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Motivation

Household Financial Investment in China

Figure: Chinese Household Financial Investment in 2018

Aggregate Chinese household financial investment was 140T RMB

Bank deposits accounted for 52%, wealth management products 15%

Stocks, fixed income products and mutual funds: 15-20%

Life insurance and annuities: 10%
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Motivation

Insurance Markets

Households search from a large menu of financial products including the insurances

relying on the advice of intermediaries

Interactions between households and their advisors (financial intermediaries) may not act
in the best interest of their clients.

price/fee: higher sales commissions (Hortacsu and Syverson, 2004)

investors have ex-ante preferences on the type of products: search cost story

Would sales or distribution channels affect the types of financial products acquired by
households?

investors may not have ex-ante preferences on the type of products: welfare impact

annuity v.s. life insurance: duration and mortality investment (delta)
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Motivation

Our Empirical Setting

Main challenges with this question

pin down the fair price of each product

solve a difficult matching problem between households and products to establish causality.

We exploit a unique dataset provided by one of the largest life insurers in China that
includes

a 10% random sample of all contracts signed in 9 large cities in China for the period
2009-2016

observe the contractual documents

policy details – product types, contract length, etc.

investor characteristics – age, gender, income, etc.

sales channels – bank branches or personal agents (other distribution channels are negligible)
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Motivation

Growth of Annuity Sales

Figure: Growth of Annuity Sales through Bank Branches
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Motivation

Our Identification Strategy

China insurance firms used to engage much in short-term financing

CBRC issued a new mandate to regulate the bank sales channel - to reduce short-term
financing by the insurance sector

The regulatory reform in China

in Q1 2014, stricter restrictions on the bank channel

bank-insurance sales channel to focus on long-term products, which include health, accident
and long-term life and annuities

specifically, 20% or more of the quarterly premium must be coming from ‘qualified’ long-term
insurance products

constraint binding at the quarter-bank-province level

We use our granular data around the regulation change to study the strategic behavior of
the distribution channel
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Motivation

Time-Series Impact of the Regulation Change

Figure: Qualified Ratio of Different Sales Channels
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Motivation

Time-Series Impact of the Regulation Change

Figure: Composition of Insurance Products Sold by Bank Agents
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Data and Empirical Strategy
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Data and Empirical Strategy

Our Sample

A 10% random sample of all insurance policies sold in 9 cities

Beijing, Shanghai, Guangzhou, Chengdu, Nanjing, Wuhan, Lanzhou, Zhengzhou, and
Shenyang

the total insurance premium in our sample was over 3B RMB in 2016

We observe detailed information on

policy types: life insurance (mostly are short-term, < 5yrs); annuities (virtually all are
long-term, > 10yrs)

contract duration, payment information (both pay-ins and pay-outs), and lapsation dates (if
any)

policy holders’ demographic characteristics, including age, gender and annual income

sales channels: bank branch ID, personal agent ID
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Data and Empirical Strategy

Summary Statistics

Figure: Premia from Different Sales Channels
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Data and Empirical Strategy

Summary Statistics
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Data and Empirical Strategy

Identification Strategy

Regulatory constraint is binding at the bank-quarter-province level

observe sales by each bank branch (and personal agent) with anonymous IDs

do not have information on the bank identity (e.g., CCB)

We argue that each branch has a target qualified ratio

proxied by their average qualified ratio in the previous year

if a branch is below its historical average in the first two months of a quarter, it has a strong
incentive to make up for the shortfall in the third month

if above the historical average, no incentive to change behavior
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Data and Empirical Strategy

Identification Strategy

yi ,t = β1DQRL2
i,t<Ci,t

× (QRL2
i ,t − Ci ,t)

+ β2D2014 × DQRL2
i,t<Ci,t

× (QRL2
i ,t − Ci ,t)

+
∑

γ1t × (QRL2
i ,t − Ci ,t) +

∑
γ2t × DQRL2

i,t<Ci,t

+ θt + ηi + ϵi ,t

QRL2
i ,t : qualified ratio in the previous two months

Ci ,t : branch-specific threshold – the average qualified ratio in the previous four quarters

D2014: a dummy for the post-2014 period
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Data and Empirical Strategy

Identification Strategy

Figure: Conceptual Framework After and Before 2014

We are testing for a kink in the response function

β1 ≈ 0 and β2 < 0 , for quarter end months (event sample)

Both β1 and β2 are zero for non-quarter-end months (placebo sample)
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Main Results

Outline

1 Motivation

2 Data and Empirical Strategy

3 Main Results

4 Mechanism

5 A Placebo Test

6 Conclusion

An, Huang, Lou, Tian and Wang The Distribution Side of Insurance Markets ABFER 2025 Annual Conference



18 / 36

Main Results

Premium from New Contracts
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Main Results

Premium from All Contracts (New and Existing)
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Main Results

Payments on Existing Policies

Bank branches can also achieve a higher qualified ratio by manipulating ongoing
payments from existing policies

For example, to delay payments from unqualified policies
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Main Results

Random Thresholds

Figure: Random Thresholds

The correct threshold should produce the largest kink in slopes
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Main Results

Random Thresholds
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Main Results

Life Insurance vs. Annuities

Life policies are usually short-term, annuities long-term

Simply substitute life with annuities to improve qualified ratio
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Main Results

Lapsation Rates

Check if investors indeed hold long-term contracts for longer

Lapsation rate: number of lapsed contracts in the following 24 months scaled by total
number of contracts sold in the month
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Main Results

Mortality Delta

Mortality delta measures the differential payoff that an insurance contract delivers for
death relative to life next year.

∆i ,t = Di ,t − E[Pi ,t ]

Di ,t is the death payment; E[Pi ,t ] is the expected present value of all possible future
payments
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Mechanism
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Mechanism

How Do Banks Sell More Annuities?

Change the pricing of the products

by increasing the markups on life insurance products and reducing the markups on annuities

tilt demand toward long-term products to increase the qualified ratio

if price is fair, little effect on consumer welfare

Banks can also persuade investors

bank customers know little about insurance products

bank agents are likely able to sell both life and annuity products

if no change in investor characteristics, likely impact on welfare
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Mechanism

Markups of Life and Annuity Products
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Mechanism

Changes in Product Markups
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Mechanism

Changes in Investor Characteristics
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A Placebo Test
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A Placebo Test

A Placebo Test: Personal Insurance Agents

Insurance agents (not employed by the insurer or banks) are not subject to the new
regulation

we should not see a kink in the response function

We conduct a placebo test with personal agents

similar to the test for bank agents

except that now each observation is a personal-agent-month
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A Placebo Test

New Contracts Sold in Each Month by PAs
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A Placebo Test

Other Tests on the PA sample
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Conclusion
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Conclusion

Conclusion

Life insurance is of increasing importance to households, but understudied in the finance
literature

the insurance literature has focused on the demand side

recent financial research examines the supply side

We study the distribution channel of life insurance products

distributors play an important role in the purchase decisions of households (life insurance vs.
annuities)
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