in 
2017 from 0.66 percent in the previous year (Figure 6). The penetration was almost flat in 2018 
and 2019. This negative effect appears to be directly related to increasing the deduction cap. As 
a result, there appears to be a case where removing or reducing insurance premium deductibility 
does impact consumers’ purchase decision for life insurance to some extent. Further, it could be 
argued that the existence of the uncapped deduction may have motivated earlier insurance sales. 
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Figure 6: GDP per capita in USD and life insurance penetration in Lithuania 

  

Source: AXCO, staff analysis 

 

E. Conclusions and Recommendations 
 

In this paper, our focus was on the effect of tax incentives on life insurance market development. 
Despite the common expectation, our regression analysis did not find a meaningful correlation 
between the deductibility of life insurance premiums and life insurance penetration using cross-
sectional data, although the results did not necessarily prove the deduction of life insurance 
premiums from income taxes does not affect the uptake of life insurance at all. Though the 
deduction dummy variable we used shows the existence or non-existence of the premiums 
deduction policy across countries, policies do vary widely from country to country in terms of 
maximum deductible amounts, applicable products and when it was implemented, etc. In fact, 
looking at individual countries, the implementation or abolishment of an insurance premium 
deduction policy seems to have affected the life insurance penetration to some extent in some 
countries. 

Essentially, premium deduction is expected to improve the affordability of insurance. In that 
sense, even though a generous deduction policy for premiums from an income tax might affect 
insurance uptake in a country, the same tax policy (needless to say a less generous policy) may 
not work well in another country, for example, where informal workers are dominant in the 
economy as they may not pay an income tax. Even within one country, workers are subject to 
different income tax rates, depending on their income level, and the effect of premium 
deductions should vary by consumer. In addition, the market structure matters. Some types of 
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life insurance such as credit life and grope life (in particular for employee benefits) may have 
lower price elasticity. Also, as savings-related life insurance competes with other private pension 
and retirement products and complements public pension schemes, a tax incentive’s effect on 
preference for life insurance is affected by attractiveness of other alternative products. Whether 
premium deduction positively impacts consumers’ behavior to buy insurance would be expected 
to depend on the country’s context. 

In addition, a consumer may react to a tax incentive and disincentive in different ways even if the 
monetary values are the same in absolute terms. In other words, they might underweight a 
financial gain and overweight a financial loss. For instance, a consumer might not be motivated 
to buy additional life insurance by a new USD100 tax deduction while the same person may 
decrease life insurance by the reduction of a USD100 tax deduction which has been already put 
in place. Also, an up-front reduction of insurance premiums might be more effective than an 
income tax deduction at a later date if a consumer may have a higher time preference. Moreover, 
consumers may not know how much tax can be saved at the time of their purchasing insurance 
when applicable marginal tax rates are uncertain, depending on the income they will earn for the 
year. In this context, how a tax incentive is structured and presented may be important. At the 
same time, a government also needs to consider a tax incentive’s effect on income inequality 
among the people as well as a budgetary impact. 

Furthermore, other evidence demonstrates that insurance market development is correlated 
with not only income levels but also financial market development and institutional quality.5 If a 
country is considering of introducing the tax deduction of insurance premiums, it is 
recommended to improve institutional quality such as rule of law, regulatory quality and the like 
and develop the overall financial market capacity including financial literacy at the same time, 
which could increase the effectiveness and efficiency of the tax deduction policy. In addition to 
that, there are other ways a country can promote insurance uptake by improving the affordability 
of insurance (e.g. decreasing distribution or underwriting costs through digitalization) and 
increasing awareness around insurance among people who are not familiar with it. The deduction 
of insurance premiums is unlikely to be a panacea, but, instead, could be one of many factors for 
motivating consumers to buy life insurance. Even if fiscal incentives do have any effect, a more 
holistic approach may get better results. 

 

  

 
5 Gine, Xavier; Ribeiro, Bernardo; Wrede, Peter. 2019. Beyond the S-curve: Insurance Penetration, Institutional 
Quality and Financial Market Development. World Bank. 
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