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Abstract

Insurance intermediaries help consumers to ecommwonzinformation and transaction costs in
insurance markets. However, competing insurancerregdiaries provide heterogeneous
services, which are difficult to assess by inconghjeinformed consumers. Transaction costs
economics, search theory and principal agent the@ooyide arguments on product quality
differences between the two main distribution ctedgim insurance markets (exclusive agents vs.
independent intermediaries). The present paperaisasmple of 927 insurance intermediaries in
Germany. By performing OLS estimations we test itmpact of the different distribution
channels, but also of other factors relating to th&rmation processing activities on
intermediaries’ service quality. Depending on tihexpes used for service quality, we find mixed
evidence for the “product quality” hypothesis acliog to which independent intermediaries
provide better service quality than exclusive ageWe find that service quality depends also to
a large extent on the information gathering andc@ssing activities of the individual
intermediaries.
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The Quality of Insurance Intermediary Services — Emirical Evidence for Germany
1. Introduction

There are profound information asymmetries betweamsumers and insurance companies in
insurance markets. A number of institutions havelwd to mediate between consumers and
insurance companies. In particular insurance irgeliaries, like exclusive agents or insurance
brokers, help to ease coordination and to furtharket transactions. They take an important
position as match-makers between the supply ancdésides on insurance markets. On the one
hand, they provide distribution and marketing ssgsifor insurance companies. On the other
hand, they supply informational and advisory sesifor consumers. Insurance intermediaries
assist in concluding an insurance contract by exdzing on information and transaction costs.

They provide low cost information to consumers dltbeir risk profiles, insurance needs and

suitable insurance products, thus reducing comiylésd consumers.

However, while insurance intermediaries contribtdeenhancing transparency in insurance
markets, the market for insurance intermediariestsislf characterized by information lags.
Consumers act under incomplete and asymmetric nrigton about the quality of the
information and advisory services provided by iasge intermediaries. These services are itself
experience and credence goods. A consumer cansessashe service quality provided by
competing insurance intermediaries in advancephlyt after information and advice have been
“consumed”. However, even this is often barely pgmes Especially for long-term insurance
products like old-age or disability insurance, thality of the information and advice given can
be evaluated only after the insured risk has algtwaicurred — which often takes place decades
later. Common business practices that have evalved time add to the lack of transparency.
This holds true in particular for remuneration piGes and disclosure requirements about
business relations between intermediaries and anser companies. Consequently, consumers
have only very restricted information about potaintonflicts of interest and potential bias in the

information and advice given by insurance interragds.

That insurance intermediaries indeed use these rasymes to provide misleading and
incomplete information to the detriments of constsmigas been experienced in the UK in the
1990s on a wide scale (Davis 2004). In 1997 thé&dBrigovernment started to pay billions of



British pounds to compensate millions of employeés had opted out of occupational pension

schemes because of bad advice given by finandednnediaries.

Private insurance against the risks of longevilyess or disability becomes more important also
in countries with rather comprehensive social sgcwgystems because of the demographic
changes ahead and because of financial pressoeeuoe social security costs which arise from
globalization. In addition, the introduction of ansmon insurance market in the EU in 1994 has
led to fundamental changes in national insuranceketss By applying a liberal approach in

regulating the insurance industry, countries likerr@any or France introduced extensive
deregulations in their formerly strictly regulategurance markets. Although there are still no
truly integrated EU-wide insurance markets, therenevertheless, more competition within the
individual markets both with respect to prices amgbroduct differentiation. Increasing product

heterogeneity has two conflicting effects. On the dand, it allows consumers to find products,
which better match their preferences, thus incrgasonsumer welfare. On the other hand, it
reduces market transparency, which may allow imsx@acompanies to realize monopolistic
profits. In this respect it decreases consumer amelf Thus, taken together insurance

intermediaries have become more important.

In this paper we try to shed some more light ongbestion of the service quality provided by
insurance intermediaries. It is based on a samip82® German exclusive agents, independent

agents and insurance brokers, which was carrieth@@01.

Insurance companies use multiple distribution cleénto sell their products. The most important
ones are exclusive agents, independent agentsant®l brokers and — for some years now —
banks which also started to distribute insurancelpets. In Germany, direct purchasing through
the internet also shows a growing, but still reatsmall share in selling insurance. While

exclusive agents accounted for (estimated) 80% @haskare in 1985, they realized a rather
strong decline to 27% in 2005 in the German maf&etpersonal insurance (Towers Perrin

2007). In contrast to that, insurance brokers, atmounted for only 14% in 1985, increased their
share to nearly 33% in 2005. Banks which had aigibt¢ segment twenty years ago raised their
share to nearly 25% in 2005. It is estimated thatusive agents will be further under pressure,
with independent agents, insurance brokers and assikrance still gaining market shares. All in
all, there is a tendency among insurance compaaiédlow a multi-channel instead of a single

channel distribution strategy (Trigo Gamarra 2007a)



Given the above mentioned changes on the demaadasid in market regulation, the declining

relevance of exclusive agents in Germany seemsdigate that other intermediaries are better
able to meet consumers’ demand for information eatated services when buying insurance.
These empirical findings also touch the still comarsial issue in the insurance literature about
the coexistence of multiple distribution systembefe is an extensive discussion on whether
exclusive agents and independent intermediariesigegdundamentally the same service quality
or not. According to the market failure hypothesieir coexistence is a consequence of
incomplete and asymmetric information in the insgmintermediary market, which allows the

relatively more costly independent intermediar@survive. On the opposite, the product quality
hypothesis states that independent intermedianegide better product quality than exclusive

agents so that a separating equilibrium is realized

We add to the existing literature on the servicalit(iprovided by different distribution channels
in a number of ways. Most empirical studies so dancern the property-liability insurance
business in the US. Our data instead focus on #ren@ market with personal lines, where old-
age provisions are of utmost importance. Besidesexplicitly use data from a survey among
insurance intermediaries to account for differermeshe service quality provided, while most of
the empirical literature focuses on insurance congsathat use different distribution channels.
By this we provide some insights on other factdrat texplain quality differences between
intermediaries despite them belonging to a cedatribution channel. Finally, we use a different
approach in how to measure the service quality ideal by intermediaries. In this way we
contribute to the literature on empirically testifgg service quality in insurance intermediary

markets.

The paper is structured as follows.skection 2 we discuss in more detail the relevant theorktica
and empirical literature and derive our main hyps#s. Insection 3we describe the German
market for insurance intermediation, our data dreddstimation methods used. The estimation

results are presented and discusseskation 4 Section Ssummarizes and concludes.

2. Literature Review and Hypotheses

In the following we give an overview of the relevditerature which deals with the service

quality provided by insurance intermediaries. Based a review of the main theoretical



arguments and empirical findings, which employ s$estion cost economics, search theory and

principal-agent theory, we formulate four main hiyyeses.
Theoretical Insights on Insurance Intermediaries’ &rvice Quality

Insurance markets are characterized by incomplei® a@asymmetric information between
insurance companies and consumers (Cummins/ Dol2&®; Eckardt 2007). Due to the
complexity of insurance coverage consumers needrnrdtion about their risks, insurance
product and contract design as well as about clagtttement, investment behavior and financial
stability of insurance companies. Because of timgterm nature of most personal insurance,
information must be gathered, processed and assexseatedly. This requires special skills and
expert knowledge in many different areas, like rasge mathematics or contract law. Moreover,
in order for the whole transaction to take pladbgepactivities beyond information search must
be carried out. Bargaining and administrative ato#is, which arise whenever the terms of the
insurance contract are (re-)negotiated and/or detiteement takes place, are the most important
ones. Like information acquisition and assessntbate activities also require special knowledge
and skills. Thus, they cause costs for the necessaestment and for the time spent in carrying
them out. Taken together these costs add up tottatesaction costs. On the other side, insurance
companies also need information about consumerarackeristics and behavior to provide
adequate risk coverage. These activities can erperd either personally or with the help of
intermediaries, who are specialized in providingchsuinformational, bargaining and
administrative services. Generally, consumers andurance companies will turn to
intermediaries whenever intermediated exchangdeseaaeater net gains from trade than direct
exchange (Spulber 1999, 256-286). Intermediariagealize such higher net gains by reducing
transaction costs.

Transaction cost theory and search theory show ititatmediaries help to economize on

information and search costs and also provide iadit services so that total transaction costs
decline. Thus, they explain the existence of market insurance intermediaries. Reasons for
lower transaction costs of intermediated exchamggB coordination cost savings and positive
network externalities, (2) absolute cost advantdggsause of division of labor, specialization

and learning effects over time as well as (3) eoure of scale and scope with respect to the
fixed costs of a transaction (Rose 1999, 58-66j#&pl 999, 262—266). Coordination costs are

lower in intermediated than in direct exchange sittee humber of contacts between potential
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trading partners is reduced. By involving an intedmary, the number of marketing channels is
reduced due to the fixed costs associated withdioating potential trading partners. This leads
to further cost reductions because of the incrgasdturns realized. Above that, there are also
positive network externalities if the intermediaagts as a communication center (Baligh-
Richartz effect, Rose 1999, 60). Besides, transactost reductions result from higher
productivity as a consequence of specialization @waion of labor, learning effects over time
and economies of scale and scope. Whereas in @xebtnge consumers perform the activities
related to the insurance transaction only for gaidicular transaction, intermediaries in insurance
markets perform these activities more frequently fom a higher volume of transactions. In this
manner gains can be realized by assisting in se@rand matching, negotiating, monitoring,
and executing insurance transactions. While a sioghsumer uses investment in human capital,
search technologies or expertise to increase thauptivity of transactional activities only for the
transaction at hand, an intermediary can repeataddy the same information. In this way,
economies of scale and scope are obtained. Alllinnéermediaries in insurance markets can
improve market transparency between the two masidets at lower costs than under direct

exchange (se€able J).

Table 1 Transaction Cost Reductions from Intermediation

Transaction Stages Intermediary Service Cost Reduitin
Searching and matchingdirect sales of information  search costs
¢ matchmaking « information costs
* market-making  opportunity costs of time

Availability of productse compensation of variances in demand anapportunity costs of time
and immediacy supply

Negotiating anc * strong bargaining position * negotiation costs
Contracting * exploitation of differences in contract tere information costs
between supply and demand market side administrative costs
* to standardize contracts * opportunity costs of time
Monitoring and « expertise in determining product and  * information costs
Guaranteeing service quality * monitoring and control costs
» cross-sectional and temporal reuse of * costs resulting from uncertainty
information * investment in expertise

< guaranteeing high product quality

Source:Following Rose (1999, 65, Table 6).

From search theory a number of factors that affleetservice quality provided by insurance
intermediaries can be identified (Posey/ Yavas 1%@sey/ Tennyson 1998; Seog 1999, 2005;



Eckardt 2007). On the demand side, consumers’ y@etes in regard to insurance related
information and other transaction services and thansaction costs influence their make-or-buy
decision. Besides, many information services depend privately held information by
consumers. Thus intermediation service quality ddpealso on the collaboration between
consumers and intermediaries. On the supply didedistribution of the relevant information as
well as the search technology used are importatdri@that affect the search costs which have to
be incurred for producing information and othervams of a certain quality level (Rose 1999;
Eckardt 2007). Most important inputs are the tirpers for searching, processing and evaluating

information and investment in specific insurandaterl human capital (knowledge and skills).

Insurance intermediaries differ by their legal s$at Exclusive insurance agents represent
exclusively the products of a single insurance camyp whereas joint or independent insurance
agents sell policies of different insurance comesnbut normally for each line of insurance only
from one insurance company. Opposed to the latisyrance brokers are independent from
insurance companies and principally distributdéredlrance products available on the market. In
the US, independent agents and insurance brokerstovclient list, while in case of exclusive
agents the insurance company decides on contraetved. In contrast to that, in Germany
insurance companies own the client list in any c&sen when insurance is distributed by
independent agents and insurance brokers (ZinGeitss 1997). Nevertheless, also in Germany
independent intermediaries are legally requiregrtivide more comprehensive information than
exclusive agents to their customers, otherwise thigyit encounter legal sanctions. Despite these
differences, the various types of intermediariegenieless compete for the same consumers, in
particular, if they distribute personal lines (Cumst Doherty 2006. Barriers to entry are
usually low in the local or regional markets senmdinsurance intermediary firms. Insurance
intermediaries are remunerated by commissions gattly by insurance companies. These
commissions are a percentage of the premiums sotrisumef. Since consumers act either
under a “free price”-illusion or simply do not knaout what percentage of the premiums they

pay go to insurance intermediaries, price competiis quasi not existent in the market for

Note that in this paper we are not concerned Witfger insurance brokerage firms which are spieeidlin
commercial insurance lines and act on a nationadternational basis (Cummins/ Doherty 2006).

There are also so-called contingent premiums kwhie independent of premiums. But they account fol a
rather small amount of intermediaries’ total reven(Cummins/Doherty 2006).
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insurance intermediation (Cummins/ Doherty 2006)ug; insurance intermediary markets are
characterized by monopolistic competition (CummibDsherty 2006; Eckardt 2007). Insurance
intermediaries compete for customers both by hataoand vertical product differentiation. In
the former case they offer different kinds of seeg, while in the latter they offer different

quality levels.

Insurance intermediary markets are also charaeteriby incomplete and asymmetric
information. Information and counseling servicescomplex and long-term insurance purchase
decisions are experience and credence goods (N&lBd0; Darby/ Karni 1973; Hirshleifer
1973). According to principal-agent theory thisamhation asymmetry leads to low quality
provision due to differing objectives between pipiats and agents. Consumers as principals
have only incomplete information about an interraegls (= agent’s) characteristics, knowledge
and experience before contract conclusion as vgeflbmut the intermediary’s proper intentions
and actions after contract conclusion. Therefore plerformance of the agent can be only
incompletely assessed by the principal. She camootectly assess whether a particular
performance is the proper result of the contrabtusgreed efforts of the agent under the given
circumstances or the consequence of a contracatal Since not all contingencies can be
explicitly specifiedex antethere are incomplete contracts. Therefore conftdfifiment can be
only incompletely enforced by courtx postas well. As a consequence of the agent’s privately
held information, adverse selection and/ or moeaand may occur. Accordingly, no separating
equilibrium should occur, leading to overall lownsee quality in the market for insurance
intermediation (Gravelle 1993; Horsch 2004; Kurldr8®5, 1996).

Along these lines of reasoning, there is an extenidierature which analyzes the coexistence of
insurance distribution by exclusive versus indepgendintermediaries from an agency or
transaction cost perspective (Berger/ Cummins/ $V&@97; Regan/ Tennyson 2000). It has
provoked a vivid discussion as to whether the ptsce of independent agent distribution
systems results from profound inefficiencies in theurance marketn{arket imperfection
hypothesik or whether it is based on specific services mlediby independent agentgdduct
quality hypothesjs(Berger/ Cummins/ Weiss 1997). Authors supporting latter hypothesis
argue that independent intermediaries are legaBnsas representing the interests of policy
holders. In case of low information service qualityey could be legally sanctioned. Besides,

since they own the client list, they can credilfiyetiten insurers to switch to another company.
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Accordingly, it is stated that independent intermagds have incentives to provide better services
to consumers than exclusive agents so that a seppmquilibrium arises despite profound
information asymmetries. In particular, independet¢rmediaries seem to be of advantage in
mitigating agency problems between shareholders palicyholders which result from
organizational form (Mayers/ Smith 1981; Kim/ MagkiSmith 1996; Regan/ Tzeng 1999;
Baranoff/ Sager 2003). In contrast to that, veltiogegration and thus reliance on exclusive
agents seems to be more profitable for insuranogaaies to induce a high level of sales efforts
from agents (Sass/ Gisser 1989). The same holds wiseirers rely heavily on advertising

(Marvel 1982, Grossmann/ Hart 1986) or on relagpecific investment (Regan 1997).
Empirical Findings on Service Quality

Most of the empirical studies carried out to testthe market imperfection vs. product quality
hypothesis show a clear cost advantage of direiténsrcompared to independent agent insurers
(Joskow 1973; Cummins/ VanDerhei 1979; Barresesditell992). They also seem to be better
suited than exclusive agents for tailoring insueacoverage to consumers’ needs in insurance
lines where complexity is high and risk assessméntistomers becomes more difficult (Regan/
Tennyson 1996; Regan 1997, Regan/ Tzeng 1999)eTd@nixed evidence whether independent
agents or brokers offer better service quality asasured by claims settlement data than
exclusive agents (Doerpinghaus 1991; Barrese/ Dugiipus/ Nelson 1995). There is also
evidence for the US market that independent agametéess beneficial for larger insurance firms
and larger market size and for those in which Iterga relations are valued (Berger/ Cummins/
Weiss 1997; Regan/ Tennyson 1996, 2000; Regan F89yan/ Tzeng 1999).

These studies do not explicitly deal with the sex\quality provided by single intermediaries, but
concentrate on differences in the relative efficief insurance companies that use different
distribution systems. They focus primarily on th8& thsurance market, in particular regarding
property-liability insurance. The units of analyai® not insurance intermediaries, but insurance

companies. The impact of exclusive versus indepgndéermediaries on insurance companies’

However, see Trigo Gamarra (2007a) who findstlier German life insurance industry no cost advaniafy
direct insurers compared to multi-channel insurérdependent agents show both lower cost efficiesmoy
lower profit efficiency than multi-channel insurers

Besides findings are not uniform when analyzirigether independent intermediaries are more advaritag
mitigating agency problems. While there are positiesults for the US (Kim/ Mayers/ Smith 1996; R¥ga
Tzeng 1999; Baranoff/ Sager 2003), Ward (2003)fijudt the contrary for the UK.
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performance is analyzed by including a dummy vaeia¥hich accounts for the main distribution
channel used. Therefore these studies do not alioy statements about quality differences
between single intermediaries belonging to the sadmgibution channel nor on the factors

affecting such differences.

There are only very few econometric papers thatystnore comprehensively the service quality
provided by single insurance intermediaries. Thelifigs of Etgar (1976) do not support the
hypothesis that independent agents provide ovbedter service quality than exclusive agents.
They are significantly more active in claims settént than exclusive agents, but there is mixed
evidence on their service quality regarding assegan risk analysis and in placing insurance
applications. Cummins/ Weisbart (1977) obtain samikesults in a study on insurance
intermediaries, which operate in three different &t8tes in personal insurance lines. Again,
independent agents are found to provide bettemslaiettlement services and to review coverage
more often, while they provide less service qudlitsgn exclusive agents in other dimensions.
Eckardt (2002) provides a study based on Germalugixe agents and insurance brokers, who
are mainly engaged in personal lines. Mean diffegenparametric tests reveal a number of
highly significant differences in both quantitatiend qualitative variables that support the
product quality hypothesis. This is in line withetfindings of Trigo Gamarra (2007b). For a
sample of exclusive and independent intermediaaéise in the German life insurance industry
she finds evidence that supports the product qublpothesis. According to her results, the
independent intermediaries show higher serviceityudlan exclusive agents in regard to a
number of different input- and output indicatordiieh measure service quality and performance.
Like the product quality hypothesis states, serguaality increases with the share of complex
insurance products in an intermediary’s portfolitd avith the number of additional services

provided.

Hypotheses

All in all, there is mixed empirical evidence ingeed to the product quality hypothesis. No

conclusions can be drawn on other factors affectbegvice quality differences between

intermediaries. Thus, from the above discussiotrarfisaction cost, search and principal agent
theory we draw the following hypothesesypothesis 1states that independent intermediaries
provide better service quality than exclusive ageroduct quality hypothesis). From

principal agent theory it follows that a separatiaguilibrium between intermediaries with
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different service quality emerges, if credible silgnare given. Since insurance brokers can be
legally sanctioned when not providing a certaingki level of service quality, being an
independent intermediary should be such a credigleal, implying better service quality than it
is provided by exclusive agents. Besides, principgént theory states that the lower the
information asymmetries between principals and tsgare, the better the product quality should
be. Accordingly we contend that the better custginknowledge about insurance relevant

matters is, the higher the service quality provideduld be.

In contrast to hypothesis 1, the following hypot®e® to 4 analyze a number of additional
factors that might explain quality differences be#w intermediaries, independent of their legal

status.

Hypothesis Ztates thaspecialization, economies of scale and scopkould have a positive
impact on the service quality provided by an intedimary. From transaction cost economics and
search theory it is derived that specialization asdnomies of scale reduce search costs for
producing a particular quality level of service lifya With an increase in firm size insurance
intermediaries can specialize in certain informagigorocessing activities as well as in providing
additional services. Thus, with an increase in eyg#s, an intermediary firm can realize
economies of scale. Besides, there might also Is#tiy® effects due to specializing on the
products of a certain insurance company as weadhaa certain line of insurance or on particular
customer segments. In each case, specific infoomatbout a particular insurance company and
her products, about a particular insurance linabaut the particular risks and insurance needs of
a certain customer segment can be used more a@ftee, gathered by a specialized insurance
intermediary compared to a non-specialized onaduition, by providing additional insurance-
related services like financial counseling or claisettlement an intermediary can gain additional
information about customers’ needs and preferemsesvell as about insurance companies’
products and behavior. If such information is usediving advice and counseling, information
and service quality is increased by reducing theéedging information asymmetries consumers

and insurance companies. Thus, additional serwggkt entail economies of scope.

Hypothesis 3tates that the moedforts arespent by an intermediary on producing information
services, the higher the service quality offeredré/precisely, since providing information and
giving advice on insurance transactions requiresM@dge and skills on insurance economics,

financial markets, social security and contract tamame just a few. In line with the theory it is
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contended that the higher investment in insuraet®rant knowledge and skills is, the better the
information gathered in the search process by &rrrediary will be processed, eventually
resulting in better service quality. Besides, watead that the more time is spent on searching
and processing information and on counseling custsyhe higher the service quality provided
by intermediaries is, independent of whether theg axclusive agents or independent
intermediaries. According to search theory the darthe proportion of time devoted to
information acquisition and processing or to colinganterviews is, the more information about
insurance products and their characteristics akagehbout the specific needs of the clients can

be gathered and the higher the information qualauld be.

Finally, hypothesis 4akes into account that the service quality proditdg an intermediary also

depends positively on the quality of tilbormational input . From search theory we derive that
the quality of the information gained in search efgs on the quality of the underlying

information sources. The better these are anddttertthe acquired information is, the higher the
service quality. In addition, from principal age¢heory we derive that the quality of advice given
by an intermediary also relies on privately helbimation by customers. Thus, we contend that
the better the cooperation between the customertlamdntermediary, the higher the service

quality provided by the latter should be.
Thus, we test the following hypotheses:
H 1- Product Quality Hypothesitndependent intermediaries provide better sergicaity.

H 2 - Specialization, Economies of Scale and ScBpecialization and economies of scale and

scope lead to better service quality.

H 3 - Efforts SpendThe more an intermediary invests in general andraree-specific human
capital (knowledge and skills) and the more timdaraarmediary spends on information

processing and counseling interviews, the betees#rvice quality provided.

H 4 - Informational InputThe better the information sources used by annmgdiary are, the
more information about relevant subjects an inteliarg provides in counseling

interviews and the more consumers’ cooperate, ¢fteis the service quality provided.

Table A.lin the Appendix summarizes the hypotheses to lhledethe independent variables and
the expected relations. Hypothesis H 1 tests fempttoduct quality hypothesis, while hypotheses

13



H 2 to H 4 refer to additional factors that affdoe quality of the services provided by insurance

intermediaries.
3. Data and Estimation Methods
The German Market for Insurance Intermediation

The German market for insurance intermediaries wigely unregulated until 2007 (Mauntel
2004; Rehberg 2003)There were no formal entry restrictions other theving a trading
license. To get such a license from the Trade Sigmey Office (Gewerbeaufsichtsamt) required
only having a certificate issued by the policeistathat the holder had no criminal record. No
registration, financial skills or financial guaraas were mandatory. Conduct regulation was also
very weak. Exclusive agents differ from independamtrmediaries regarding the legal
responsibilities in regard to the kind and amouhinformation provided to consumers. For
exclusive agents the respective insurance comparesheld responsible in case an agent
provides false or misleading information about pplbenefits, terms and conditions, dividends
or premiums. To independent intermediaries mornetdinbility rules in case of professional
negligence apply. Nevertheless, professional indigmmsurance was not compulsory.
Disclosure regulations were of a rather generalreaas well. It was neither prescribed in detail
what information had to be passed to consumersinnehat form had this to be done. Besides it
was customary that consumers were not informedhencommission and fees intermediaries
received as part of the insurance premiums for sezvices. Therefore, they can be said to have
acted under a “free fee” illusion. As a consequéheee was no price competition in the German
market for insurance intermediaries. Finally, thet&s a general ban on rebating commissions
both for insurance agents and brokers. That is, ifieurance intermediaries, resale price

maintenance was legally sanctioned.

Our data is obtained from a survey among 4,687esaffloyed German insurance intermediaries,
which was carried out in autumn 2001. The addregskd®e interviewees were randomly chosen

from online directories and from the yellow pag®27 insurance intermediaries answered the

" Because of reforms of the German insurance lasvtha implementation on the EU Directive on Inseen

Intermediation now stricter rules apply to insumimermediaries. But these new rules are of natapce for
the following analysis, since our survey was caroeat in 2001.
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questionnaire, implying a response rate of 20&tnong the respondents 423 are self-employed
exclusive insurance agents, 504 independent intames’® Data was collected about individual
and firm characteristics of the interviewed insweanntermediaries, the services offered, the

intermediation process and general market conditidn
Dependent Variables

Insurance intermediary services comprehend maimigrmation services, but also additional
services, like risk assessment, claims settlementoss management. Since services are
intangible, their quality cannot be measured inoajective way. Therefore, we estimate four
different performance measures in markets for mste intermediation. The first three,
information index additional servicesand service indexare input-oriented, measuring
information and additional services provided byemntediaries. The last one, tledntract
conclusion ratgis a proxy for insurance intermediaries’ econosuccess. It indicates whether
providing service quality is economically profitador insurance intermediaries. Besides, it can
be also seen as a more subjective output-orientidator pointing to how content customers are

with the service quality provided.

The variableinformation indexis a proxy for the information quality provided liysurance
intermediaries. It is a summary indicator that oegd the weight that an insurance intermediary

attaches to 27 subjects about a customer’s neaddorance protection, insurance products and

Since there are no market data available onghéce quality provided by insurance intermedigrtes optimal
way of collecting information about insurance imediaries’ service quality would be to conductghhénough
number of mystery shopping interviews and then domthem with data about the interviewed intermeeia
service production activities. However, due to ficial constraints this was not possible, so thatirzey was
carried out. Although this might entail committirgtype Il error, our sample size seems reasonabye|
enough to avoid it. The potential of committing lsuan error can be further reduced by increasing the
significance level and thus the potential of contimit a type | error, since both errors are inverselated. For
more details on this see Diekmann (2000, 585-68@)k/ Watson (2003, 68-69).

As there has been no legal duty to register figuiance intermediaries in Germany at that time, tthal
population is unknown. The sample represents thomeal demographic distribution of the German pagiah
well (Federal Statistical Office 2004, 26). It alsmptures the main distribution channels, whicloant for two
thirds of the total premium income gained in ther@mn insurance market in 2001 (GDV 2002).

10" As the pretest showed a very low willingnessrisveer questions to remuneration patterns, costsovers, and

profits, they were omitted from the survey. For éopl evidence on compensation schemes see Zweifel
Ghermi (1990), Laslett/ Wilsdon/ Malcolm (2002) atidmmins/ Doherty (2006).
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coverage, policy design and contract tefslalf the items deal with the particularities of
private old-age insurance. This is justified by t&et that this insurance line makes for the larges
share of the interviewed insurance intermediarissbme (Eckardt 2002). For each item the
interviewee is asked how much importance (vith totally unimportanto 5 = very importanj

he gives to it in his counseling interviews. Théor, each intermediary the mean value is
calculated after summing up all 27 items. Althodlgis input-oriented variable is concerned with
the content of the information provided, it makegter statements about the actual information
provided nor whether the information provided iswaate from an objective point of view since
participants may overstate their service qualitypwever, response bias can be reasonably
assumed to occur similarly for all intervieweesgdtt1976)'* As a consequence however, our
focus is not on the values of the coefficient eatas reported in the regressions, but on their

signs.

Since insurance intermediaries not only provideorimiation, but also additional transaction
related services, we use the variabtigitional serviceswhich measures how many additional
services are supplied to consumers besides infmmatervices. Finally, we construct an
aggregateservice indewariable as a proxy to account for total serviaaldy provided. For this
we normalise thenformation indexand theadditional servicevariables before aggregating them
additively. Since we assume that information s&wviare the most important services provided
by insurance intermediariétheinformation indewariable enters theervice indexwith double

weight compared to thedditional servicevariable.

As a further measure we use thentract conclusion ratevariable as a proxy for market
performance and economic success. It indicatespéreentage of counseling interviews an

intermediary conducts that on average result insgorers actually concluding an insurance

1 These items resulhter alia from interviews with experts on consumer protattio personal insurance. For

more details on the single items, see the variabterlying the factor analysis ifablesA.4 and A.5n the
Appendix

12 The results of the mean difference parametrits issEckardt (2002) indicate that there is onlyakweesponse

bias.

13 see insection 2above the reasoning of transaction costs economith search theory on insurance

intermediaries as information intermediaries.
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contract® It shows whether the provision of high informatiguality positively influences an

intermediary’s economic performance. In additidnis toutput-oriented variable can be also
interpreted as a more subjective indicator of thevise quality provided. It indicates whether
customers are satisfied with the information andice given by an intermediary during a
counseling interview as with the additional sersigerovided. Accordingly, the higher an
intermediary’s contract conclusion rate is, thetdyeis her service quality as subjectively

perceived by consumers.
Independent Variables

The behavior of insurance intermediaries may di#ecording to their (in-)dependence from
insurance companies and because of different regylaules. The variablentermediary type
distinguishes between the distribution channedxclusive agentsand independent
intermediaries” Intermediaries help consumers to reduce seardh besause they are assumed
to have a better market overview, thus providingranoomprehensive information about a

number of different insurance companies and theidyrcts.

While independent agents and brokers provide indtion about a number of different insurance
companies, exclusive agents however, represent anbingle insurance company and its
products. Although this implies that they providesd comprehensive information than
independent intermediaries, the overall effect lom $ervice quality might be ambiguous. By
specializing on a particular insurance companyingrmediary can gain an in-depth knowledge
of this particular insurance company and its pre¢sltitat an intermediary with a broader market
overview might not have. To account for this potht offsetting effect, we include the

variables specialization on ansurance companynd its products anghsurance company

reputation It measures what weight intermediaries attachth#® insurance company whose
products they distribute for gaining high reputattbemselves. By this we take into account that
specialization on a certain insurance company miighthe outcome of a deliberate selection
process. If an exclusive agent chooses to workaftigh quality insurance company, he can

benefit from its reputation and concentrate on fliog in-depth information about its products.

4 Note that this success rate is not a profitabitieasure since it provides no information on trerpums of the

contracts concluded or on the costs spent by them.

15 Note that independent intermediaries comprehenh independent agents and insurance brokers. dicoy

we use these terms synonymously in the following.
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To further capture the impact of specializationeef$§ and economies of scale in producing
intermediation services, we include a number okeotvariables which account féirm size
specialization on a certaimsurance line(old-age insurance) and austomer segment3he
more specialized an insurance intermediary is @sétrespects, the better the information quality
provided should be, since she can realize econoofissale. Besides, we asked for the number
of additional services provideddditional servicesto see whether there are economies of scope.
Finally, to control for the impact of competition the markets of insurance intermediation we
add a variable that measures toenpetitive pressurdt follows from monopolistic competition
that an increase in competition should result mgher degree of product differentiation. In our
case this would imply better information qualitydamore additional services, the higher the

competitive pressure.

The questionnaire inquired about human capital abdes as inputs used for producing
information and transaction services. Tage of the intermediary and investment in human
capital formal education (additional) training university degreework experience, further
training) are proxies to account for service quatftyBesides, the participants were asked which
percentage of their totaime budgethey spent on different activitiegnformation acquisition
and processing counseling interviewsfurther training claims settlementsales efforts
Furthermore, the average duration of counselingrigws in absolute terms is used to account

for the quantitative input to service productidii@tion_interviews

The quality of the information provided dependai® the quality of the information sources
used. To gain information about this aspect, weutate the variablenformation sourceas the
product of the importance of a certain informatfovider (like an insurance company or a
rating agency) to an intermediary and the objestishe attaches to it. For further trainings there
is no variable that shows the credibility attached as a reliable information source. Therefore,
source_further trainingndicates only the importance of this informatssurce without making
statements about its perceived objectivity by aermediary. We expect that intermediaries, who
rely strongly on more credible information sourcpsyvide better information quality to their

customers.

16 Such proxies are widely used in empirical studiesrelationship lending to account for the quatifylenders

and thus to assess the degree of asymmetric inflarmbetween banks and their customers. See fanpbea
Berger/ Udell (1990) and Neuberger/ Raethke-Doep(2GO8).
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To account for thenformation contenprovided, the interviewees were asked which wetigéy
give to 27 different aspects in counseling intamgehat are relevant from an objective point of
view for consumers to decide rationally about iasge coverage (see aboudormation
indeX.'” It is assumed that an intermediary informs hetausrs more extensively about those
aspects to which she attaches more weight. Togeth#r general information, product
information and information on contract design, timerviewees were questioned about
particular topics relevant for old-age insuranogrtiiermore, as the participation in surplus is an
important sales argument for life assurances, mdiffeitems were asked about this subject to see
how much weight intermediaries put on informing swmers about the components of the
calculations normally used. By performing a fadaalysis, seven factors were extracted which
are used as independent variables to accountdéantbrmation content provided &bles A.4and
A.5 in the Appendix.'® They comprehend information quersonal risk profile and security
options general aspectn insurance,private old-age insurance productpolicy design

contract designcontract executioandcalculation of participation rates

Differences incustomers’ knowledgabout insurance matters can also lead to diffeseircéhe
information quality provided, since it reduces mmhation asymmetries between consumers and
intermediaries. Generally, the more knowledge comess have about insurance relevant
subjects, the higher the information quality ofimst@rmediary is expected to be. Otherwise, there
is the threat that discontent customers would ttonanother intermediary. Besides, the
production of information services is the resulaafooperative effort. Besides, the quality of the
advice given by an intermediary also depends oorimdtion privately held by a customer. The
more knowledge a customer has on insurance relewatiers, the less effort the intermediary
has to spend to extract this information by theausr.

We also include two consumer demand variables; thae measures customemémand for
information servicegnd one that accounts for thdemand for additional services for fre&/e

asked whether such demand of an intermediary’somests has increased over the last six

17" Since the dependent varialitéormation indexs based on the same 27 items, the following béegmare only

used as regressors on tmiditional serviceand on thecontract conclusion rateariables. See models 2 and 4
in Table 1below.

18 Although factor analysis assumes interval datacak@ and Wan (1996, 4) summarize in a review ef th

literature on this topic that with ordinal Likertae items “for many statistical tests, rather sewdepartures
(from intervalness) do not seem to affect Typed @gipe Il errors dramatically.”
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months. In 2001, pension reform had been high erptiblic agenda in Germany and had been
widely covered in the media. To cope with the derapbic changes ahead, reforms entailed the
introduction of tax-subsidized private pensionsaddition to the so far rather comprehensive
public pension schemes. Accordingly, given theeatgitated public (and private) debates about
the future of one’s pension entitlements, a higlemand for information services should have a
positive impact on the information and service gyalctually providedThe same holds for the
demand for additional servic%.Customers’ knowledge and demand variables acepatsxies

for how intense cooperation between an intermediad/ his customer is. The more intense it is,

the more privately held information consumers’ assumed to disclose.
Estimation Methods

The hypotheses are tested by using OLS-estimatfosice the service quality depends
primarily on supply-side factors. As there is infpet and asymmetric information on

consumers’ side about the true information quatitgvided by intermediaries, the feedback
mechanism between insurance intermediaries’ sequedity and the number of consumers using
them is strongly weakened. Accordingly, we can 04§ instead of, for example, Two-Stage-
Least-Squares (2SLS) estimations, which should therwise applied to avoid simultaneous

eqguation bias.

In addition, there are also methodological reagonsising OLS. Most importantly, we are not
aware of any meaningful variable which could beduse an instrument in 2SLS or other related
estimation methodS. Intermediaries’ services are mainly intangible @®ovhich are produced
by interaction. The service quality provided by iatermediary depends to a large degree on
gaining information of his or her customers’ prefaces, needs, and risks through
communication. Such information is an input factor producing high quality information

services. Thus, during a counseling interview aerimediary can obtain information about

19" Table A.2in the Appendixsummarizes the definition and measurement of thiabl@s. The main descriptive

statistics of the variables are reported @ble A.3n the Appendix

20 For the assumptions of the linear OLS regressiea,Greene (2000, 210-264). The estimations areated for

heteroscedasticity where necessary. For multicliity see the correlation matrix ihable A.6in the
Appendix.

2L For this, a variable should affect only consumetsmand for service quality, but have no impact on

intermediaries’ decisions on their quality supghat is it should be both relevant and exogenoes, Stock/
Watson (2003, 331-372).
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variables that affect his customers’ demand foormfation quality. Because of the prevalent
information asymmetries, the intermediary can uss information to his own advantage in
supplying his profit-maximizing quality level. Bacse all variables that affect consumers’
demand for service quality can be communicatedoumseling interviews, therefore they also
affect the service quality actually supplied byiatermediary. Thus, they are not exogenous and
therefore cannot be used as an instrument in 28ESides, we are not concerned with the
absolute values of the estimated coefficients, dnly with their signs. Finally, we have no
information on the number of consumers or the sabdsme of the single intermediaries. Thus,
form a quite practical point of view OLS is the beslution to estimate the service quality

provided by an intermediary.

For the independent continuous variabkge work experience further training_number
duration_interviews information source source further trainingand additional serviceswe
assume that they have a positive, but decreasfagtefn the service quality provided. Thus, we
use their log in the estimated equations. For gpeddent variablaaformation index, additional
servicesand service indexwe perform semi-log OLS-estimations. For ttantract conclusion
rate as dependent variable we apply a logistic func{fdooper/ Nakanishi 1988). This accounts
for the fact that, when starting from a low levehcreases in inputs first result in
disproportionately high and then in disproporti@hatiow increases in the contract conclusion

rate.

All'in all, we perform three specifications for éadependent variable. Models 1 to 4 test for the
product quality hypothesifiypothesis land for specialization and economies of scalesaogpe
(hypothesis P while models 5 to 8 test for the impact of tliflors spend lfypothesis Band of
informational inputst{ypothesis ¥ The effect of combining all hypotheses is shawmodels 9

to 12. For the variables used in each specificaieeTable A.lin the Appendix. The results are

discussed in the following section.

4. Estimation Results and Discussion

The empirical results of the OLS regression equatere reported ifables land?2 below.

[Table 1 about herg
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Hypothesis 1 — Product Quality Hypothesis

The product quality hypothesis states that indepenhdntermediaries provide better service
quality than exclusive agents. According to all moodels, this is confirmed when using the
information indexor thecontract conclusion ratas dependent variable. Compared to being an
independent intermediary, being an exclusive agent thus, more dependent from insurance
companies has a significantly negative impact ltlthe information quality provided and on
the contract conclusion rate realized. These figslioonfirmhypothesis laccording to which
information quality should be the higher the mandependent intermediaries are from single
insurance companies. Independent intermediarievideosignificantly better information
services, which is also honored by customers inttley realize better market performance than

exclusive agents.

While these results support the product qualitydtlyesis, when usingdditional servicesas
dependent variable we find quite the opposite &ffedth exclusive agents providing a
significantly higher number of additional servic&sis finding might be due to the particularities
of monopolistic competition, which characterizes tmarket for insurance intermediaries.
Exclusive agents are more constrained than independtermediaries when it comes to vertical
product differentiation. Since they depend in relgar the number and quality of the insurance
products they distribute on the insurance compéry tepresent, they are more constrained in
increasing information quality. Thus they havedty more on horizontal product differentiation,
i.e. on offering additional services. This findirggsupported by our estimations, as the variable
insurance company reputatidmas a significantly positive impact on the infotioa quality in
model 1, while it has a significantly negative irapan the number of additional services
provided in model 2. Intermediaries which are caoed on the quality of the insurance
companies they represent specialize more in pnogidiigh quality information services and
offer fewer additional services. However, this daes result in a significant increase of market

performance as measured by tioatract conclusion rate

Finally, when using theervice indexas dependent variable we find no statisticallyigicant
differences between exclusive agents and indepé¢mtenmediaries. Obviously this results from
the contrary effects that exclusive agents shovintormation services resp. additional services

as shown in models 1 and 2, for example.
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From principal agent theory we derived that custané&nowledge reduces information
asymmetries and thus leads to an increase in thieseuality provided. However, according to
our estimations service quality does not dependthen degree of information asymmetries
between consumers and intermediaries as measurednsymers’ knowledgabout insurance

related matters (models 1 to 4).

All in all our data give mixed evidence on the prodquality hypothesis, depending on the
proxies we use to account for service quality. @gtimations support that independent
intermediaries provide better quality in regardnfimrmation services, which also shows in better
market performance. In contrast, we find no diffees between exclusive and independent
intermediaries in regard to total service quaktile the product quality hypothesis even has to

be rejected with respect to additional services.
Hypothesis 2 — Specialization and Economies of Seadnd Scope

Models 1 to 4 also test for the impact of specaion and economies of scale and scope on the
service quality provided by insurance intermedgriehe coefficient estimates fiirm sizeshow

no significant impact on the quality of the infortoa services, the total service quality or the
contract conclusion rate. Only for additional seea we find a significantly negative effect for
small firm size. Obviously, it does pay less foradler intermediary firms to offer additional
services than for larger ones. Besides, also dpstian on a certaimsurance compangnd its
products shows no statistically significant coeéit estimates. In contrast to that, specialization
on old age insurance has a significantly positivgpact on both the provision of additional
services as well as on total service quality (medeland 3). There are a number of different
products to account for old age provisions, like Insurance or annuities, but also investment
funds. This provides ample scope for intermediatte®ffer additional services like financial
counseling, investment found business etc. to caess; which in turn also increases total
service quality. We also find a positive impact fmecialization orcustomer segmentsn the
information quality and the total service qualitpyided, which is also statistically significant in
models 1 and 3. As theory suggests, intermedidiniasspecialize on particular customers can
reuse information for this segment more often. Adcwly it pays for them to invest more in
acquiring and processing information which is spetd this particular customer segment, which
in turn results in higher information and serviecglity. However, according to model 4 this does

not reflect in a highecontract conclusion rate
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Finally, when using the variab&lditional servicess independent, we find significantly positive
coefficient estimates for thaformation indexand thecontract conclusion rateObviously,
providing more additional services increases thaityuof the information services provided and
also results in a higher contract conclusion rttes reflecting consumers’ satisfaction with an
intermediary’s services. Thus, our findings seensupport the thesis that economies of scope

can be realized.

When controlling foronsumers’ demand on information provisand onadditional services for
free, our estimations show a mostly significantly pesitimpact on theinformation index,
additional servicesand theservice indexn all our models. However, there is no statistcal
significant effect on the economic performance asasared by theontract conclusion rate
When controlling for efforts spent and informatibimguts in models 6 and 10, we find that high
demand for information services by consumers dSiantly reduces the number of additional
services provided. All in all, intermediaries seé&ntake the demand of their customers into
account in the extent and type of services providedte that competitive pressure has a
significantly negative impact on tle®ntract conclusion ratdn particular, it does not affect the

information service quality in a significant way.
Hypothesis 3 — Efforts Spent

In models 5 to 8 we analyze the impact of investmierhuman capital and insurance related
knowledge and skills as well as of the time spentdifferent activities as proxies to explain

differences in service quality between intermeémriSince independent intermediaries distribute
information of products from more insurance comparthan exclusive agents, we include the

intermediary typeo control for the resulting differences in seaettorts.

According to our estimation results neitffiermal educational leve)sadditional trainindg nor
work experiencédnave any explanatory power in regard to the diffeiguality indicators used.
Thus, it makes no sense for consumers to use #eesgnals for the information and service
quality of an intermediaryAgeshows a significantly negative impact on the nundiedditional
services provided (model 6). This might accounttfe fact that providing additional services

requires additional investment in the knowledge skills. Following human capital theory one

22 Only in regard to the contract conclusion ratefime that intermediaries with additional training perform

poorer, see equ.8.
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can argue that the readiness to incur such investohecreases with age, since the older an
intermediary is, the more dubious it becomes wheshe will be able to realize the gains from
such an investment in her remaining working lifeesiBles, model 8 shows that tbentract
conclusion ratds also negatively affected by an intermediary’s.abhis might result from the
fact that new business becomes less importantities an intermediary is, since she derives her
main income from long-term customers. Whilether trainingshave a significantly positive
effect on the services provided (models 5 to 73, does not pay in terms of contracts concluded.
Quite to the contrary we find a significantly ndgatimpact on thecontract conclusion rate
(model 8). However, one should be cautious in preting this in a causal way, since it also
seems plausible that the lower the contract cormiusate, the more further trainings an

intermediary attends — hoping to learn about holetmome more successful.

When using thenformation indexas the dependent variable, in models 5 and 9 th#ident
estimates for the percentage of time spentamseling interviews, further trainirgnd claims
settlementare significantly positive. These results are iaat with hypothesis 3 that more
efforts spent on activities which are related te giroduction of information services increase
their quality. Obviously, insurance intermediargsn specific knowledge about what topics and
what information is relevant for consumers maitigotigh investment in further trainings and by
claims settlement. These two activities exhibitgéarfixed costs. Besides, information about
claims settlement is highly specific. It entailsasamer-specific information about the likelihood
of damage and insurance company-specific informaabout the consequences of specific
contract terms for claims settlement as well asirensce companies’ handling in case of loss.
Thus, these results also support the hypothesisintteamediated search has advantages which
cannot be attained through personal search by omersu For a single consumer neither the high
costs of attending insurance intermediaries’ furthenings would pay off nor does she have the
opportunity to acquire the activity-specific knodtge resulting from claims settlement. But
although claims settlement activities improve tae/ige quality provided, they do not pay off for
intermediaries in terms of economic success. Tipaatson claims settlement has a negative, and
in model 12 also significant impact on tkentract conclusion rateBesides, the coefficient
estimate for the percentage of time spensales effortshows a significantly negative impact on
the contract conclusion ratéoth in models 8 and 12. This implies that moresafforts are

primarily incurred when contract conclusion rateslaw, that is when economic success is poor.
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The coefficient estimate for the absolute time $peon counseling interviews
(duration_interviewsyshows a significantly positive impact across atvge quality indicators in
models 5 to 12 with the exception of the additiosaivices offered (models 6 and 10). Time
spent for counseling thus enhances both the infiomajuality provided as well as the total
service quality supplied and finally also resuftsaihigher percentage of contracts concluded by

an insurance intermediary.

Summarizing, our evidence does not confirm hypagh@sthis holds while even controlling for
insurance intermediary type. Our data show thdbés neither makes sense for consumers to use
formal educational levels or training certificates a signal for high service quality, nor does it
pay for intermediaries to invest more in human @dpat least not when the contract conclusion
rate is used as a proxy for economic success. Henvepecific activities like claims settlement
and further training show a positive impact. Notrpsisingly, time spent for counseling
interviews proves to be statistically significant information and services quality. It also pays
for intermediaries, since it increases their mangetformance as measured in tbentract

conclusion rate
Hypothesis 4 — Informational Input

Finally, hypothesis 4 analyzes what impact infoiova! input has on the quality of the

intermediation services provided. While models 597and 11 estimate the effect of different
information sources and consumers’ cooperation,atsofl, 8, 10 and 12 also account for the
informational content provided in counseling infers?®

The estimation results for models 5 and 9 indidhgg intermediaries, who rely strongly on
rating agencies the scienceand specialist publicationsas sources of credible information,
provide significantly higher information quality agell as total service quality. In regard to
information quality also a high reliance @onsumers’ associationas a credible source of
information shows a significantly positive impaltt.comparison, estimation results suggest that
the more importanturther trainingsare as a source of gathering information for intstraries,
the lower the information and total service quaptpvided is. This indicates that information,

knowledge and skills as circulated in further trags is not conducive to increasing information

2 Since these variables enter thiormation indexand thetotal service indexwe omit them in the models using

these variables as dependent.

26



quality (models 5 and 9), which also shows in iegative effect on total service quality in
models 7 and 11. This also leads to poor economifopnance as measured by ttmntract

conclusion ratémodel 8).

Furthermore, our data reveals a significantly pesitmpact of thenformation contenprovided

on the number of additional services provided, iif iatermediary puts higher weight on
informing customers ogeneral aspectand on theipersonal risk profile and security optians
The coefficient estimates in models 8 and 12 shaigaificantly positive effect on the contract
conclusion rate, the more weight an intermediarys pan informing his customers on their
personal risk profile and security optiorsd on thecalculation of participation rate®f life
insurance products. In contrast to that, providiigrmation aboupolicy designcontract design
and contract executioshows no significant impact across all models. festheir alleged
importance for the quality of the insurance purehtansaction, consumers seem not to honor it

(as there is no significant impact on ttentract conclusion rade

The service quality provided by an insurance inestiary is in part the outcome of an interactive
process between the intermediary and the custosimtere it also depends on the revelation of
privately held information by the consumer. Accaogly, we hypothesized that the better the
cooperation between intermediary and consumer wankshigher the service quality should be.
To account for this, we employ consumers’ knowledigeut different insurance relevant matters
as well as their demand for information provisiow additional services as proxies. The higher
their knowledge resp. demand is, the better theativeutcome should be. For theformation
index(model 5) and for theervice indeXmodel 7) our estimations show significantly pasti
coefficient estimates foconsumers’ knowledge about their risk praofiléhese findings suggest
that intermediaries provide only additional infotioa and thus higher information quality, if
their customers already have a high level of kndgéeabout their risk profile, but a low level of
knowledge about protection for old-age securityeréhare two possible answers to this finding.
On the one hand, this is the expected result, diatfeof the items summarized in the dependent
variableinformation indexconcern old-age protection. It is unnecessary foingéermediary to
put much weight on such topics, if his customersaaly have a high level of knowledge about
them. On the other hand, insurance intermediamés strongly on income from selling life
insurance policies and other products concernideage security. Accordingly, they should have

an interest in increasing consumers’ knowledge abgactly such insurance products. This is in
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line with the finding that insurance intermediardes not provide significantly more information
to customers with low knowledge on the disadvargagfeénsurance products compared to other
financial assets which can be used as substititesegard to additional services and to the
contract conclusion rate consumers’ knowledge setamglay no role, since we find no
statistically relevant influence. To summarize, simers cannot expect intermediaries to
automatically provide additional information in eathey have only limited knowledge. This
supports the statement of principal agent theorgoming to which under information

asymmetries only low service quality should result.

Although the cooperation between insurance interanes and their customers affects the
quality of the advice given, consumers might nenadess differ in their willingness to participate
in the counseling process. To account for sucledifices among consumers, we cs@sumers’
demand for information provisioand consumers’ demand for additional services for fese
proxies. Models 5 and 6 confirm our findings alngathted in regard to hypothesis 2. Obviously,
consumer’s can induce insurance intermediariesdeigle better information and service quality
by communicating a higher demand for it. Howevedades not increase tlwentract conclusion

rate.

All in all, our evidence shows some support for fmelings of transaction costs, search and
principal agent theory as stated in hypothes&ebrding to which the service quality provided
positively depends on the underlying informatiomaput and on cooperation between the
intermediary and her customer. However, there sd¢erhs a conflict for intermediaries between
economic success as measured by toatract conclusion rateand providing detailed
information about relevant contractual aspectsisfiiance coverage. Together with the profound
information asymmetries between intermediaries emasumers it, thus, follows that that for

rational intermediaries high quality informatiomaees will not come first.
Discussion

To see the effect of combining our hypotheses, stienate models 9 to 1déble 2below). They

show that our findings from models 1 to 8 are quiteust (see discussion above). In addition the

explanatory power of our estimations clearly img@wvhen including variables that account for

the efforts spent and the informational inputs usegbroviding intermediation services. The

adjusted Rsquares of all four service variable @®increase from models 1 to 4 to models 9 to

12 by between 6% and 12%. This clearly indicated #ervice quality depends not only on
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whether intermediaries are more or less (in-)dependrom insurance companies. There are
additional differences in the service quality po®d by intermediaries which cannot be
explained by them being either exclusive agentssurance brokers, but by the information
gathering and processing activities they perform.

[Table 2 about herp

For analyzing how sensitive our findings are wisispect to the functional forms applied, we
carried out a number of logit and double-log estioms?* Their results confirm the main
findings from above. Besides, we performed a nundfestability tests. They also show no
indication that omitted variables or incorrect ftional form create bias in the coefficient
estimates. In addition, we performed post-hoc sttaeéil power tests which provide no evidence
that our regressions suffer from low statisticalvpo®

5. Conclusions

Quite in accordance with the empirical literaturer estimations also provide no uniform
evidence on the product quality hypothesis. Aceaydo our findings, independent agents and
insurance brokers provide better service qualityenvinformation services and their contract
conclusion rates are used as proxies, while exdumsyents provide significantly more additional
services. When taken together, then, there areigmifisant differences to be found between

these various distribution channels in regard éotthal service quality provided.

Also in regard | to hypothesis 2 on specializateod economies of scale, our findings are not
uniform. Increasing firm size enables insurancermediaries to realize economies of scale only
in regard to the provision of additional servic€ar data do not give evidence that firm size
matters in regard to information quality, total\see quality or the contract conclusion rate.
Accordingly, acquiring and processing informatioboat topics relevant for concluding an

insurance contract seem to exhibit divisibility amganembers of the same agency. This is in line

24 Since these estimations provide no additionalasmqiory power, we omitted them in the reportedhestions

below. Regression results can be obtained fronaditieors upon request.

%5 According to Cohen (1988) a test has sufficienwer given a power value of at least 0.8. The powadues are

reported inTables land2.
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with findings of Cummins (1977) that there are wals economies for independent insurance
agents. Besides, according to our findings theeeatso no economies of scale to be realized by
specializing on an insurance company and its prsdoicon a certain insurance line. However,
there is some evidence that economies of scalebearealized by specializing on customer
segmentsBesides, in accordance with ypothesis 2 we fouedrckvidence that economies of

scope can be realized by offering additional sexic

As concerns the efforts spent by insurance interanied, we find that the duration of counseling
interviews is the single most important factor that a positive effect both on the information
quality and on the total service quality provideahile it simultaneously also pays for
intermediaries as it increases their contract emich rate. In contrast to that, we find no
evidence that different educational levels or addél trainings show a significant impact. Thus,
such certificates should not be used by consunseirsdécators of high service quality. Moreover,
our data give some support for findings derivednftoansaction costs, search and principal agent
theory that the service quality provided is posityvaffected by the informational inputs used.
Finally, we find that despite the profound inforioat asymmetries between insurance
intermediaries and their customers, consumers’ ddnfiar information and additional services
indeed results in better service quality. Thus, endemanding consumers should expect

intermediaries to provide better counseling andsaty services.

All in all, we thus find that the service quality insurance intermediaries does not only depend
on whether they are exclusive agents or insuranaeebs. There are also quality differences that
cannot be accounted for by the distribution chanaedl its characteristics to which an
intermediary belongs. According to our findingse thuality of the services provided depends
also to a large extent on their information gathgrand processing activities of the individual
intermediaries. Because of the important role iasce intermediaries play in insurance markets
in reducing information asymmetries between consana@d insurance companies, additional
research should be undertaken to better understawchigh service quality is produced. Thus,
research efforts should concentrate not only onlagxpg the coexistence of different
distribution systems, but also on explaining défees in service quality within a particular
distribution channel. Besides, further efforts aezessary to find better proxies to account for
insurance intermediaries’ service quality. One miamtation of our data is that they do not

allow us to make any statements about the infoonati content actually provided by an

30



intermediary to his customers. To get such datagxample a combination of mystery shopping
interviews with a follow-up survey on the inforn@ti processing activities of the interviewed

intermediaries could be performed.
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Table 1: Regression Results

2 Dependent variable: loggntract conclusion rat€l-contract conclusion ral

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Modell 8
OLS OLS OLS OLS OLS OLS OLS OLS
N=776 N=785 N=783 N=701 N=647 N=600  N=p647 N = 553
Dependent Variables Contract Contract
Information Additional Service  conclusion Information Additional conclusion
Index Serivices Index rate® Index Serivices  Service Index rate®
2.730** 6.113** 9. 741*** 1.200%** 1.136*** 11,175%* 7.847%** 5.224%*
Constant (15.14) (9.81) (23.62) (3.23) (2.12) (4.26) (5.53) (3.76)
Independent Variables
Intermediary type
Exclusive agent -0.278**  (0.943*** -0.156 -0.337** -0.171 % 0.811** 0.035 -0.574%**
(-4.54) (3.28) (-0.79) (-1.94) (-3.82) (3.39) (0.26) (-4.30)
Firm size
Small (1 to 3 employees) 0.061 -0.729*** -0.053 0.119
(1.48) (-4.05) (-0.44) (2.31)
Large (more then 9 employees) -0.076 0.111 -0.038 0.158
(-1.13) (0.31) (-0.17) (0.91)
Specialization
Insurance company -0.007  -0.273 -0.114 -0.205
(-0.13) (-0.96) (-0.59) (-1.18)
Insurance company reputation 0.063*** -0.280*** -0.005 0.016
(3.28) (-3.27) (-0.08) (0.38)
Insurance line -0.019  0.807*** 0.242** -0.070
(-0.50) (4.85) (2.28) (-0.80)
Customer Segment 0.074*  0.181 0.258** 0.011
(1.97) (2.09) (2.35) (0.13)
0.154*** 0.326***
Additional Services (3.28) (2.81)
Competitive pressure -0.007 -0.156* -0.054 -0.320***
(-0.35) (-1.86) (-0.95) (-7.19)

35



Table 1: Regression Results (cont.)

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Modell 8
OLS OLS OLS OLS OLS OLS OLS OLS
Customers’ knowledge
Risk profile 0.035 0.025 0.104 0.037 0.069*** 0.076 0.208*** 0.013
(1.32) (0.21) (2.33) (0.57) (2.52) (0.57) (2.56) (0.17)
Old-age protection provisions -0.024  0.061 -0.051 0.099 -0.067** 0.199 -0.139* 0.097
(-0.84) (0.48) (-0.62) (1.49) (-2.11) (1.40) (-1.62) (1.22)
(Dis-) Advantages of insurance products 0.027 -0.281* -0.075 -0.114** 0.027 -0.231* -0.063 -0.073
(1.08) (-2.34) (-0.99) (-1.98) (0.96) (-1.64) (-0.82) (-1.03)
Customers’ demand
Information provision 0.070** 0.154 0.183** 0.005 0.064** -0.229* 0.065 -0.060
(2.26) (1.26) (2.32) (0.09) (1.99) (-1.62) (0.77) (-0.76)
Additional services for free 0.106***  0.160* 0.261*** 0.008 0.070*** 0.199** 0.209*** -0.028
(4.51) (1.59) (4.08) (0.17) (2.82) (1.84) (3.18) (-0.48)
Age 0.179 -1.977%* -0.479 -1.179%**
(1.29) (-3.02) (-1.20) (-3.07)
Formal education
Lower secondary school 0.094 0.149 0.245 -0.078
(1.22) (0.44) (1.18) (-0.43)
Intermediate leaving certificate 0.050 0.109 0.152 0.070
(1.00) (0.43) (1.06) (0.55)
Certificate of aptitude for specialized short 0.028 -0.177 0.029 0.191
course in higher education (0.53) (-0.63) (0.18) (1.36)
(Additional) Training 0.019 (002733 0.046 -0.308**
(0.29) (0.24) (-1.82)
University degree -0.032 0.274 0.003 -0.076
(-0.63) (1.07) (0.02) (-0.55)
Work experience -0.032 0.241 0.019 0.190
(-0.63) (0.95) (0.13) (1.26)
Further training_number -0.002 0.341* 0.067 -0.136**
(-0.05) (2.40) (0.78) (-1.90)
Time budget
Information acquisition and processing -0.017 -0.520 -0.552 -0.262
(-0.11) (-0.67) (-1.17) (-0.57)
Counseling interviews 0.225* 0.141 0.235 0.300
(1.86) (0.22) (0.65) (0.88)
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Table 1: Regression Results (cont.)

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Modell 8
OLS OLS OLS OLS OLS OLS OLS OLS

Further training 0.068** 1.499 2.054** -0.094
(2.28) (1.01) (2.33) (-0.13)

Claims settlement 0.649*** -0.382 0.572 -0.247
(2.63) (-0.30) (0.78) (-0.36)

Sales efforts -0.186 -0.594 0.003 -3.730***
(-0.52) (-0.36) (0.00) (-364)

Duration_interviews 0.105*** 0.170 0.377** 0.231**
(3.16) (0.94) (3.83) (2.63)
Information source

Insurance companies 0.028 -0.124 0.064 0.047
(0.86) (-0.76) (0.78) (0.54)
Professional associations 0.018 0.251 0.105 -0057
(0.54) (1.45) (1.10) (-0.61)
Rating agencies 0.064** 0.120 0.305*** 0.065
(2.17) (0.90) (3.70) (0.92)
Consumers’ associations 0.050** 0.060 0.057 0.083
(2.02) (0.48) (0.76) (1.25)

Science 0.093*** 0.203 0.228*** -0.060
(3.13) (1.43) (2.70) (-0.86)
Specialist publications 0.157*** -0.154 0.345*** 0.101
(2.99) (-0.67) (2.62) (-0.90)

General media -0.040 -0.145 -0.093 -0.006
(-1.43) (-0.10) (-1.29) (-0.08)

Source_further training -0.079* 0.258 -0.281** -0.219**
(-1.72) (-1.23) (-2.26) (-1.96)

Information content

General Aspects 0.378*** 0.025
(3.68) (0.48)

Calculation of participation rates 0.107 0.110*
(1.09) (2.18)

Contract design -0.075 -0.042
(-0.72) (-0.84)

Personal risk profile and security options 0.336*** 0.155%**
(3.02) (2.94)
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Table 1: Regression Results (cont.)

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Modell 8
OLS OLS OLS OLS OLS OLS OLS OLS
Policy design -0.030 0.002
(-0.28) (0.04)
Private old-age insurance products -0.076 0.043
(-0.74) (0.83)
Contract Execution -0.033 0.023
(-0.35) (0.47)
Rsquare 0.149 0.097 0.064 0.172 0.229 0.172 0.183 0.197
Adj. Rsquare 0.133 0.082 0.048 0.155 0.194 0.121 0.146 0.142
F-Test 10.46*** 0.096** 3.49%*+* 9.48%** 7.30%* 3.29%** 4. 79%** 4,307
Power test ¢=0.001) 1.000 1.000 0.847 1.000 1.000 1.000 1.000 1.000

*** significant at the 1%- level, ** significant ahe 5% level, * significant at the 10% level

t-values in parentheses
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Table 2: Regression Results

2 Dependent variable: logg@ntract conclusion rat€l-contract conclusion rai

Model 9 Model 10 Model 11 Model 12
OLS OLS OLS OLS
N =574 N = 543 N =579 N = 495
Dependent Variables Information Additional  Service Contract
Index Services Index conclusion raté
1.332*  10.873**  8.696*** 4.614*+*
Constant (2.20) (3.98) (5.69) (3.10)
Independent Variables
Intermediary type
Exclusive agent -0.253***  (0.996*** -0.085 -0.447**
(-3.37) (2.93) (-0.37) (-2.19)
Firm size
Small (1 to 3 employees) 0.002 -0.761*** -0.191 0.093
(0.04) (-3.67) (-1.44) (0.88)
Large (more then 9 employees) -0.111* 0.073 -0.262 0.209
(-1.57) (0.18) (-1.04) (1.06)
Specialization
Insurance company 0.022 0.159 0.055 -0.089
(0.31) (-0.51) (0.25) (-0.48)
Insurance company reputation 0.041** -0.271*** -0.034 0.010
(1.95) (-2.62) (-0.57) (0.21)
Insurance line -0.001  0.511*** 0.135 -0.013
(-0.00) (2.76) (1.12) (-0.14)
Customer Segment 0.060 -0.104 0.140 -0.032
(1.44) (-0.54) (1.15) (-0.33)
0.147** 0.234**
Additional Services (2.54) (1.81)
Competitive pressure 0.007 -0.116 0.008 -0.314***
(0.31) (-1.15) (0.13) (-5.66)
Customers’ knowledge
Risk profile 0.058** 0.017 0.178** 0.039
(1.96) (0.13) (2.00) (0.50)
Old-age protection provisions -0.065** 0.235* -0.134 0.041
(-1.95) (1.16) (-1.46) (0.49)
(Dis-) Advantages of insurance products 0.023 -0.288** -0.094 -0.096
(0.79) (-1.98) (-1.13) (-1.30)
Customers’ demand
Information provision 0.078**  -0.260** 0.053 -0.026
(2.43) (-1.79) (0.58) (-0.33)
Additional services for free 0.061** 0.215** 0.221*** -0.023
(2.40) (1.88) (3.09) (-0.38)
Age 0.080 -1.433* -0.696* -0.867**
(0.52) (-2.04) (-1.63) (-2.22)
Formal education
Lower secondary school 0.088 0.163 -0.199 -0.013
(1.05) (0.46) (0.90) (-0.08)
Intermediate leaving certificate 0.023 -0.065 0.050 0.069
(0.42) (-0.25) (0.33) (0.53)
Certificate of aptitude for specialized short 0.042 -0.311 -0.045 0.227
course in higher education (0.73) (-1.07) (-0.26) (1.59)
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Table 2: Regression Results (cont.)

Model 9  Model 10 Model 11 Model 12
OLS OLS OLS OLS
(Additional) Training 0.018 0072  -0.041 10.199
(0.26) (0.22) (-0.20) (-1.10)
University degree -0.009 0.240 0.065 -0.086
(-0.18) (0.90) (0.39) (-0.61)
Work experience -0.013 0.062 0.025 0.167
(-0.23) (0.23) (0.16) (1.12)
Further training_number -0.034  0.452*** 0.047 -0.120
(-1.04) (3.14) (0.50) (-1.55)
Time budget
Information acquisition and processing 0.013 -0.545 -0.726 -0.797*
(0.08) (-0.65) (-1.38) (-1.78)
Counseling interviews 0.259** -0.342 0.444 0.210
(1.90) (-0.53) (1.12) (0.62)
Further training 0.614** 2.434 2.375* 0.209
(1.92) (1.54) (2.43) (0.29)
Claims settlement 0.512** -0.483 0.360 -1.325**
(1.93) (-0.36) (0.47) (-2.01)
Sales efforts -0.284 1.149 0.315 -2.199**
(-0.70) (0.65) (0.30) (-2.13)
Duration_interviews 0.077** 0.152 0.378*** 0.235**
(2.18) (0.81) (3.46) (2.56)
Information source
Insurance companies 0.027 -0.044 0.109 0.095
(0.76) (-0.25) (0.99) (1.09)
Professional associations 0.038 0.211 0.129 -0.148
(1.04) (2.18) (1.25) (-1.56)
Rating agencies 0.046 0.094 0.253*** 0.043
(1.46) (0.68) (2.75) (0.60)
Consumers’ associations 0.044** 0.121 0.101 0.062
(1.76) (0.95) (1.31) (0.99)
Science 0.092*** 0.166 0.231** -0.046
(2.84) (1.15) (2.50) (-0.66)
Specialist publications 0.152**  -0.312 0.350** -0.086
(2.79) (-1.36) (2.43) (-0.73)
General media -0.027 -0.077 -0.075 0.010
(-0.99) (-0.58) (-0.93) (0.13)
Source_further training -0.076*  -0.211 -0.276** -0.096
(-1.59) (-0.97) (-2.08) (-0.86)
Information content
General Aspects 0.302*** 0.025
(2.85) (0.46)
Calculation of participation rates 0.098 0.031
(2.01) (0.64)
Contract design 0.023 -0.052
(0.23) (-0.99)
Personal risk profile and security options 0.346*** 0.226***
(3.19) (4.05)
Policy design -0.047 -0.012
(-0.42) (-0.21)
Private old-age insurance products -0.025 0.086*
(-0.24) (1.61)
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Table 2: Regression Results (cont.)

Model 9 Model 10 Model 11 Model 12
OLS OLS OLS OoLS
Contract Execution 0.014 0.052
(0.15) (1.03)
Rsquare 0.252 0.228 0.195 0.282
Adj. Rsquare 0.202 0.163 0.143 0.214
F-Test 5.86*** 3.86*** 3.84%x** 4.,84x**
Power test ¢=0.001) 1.000 1.000 1.000 1.000
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Appendix
Table A.1: Hypotheses

Hypotheses

Independent Variable

Expected Sign of

Coefficient Estimates

H 1: Product Quality Hypothesis

exclusive agent

. o . . insurance company reputation +
Inde_pendent intermediaries provide better service consumers’ knowledge +
quality.
S . firm size +
H 2: Specialization, Economies of Scale and Scope insurance company +
Specialization and economies of scale and scople leinsurance line +
to better service quality. customer segment +
additional services +
H 3: Efforts spend
The more an intermediary invests in general and | formal education +
insurance-specific human capital (knowledge and | (additional) training +
skills) and the more time an intermediary spends on university degree +
information processing and counseling interviews, { work experience +
better the service quality provided. further training
time budget: +
information processing +
counselling interviews +
further training +
claims settlement >
sales efforts +
duration_interviews
H 4: Informational Input
The better the information sources used by an !nformat!on source N
intermediary are, the more information about ret¢va information content N
. L . . - . customers’ knowledge +
subjects an intermediary provides in counseling ,
customers’ demand +

interviews and the more consumers’ cooperate, the
better is the service quality provided.
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Table A.2: Definition and Measurement of Variables

Variable

Explanation and Measurement

Dependent Variables

Information index

Additional services

Service index

Contract conclusion
rate

Continuous variable measuringrtean value of 27 iterffsabout the
importance attached to different aspects in coingpéhterviews by the
intermediary ranging from
1 =very low quality ... 5 = very high quality

Continuous variable measurhlmgriumber of additional services provided

Continuous variable measuring the &ervices quality. It is the additive
aggregation of the normalized variabieformation indexandadditional
services with theinformation indexentering with double weight.

Continuous variable measuring the proportion ofaherage number of
counseling interviews on all interviews that leaatontract conclusion

Independent Variables

Distribution  Intermediary type
Channel
Variable

Set of dummy variables withk intermediary type, 0 = other
exclusive agent; independent intermediary
reference class: independent intermediary

Specialization Firm size
Variables

Insurance company

Insurance company
reputation

Insurance line

Customer segment

26

Dummy variable measuring the size ofrdermediary’s firm withl = yes,
0=no

Small (1-3 employees), medium (4-9 employees) gldi@-30 employees)
reference class: medium (4-9 employees)

Dummy variable on specialipatio a certain insurance company and its
products with

1=yes,0=no

Continuous variable measuring the factor scoreaeteéd by a factor
analyses which indicate how much weight interméeiaattach to the
quality of the insurance company and the qualitthefproducts they
distribute for gaining reputation

Dummy variable on specializationloirage insurance products with
l=yes,0=no

Dummy variable on specializationustomer segments with
1=yes,0=no

For the single items sdable A.4below.
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Table A.2: Definition and Measurement of Variables (cont.)

Variable Explanation and Measurement
Human Age Continuous variable measuring the age of ttexviewed intermediary in
Capital years
Variables
Formal education Set of dummy variables wiith highest degree of formal education, 0 =
other.
lower secondary school; intermediate leaving dedié; certificate of
aptitude for specialized short-course higher etiloicageneral certificate
of aptitude for higher education
reference class: general certificate of aptitudenfgher education
(Additional) Training Dummy variable with = (additional) training, 0 = none
University degree Dummy variable with= university degree, 0 = none
Work experience Continuous variable measuring vesgerience in years
Further Continuous variable measuring the number of furttening courses,
training_number conferences etc. frequented during the last 12 Insont
Information  Time budget 5 continuous variables measuring theesbf the time spent for a certain
Production activity on the total time budget:
Variables information acquisition and processing; counselitigrviews; further

training; claims settlement; sales efforts

Duration_interviews  Continuous variable measuthmgaverage duration of general counseling
interviews in minutes

Information source 7 continuous variables meagtie importance of an information source
used by an intermediary with its attached objetgtion a
25-point rating scale witlh = very subjective and not at all important
source... 25 = very credible and very important source

insurance companies; professional associatioringragencies;
consumers’ associations; science; specialist patiiics; general media

Source_further Ordinal variable measuring the importance attatcbddrther training as
training an information source measured on a five-point itikeale withl = not
at all important ... 5 = very important

Information content 7 continuous variables meagyiiire factor scores extracted by a factor
analysis from 27 items which indicate the importaattached to different
aspects in counseling interviews by the intermerfiar
old-age security in general; calculation of papétion rates; contract
design; personal risk profile and needs; policyiglesrivate old-age
insurance products; contract execution

Additional services Continuous variable measutimgnumber of additional services provided

27 For more details segables A.zand A.5below.
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Table A.2: Definition and Measurement of Variables (cont.)

Variable Explanation and Measurement
Customer Customers’ knowledge 3 ordinal variables indicatingtomers’ knowledge on a five-point Likert
Variables scale withl = very bad knowledge ... 5 = very good knowledge
risk profile; old-age protection provisions; (dedyantages of insurance
products
Customers’ demand 2 ordinal variables measurimgwmers’ demand on a five-point Likert

scale withl = more modest. 5 = more demandingbout:
information services; additional services for free

Market Competitive pressure  Ordinary variable measuriregetktent of competitive pressure on a five-
Variable point Likert scale withl = none ... 5 = very strong
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Table A.3: Descriptive Statistics

Dependent Variables Min Max Mean Median  StandDev N
Information Index 1.407 5.000 3.716 3.703 0.531 917
Information Index Dummy 0.000 1.000 0.523 1.000 90.4 938
Contract Conclusion Rate -2.944 4.595 0.743 0.847 .198 830
Additional Services 0.000 15.000 6.650 7.000 2.333 927
Service Index 6.000 15.000 11.330 11.000 1.484 912
Independent Variables

Intermediary type

Exclusive agent 0.000 1.000 0.452 0.000 0.497 933
Firm size

Small (1 to 3 employees) 0.000 1.000 0.642 1.000 479D. 910
Medium (3 to 9 employees) 0.000 1.000 0.280 0.000 .449 910
Large (more then 9 employees) 0.000 1.000 0.076 000.0 0.266 910
Specialization

Insurance company 0.000 1.000 0.605 1.000 0.489 915
Insurance company reputation -3.838 2.783 0.000 0.076 1.000 864
Insurance line 0.000 1.000 0.384 0.000 0.486 938
Customer Segment 0.000 1.000 0.567 1.000 0.496 938
Age 20.000 64.000 43.102 42.000 8.966 929
Formal education

Lower secondary school 0.000 1.000 0.118 0.000 .32 935
Intermediate leaving certificate 0.000 1.000 0.376 0.000 0.484 935
Certificate of aptitude for 0.000 1.000 0.186 0.000 0.389 935
specialized short-course in higher

education

(Additional) Training 0.000 1.000 0.915 1.000 0.278 933
University degree 0.000 1.000 0.266 0.000 0.442 905
Work experience 1.000 48.000 16.059 14.000 8.324 8 92
Further training_number

Time budget

Information acquisition and 0.000 0.700 0.212 0.200 0.124 866
processing

Counseling interviews 0.000 0.900 0.368 0.350 0.157 867
Further training 0.000 0.500 0.115 0.100 0.066 867
Claims settlement 0.000 0.500 0.111 0.100 0.076 866
Sales efforts 0.000 0.700 0.061 0.050 0.057 867
Duration_interviews 10.000 180.000 56.710 60.000 .3®4 884
Information source

Insurance companies 1.000 25.000 11.064 10.000 55.74 906
Professional associations 1.000 25.000 12.090 02.00 5.735 866
Rating agencies 1.000 25.000 11.295 12.000 6.257 1 86
Consumers’ associations 1.000 25.000 8.109 8.000 4125. 861
Science 1.000 25.000 9.244 9.000 5.534 821
Specialist publications 1.000 25.000 13.830 13.500 5.489 896
General media 1.000 25.000 6.668 6.000 4.485 873
Source_further training 1.000 5.000 2.340 2.000 091. 898
Information content

General aspects -4.126 2.489 0.000 0.105 1.000 828
Calculation of participation rates  -3.543 2.853 0.000 0.092 1.000 828
Contract design -2.811 4.293 0.000 0.043 1.000 828
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Table A.3: Descriptive Statistics (cont.)

Independent Variables Min Max Mean Median StandDev N
Personal risk profile and security

options -5.875 2.804 0.000 0.089 1.000 828
Policy design -3.706 2.305 0.000 0.036 1.000 828
Private old-age insurance

products -3.274 2.120 0.000 0.122 1.000 828
Contract execution -3.272 3.013 0.000 0.094 1.000 828
Customers’ demand

Information provision 1.000 5.000 4.008 4.000 0.751 918
Additional services for free 1.000 5.000 3.753 0.00 0.928 916
Customers’ knowledge

Risk profile 1.000 5.000 2.647 3.000 0.763 921
Old-age protection provisions 1.000 5.000 2.749 03.0 0.747 919
(Dis-) Advantages of insurance 1.000 5.000 2.326 2.000 0.862 920
products

Competitive pressure 1.000 5.000 3.326 3.000 1.005 893
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Table A.4: Factor Analysidnformation Content Rotated Component Matrix

Components

Variables

1
General
Aspects

2
Calculation
of
Participatior

Rates

3
Contract
Design

4
Personal

Risk Profile

and Securit
Options

5
Policy
Design

6
Private
Old-age
Insurance
Products

7
Contract
Execution

Tax advantages
Occupational pensiq
schemes vs. private
old-age insurance
Taxation and social
policy regulation
Performance of
insurance companie
Investment funds
Disadvantages of
zillmering

.809

=

.708

.686

s .525
499

A17

Surplus and interest
rate changes

Non commitmer
Guaranteed
performance
Surplus determinant
Past effective surplu

[

.782
.709

.702
.619
.615

Termination options
Contract period
Procedures of
contract modificatior
Costs of contract
modification

.845
.789

.658

.585

Type and coverage
the insured risks
Individual security
gaps

Insurance and prody
types

(Dis-) advantages of
different security
options

725

.695

.609

.533

Premium design
Price-performance
tests

Cost components

778

762
.593

Capital sum life
insurance vsRiester
policy

Cost calculation by
change of policy
Specific rest life
insurance vs. capital
sum life insurance

776

774

.606

Claim settlement
Conflict settlement

.710
.602

Extraction Method: Principal Component Analysisi&mn Method: Varimax with Kaiser-normalization.
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Table A.5: Factor Analysignformation Content- Sampling Adequacy and Total Variance
Explained

Measure of sampling adequaly the Kaiser-Meyer-Olkin (KMO) statistics 0.889

Total variance explained

Initial Eigenvalues Extraction Sums of Squareq Rotation Sums of Squared
Loadings Loadings
% of Cumula- % of Cumula- % of Cumula-
Component Total Variance tive % Total Variance tive % Total Variance tive %

1 7.658 28.361 28.361 7.658 28.361 28|361 2.876 10.654 540.6
2 1.884 6.976 35.387 1.884 6.976 35,337 2.758 10.215 20.868
3 1.754 6.496 41.834 1.754 6.496 41,834 2.652 9.823 30.691
4 1.513 5.605 47.439 1.513 5.605 47439 2.374 8.792 39.483
5 1.415 5.242 52.681 1.415 5.242 52/681 2.209 8.181 47.664
6 1.252 4.638 57.319 1.252 4.638 57319 2.004 7.421 55.085
7 1.076 3.985 61.304 1.076 3.985 @143 1.679 6.219 61.304
8 79t 2.944 64.248
9 .781 2.891 67.139
10 754 2.791 69.930
11 72¢ 2.702 72.632
12 .697 2580 75.21p
13 .64¢ 2.399 77.611
14 .62C 2.297 79.909
15 578 2.121 82.029
16 .54¢ 2.034 84.064
17 .50k 1.870 85.934
18 491 1.817 87.751
19 .45¢ 1.700 89.451
20 43C 1593 91.044
21 A42C 1.558 92.601
22 .397 1.470 94.072
23 378 1.370 95.451
24 .35C 1.298 96.749
25 .31¢ 1.180 97.930
26 .301 1.116  99.046
27 .25¢ .954 100.00

Extraction Method: Principal Component Analysis.
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Table A.6: Correlation Matrix

1 Age
2 Formal education-lower secondary school
3 Formal education-intermediate leaving certificate
4 Formal education-certificate of aptitude for specic
5 (Additional) Training
6 University degree
7 Work experience
8 Time budgetinformation acquisition and processi
9 Time budget:counseling interviews

10 Time budget further training

11 Time budget:claims settlement

12 Time budget:sales efforts

13 Duration_interviews

14 Exclusive agent

15 Information source: insurance companies

16 source:

17 Information source: rating agencies

18 source:

19 Information source: science

20 Information source: specialist publications

21 Information source: general media

22 Source_further training

23 Customers’ knowledge: risk profile

24 Customers' knowledge: old-age protection provis
25 Customers’ knowledge:(dis-)advantages of insurz
26 Firm size: small

27 Firm size: large

28 Customer segment

29 Additional services

30 Insurance company

31 Insurance line

32 Customers' demand: information services

33 Customers’ demand: additional services for free

34 Competitive pressure

35 Insurance company reputation

36 Information content:old-age security in general

37 of ra

38 Information content: contract design

39 Information content:personal risk profile and neet
40 Information contentpolicy design

41 Information content:private old-age insurance prc

42 Information content:contract execution
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