
Investment Opportunities in the German Life Insurance Market

The freedom-of-services rules established by the Third European Union (EU) Directive in 
1994 allow an insurance company established in any EU country to sell into the entire EU, 
which, following the latest enlargement, comprises 27 individual countries. A number of 
European insurance companies are successfully using a cross-border approach to expand 
their business in this single market that has a combined population of nearly 500 million. 
While some European markets are approaching saturation, among the larger life insurance 
markets Germany stands out because of the relative lack of penetration by existing insurers.

The following article provides the reader with key information and background on the 
German life insurance market and discusses market opportunities for cross-border  
business into Germany.

Why Is GErMAny An  
InTErEsTInG TArGET MArkET?
Insurers based in a country with a saturated home market—which in-
cludes many of  the insurance markets in the EU—are looking for inter-
national opportunities to further grow their business. Germany, located 
in the heart of  Europe, is the largest economy in the EU and, with 82.5 
million people, has Europe’s second-largest population, after Russia. 
This makes Germany attractive to foreign companies as a target market. 
In addition, based on life insurance penetration, after Spain, Germany 
has the most growth potential of  any market in Western Europe.

Growth in the life and pensions market in Germany will also be 
boosted by the large volumes of  inheritance sums and maturing  
savings contracts that will be released during the coming years and 
will need to be reinvested. A survey performed by Delta Lloyd leads 
to an estimate for the payments to be made from maturing contracts 
of  about €450 billion for Germany only until 2012.1 Many insurance 
companies recognize maturing contracts as a good source for increas-
ing their new business. Despite their efforts to retain these monies, 
however, insurance companies have had limited success to date, with 
only 11% of  maturing contracts reinvested with the same provider,2 
and the vast majority are invested in alternative investments or with a 
different provider.

 

Tab le 1: leadi ng li fe i n s u rance mar keTs wor ldwi de; pr e m i u m i ncom e, 

g dp, an d mar keT pe n eTraTion

 

Country

Premiums 
2005 

(in usD 
millions)

GDP 
nominal 
(in usD 

billions)

market 
Genetration 
(Premiums / 

GPD)

1 uniteD states 517,074  12,487  4.14%

2 JaPan 375,958  4,521  8.32%

3 uniteD kinGDom 199,612   2,201  9.07%

4 FranCe 154,058  2,101  7.33%

5 italy 91,740  1,713  5.36%

6 Germany 90,225   2,808  3.21%

7 south korea 58,848 809 7.27%

8 China 39,592 2,226 1.78%

9 taiwan 38,808 347 11.18%

10 CanaDa 34,456 1,130 3.05%

11 netherlanDs 31,914  624  5.11%

12 belGium 31,026   371  8.36%

13 sPain 25,518  1,124  2.27%

14 switzerlanD 22,747  367  6.20%

15 inDia 20,175 798 2.53%
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WhAT DOEs ThE cUrrEnT GErMAn  
LIfE InsUrAncE MArkET LOOk LIkE?

The German life insurance market offers a wide range of  products 
that satisfy basic customer needs. Life insurance products are used 
as investment and savings vehicles as well as for financial protection, 
providing payments in case of  death, disability, longevity, and illness. 
The market has grown steadily in recent years. The table below shows 
the overall development of  premium income since 1994, when writing 
business on a freedom-of-services basis first became a possibility.

charT 2: li fe i n s u rance pr e m i u m i ncom e (e u r m i llion)

s o u r c e :  g dv 

Investment and savings business is the most attractive market niche 
for insurers, although the coverage of  the above biometrical risks 
gives life insurance products unique selling points compared with 
other types of  investments. 

Customers see life insurance products as long-term, secure invest-
ments. Products usually have a fixed end age on which the survival 
benefit is due for payment; for tax reasons, products usually have a 
term greater than 12 years. For short-term investments (up to five 
years), several other financial vehicles are available that are usually 
more attractive to customers in terms of  flexibility and performance.

Most life insurance is regular-premium business, with a significant 
increase in single-premium business recently, due to tax changes intro-
duced in 2005.3  
 
The tables below show the 2006 new business life insurance premium 
income split for regular- and single-premium business. This covers tradi-
tional and unit-linked products, as well as individual and group business.

 charT 3: new b us i n e ss pr e m i u m i ncom e for 2006,  

r eg u lar-pr e m i u m b us i n e ss
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charT 4: new b us i n e ss pr e m i u m i ncom e for 2006,  

s i ng le-pr e m i u m b us i n e ss
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During the last few years, the market has switched to a significantly great-
er share of  single-premium business, as the following statistics show:

charT 5: deve lopm e nT of n ew pr e m i u m i ncom e,  

s pliT by r eg u lar- an d s i ng le-pr e m i u m b us i n e ss
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In 2004, the regular-premium share increased significantly because of  
strong year-end business, which was prompted by the removal of  most 
of  the previous tax advantages for regular-premium life insurance for 
policies taken out after 1 January 2005. The tax reform also caused a 
temporary decrease in new business premium income, from €18.8  
billion in 2004 to €14.7 billion in 2005. There was a rebound in 2006.

Often, single premiums are used to buy an immediate annuity or for 
medium-term investments, i.e., five to 12 years. The target customers 
for single-premium products are people aged 50 and older. Also, high 
amounts of  inheritance sums and maturing contracts are boosting 
single-premium business. 

All major market players in Germany offer traditional as well as 
unit-linked products. Allianz Leben, the life insurance provider of  
the Allianz Group in Germany, dominates the market with a market 
share of  around 15%. The market is fairly fragmented with around 
100 active life companies in total. Below is a table of  the main  
players in German life insurance.

Tab le 6: mai n playe rs i n Th e g e r man li fe i n s u rance mar keT

rank  
Prem. 

inCome 
(eur bn)

Growth 
2005/04

GrouP

1 allianz leben 12.23 +12.2% allianz

2 aaChenmünChener 3.47 +7.2% amb Generali

3 r&V leben 3.27 +6% Dz bank

4 hamburG  
mannheimer

3.06 -4.4% erGo/muniCh 
re

5 DeutsCher herolD 2.88 +4.6% zuriCh 

6 Debeka leben 2.45 +12.5% mutual

7 VolksFuersorGe 2.37 +0.9% amb Generali

8 ViCtoria leben 2.16 -4.6% erGo/muniCh 
re

9 aXa leben 2.05 +0.5% aXa

10 bayern 
VersiCherunG

1.87 +5.5% reGional 
PubliC insurer

s o u r c e :  m i l l i m a n r e s e a r c h

WhAT kInDs Of PrODUcTs  
DO cOMPAnIEs OffEr?

The German life insurance market centres on two primary types of  life 
insurance products. The main product features are largely determined 
by regulatory and tax requirements, which apply to companies that 
are subject to German financial supervision.4 These usually are not 
relevant for companies selling via freedom of  services, but we mention 
them here to give an overview of  the market.

Traditional products 
A traditional with-profits product is a regular- or single-premium 
contract that provides a guaranteed maturity value. The two main 
types are endowments and annuities, both deferred and immediate.

The products currently open for new business have an annual 2.25% 
technical interest rate guarantee (reduced from 2.75% at the start of  
this year), which is applied to aggregated savings premiums5 and the 
annual profit-sharing account. 

The savings premiums are invested in an internal fund that has a low 
equity content, currently less than 10%6 (although legally up to 35% 
is allowed for German life insurers). The majority of  the premiums 
are invested in bonds and real estate. The investment risk is borne 
by the company.

Various rider products are available, e.g., disability income and waiver 
of  premium and sometimes additional life insurance as a rider. 

Traditional products have a profit-sharing “buffer” (RFB) that the com-
pany can use as a source of  additional finance to pay out the required 
level of  profit sharing if  investment returns are less than expected. 
Or they can pay in amounts when returns are higher than the amount 
needed to finance the required bonus rates. This smooths the annual 
performance and restricts greater movements in bonus rates.

Profit sharing arises from investment, expense, and biometrical gains. 
It is a legal requirement that at least 90% of  the investment gains and 
a reasonable share of  the biometrical and expense gains be allocated 
to the RFB.7  
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6 m a r k e T a v e r a g e
7 Z r- q u o T e n v e r o r d n u n g
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German accounting rules allow for hidden reserves in the balance 
sheet, which is the difference between book and market value of  
assets. This is an additional financial risk-management tool for the 
appointed actuary. 

The following table shows the development of  the market share of  
traditional individual new business.

charT 7: new b us i n e ss s har e of TradiTional i n divi dual b us i n e ss

s o u r c e :  g dv

 

Unit-linked products
A typical unit-linked product is a regular- or single-premium con-
tract, where the policy value is based on the value of  the underlying 
investments. Previously no guarantees were generally provided, e.g., 
at maturity or on surrender, but in recent years companies have  
introduced various types of  solutions to meet the demand from  
consumers and intermediaries for investment guarantees. 

Companies offer a wide range of  funds for the investment, including 
externally managed funds, particularly in the broker market. Usually 
there is a limit of  five different investment funds per contract.

The two main unit-linked product types are endowment and  
annuity products. Both product types cover biometrical risks, i.e., 

endowment products basically cover mortality risk and annuities 
longevity risk.

As for traditional products, various rider products are available. 

The main differentiation between competitors from a product 
point of  view is the fund choice and level of  guarantees. 

Unit-linked products do not have an RFB, and there are no hidden 
reserves. In some cases, profit sharing is applied, e.g., on expense 
loadings. Because of  customer demand for more attractive invest-
ment performance, the insurance industry increasingly focused on 
unit-linked products in the mid-1990s.  Nevertheless, the share of  
unit-linked products remains low compared with many other EU 
markets, due to the relatively cautious attitudes of  German savers.
The following table shows the development of  the unit-linked new 
business market share.

charT 8: new b us i n e ss s har e of i n divi dual u n iT-li n ke d b us i n e ss 

s o u r c e :  g dv

After the stock market decline in 2001, unit-linked products lost 
some market share because customers lost confidence in equity 
investments. Sales increased again after 2003 with the recovery in 
financial markets.
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Attractiveness of saving for retirement vehicles
As shown in chart 10 on the next page, traditional endowment and 
annuity products have a great importance in Germany’s private 
retirement sector. Unit-linked pensions also have gained consumer 
acceptance in recent years. As in many other EU countries, over 
the next few decades, a large percentage of  the German popula-
tion will reach retirement age, but these people will not be able 
to rely on state pensions to the extent they do now. Currently, 
state pensions represent around 72% of  the average net income 

of pensioners, compared with 19% from private savings and 4% 
from occupational pensions.8  These demographic changes obliged 
the government to introduce pension reforms starting in 2002, to 
reduce the level of  state pensions and encourage private pension 
provision, supported by tax incentives. This should lead to an  
increase in personal financial management and growth in annuities 
and unit-linked products in the coming years. Already, pensions 
business represents nearly half  of  all regular-premium new  
business for the German life market as a whole. 
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Tab le 9: su m mary of mai n producT Type characTe r i sTics i n g e r many

ProDuCt Guarantees at maturity

Current 
GuaranteeD 

teChniCal 
interest rate (tir)

surrenDer Values ProFit sharinG riDers

traDitional 
enDowment GuaranteeD maturity 

Value

2.25% (PresCribeD 
by the 

reGulations)

PresCribeD by the 
reGulations: the 

Guarantees on 
surrenDer Values are 
DetermineD annually 
anD are baseD on the 

teChniCal reserVe 
aPPlyinG the tir (2.25%). 

surrenDer Penalties 
may be DeDuCteD. 

ProFit sharinG arises 
From inVestment, 

eXPense, anD 
biometriCal Gains 

anD is GiVen to the 
PoliCyholDer in 

aCCorDanCe with the 
leGal requirements.

Disability, 
aCCiDent, 

liFe 

traDitional 
annuity

GuaranteeD annuity; 
oFten there is also 

the oPtion to Choose 
a GuaranteeD maturity 

Value insteaD.

2.25% (PresCribeD 
by the 

reGulations)

unit-linkeD 
enDowment

usually no inVestment 
Guarantees but 

these Can oPtionally 
be inCluDeD, e.G., 

GuaranteeD FunDs.

no GuaranteeD 
rate on Pure unit-

linkeD

no GuaranteeD 
surrenDer Values on 

Pure unit-linkeD

in General, not useD 
(ProFit sharinG is 

aPPlieD only in some 
Cases, e.G., on eXPense 

loaDinGs).

unit-linkeD 
annuity

usually no inVestment 
Guarantees but 

these Can oPtionally 
be inCluDeD, e.G., 

GuaranteeD FunDs. a 
GuaranteeD annuity 

ConVersion  FaCtor is 
sometimes inCluDeD.

s o u r c e :  m i l l i m a n r e s e a r c h
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charT 10: su m mary of pr ivaTe pe n s ion producT Type s i n g e r many

s o u r c e :  ve r s i c h e r u n g s j o u r n a l ,  20 07

hOW DOEs DIsTrIBUTIOn WOrk?
In Germany, several distribution channels exist. The table below  
describes the main ones.

Tab le 11: di sTr i b uTion chan n e ls for li fe i n s u rance producTs

main Distribution 
Channels in Germany

DesCriPtion

tieD aGents For the liFe insuranCe market as a 
whole, tieD aGents still Dominate 
with an oVerall estimateD share oF 
40% to 45%. 

banCassuranCe the leaDinG ComPanies mostly 
haVe an eXClusiVe banCassuranCe 
Partner; eXamPles (bank/insuranCe 
ComPany): DresDner bank/allianz, 
Volksbanken/r+V, DeutsChe bank/
zuriCh, hVb/erGo.   

brokers/ multi-tieD 
aGents

brokers anD multi-tieD aGents 
Dominate in unit-linkeD Distribution, 
with a share oF Close to 50% baseD 
on number oF PoliCies, aCCorDinG 
to an annual market surVey. leaDinG 
FinanCial aDViser Firms inCluDe DVaG 
(tieD to amb), awD, mlP, anD oVb.

DireCt this has a small share. the biGGest 
market Player in this seCtor is 
Cosmos leben (Part oF the amb 
Generali GrouP) with arounD  
h1 billion Premium inCome in 2005. 

s o u r c e :  m i l l i m a n r e s e a r c h

The following statements elaborate on the table:

• The most important distribution channel for the larger insurance 
companies is the tied-agent channel. Similarly, the larger companies 
also tend to dominate in bancassurance distribution (as an example, 
see the distribution split of  Allianz Group in Germany below).

• A few large companies (e.g., Allianz) are also major players in the 
broker market, but the tied-agent channel tends to be the main distri-
bution channel for medium-sized and smaller insurance companies, 
which usually lack the scale or resources to build their own national 
tied-agent channel. Brokers and financial adviser networks are also 
often the main channel for new entrants in the German market.  

• A small number of  insurance companies are specialised direct 
insurers; they distribute their business mainly through call centres 
and via the Internet.

• Some regional state-owned insurance companies also operate via 
tied agents and bancassurance, but only with a regional presence.

charT 12: re levance of di sTr i b uTion chan n e ls for allianZ g rou p

s o u r c e :  a n n u a l r e p o r T 20 0 6 a l l i a n Z g r o u p ,  p a g e 37  

As mentioned, unit-linked business has attracted increasing interest 
because of  the performance of  the stock market in recent years. It is 
noticeable that in this segment brokers and multi-tied agents have a 
much higher market share than in the traditional segments (especially 
endowments).

WhAT ArE ThE kEy EU rEGULATOry rULEs?
The regulation of  EU insurance markets reached a milestone in 
1994 with the implementation of  the Third Directive. In addition to 
introducing deregulation in more tightly regulated markets such as 
Germany, the most important element of  the directive is the single-
passport principle. This makes cross-border business possible,  
allowing companies based in the EU to write business in any other 
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EU country from their home country (freedom of  services) and 
thereby establishing a common EU insurance market. Insurers also 
have the right to write business in another EU country by establish-
ing a branch in the target country.

Both methods require supervision by the insurance supervisory au-
thority of  the home country. For example, a company with its head 
office in Ireland selling business on a cross-border basis in Germany 
is supervised by the Irish financial regulator; if  based in Luxembourg, 
it would be supervised by the Luxembourg regulator.

Because some countries take a more flexible approach to insurance  
supervision than Germany does, there can be important regulatory  
advantages for companies writing business on a cross-border basis.

Ireland, Luxembourg, and to a lesser extent Liechtenstein9 have 
since become popular locations for companies that have established 
insurance subsidiaries to write business on a cross-border basis in 
Germany and other EU markets. Even some German companies 
have established Luxembourg subsidiaries in order to sell business 
back into Germany.10 Taxation is another important attraction  
because these three countries have the lowest tax rates in the EU. 

Companies selling on a cross-border basis are subject to consumer 
protection requirements and policyholder taxation rules applicable 
in the target country, regardless of  whether the company sells via 
freedom of  services or via a local branch.

If  companies base their cross-border operations in countries like  
Ireland, Luxembourg, and Liechtenstein, the authorities usually  
require that administration be performed in the home country. Some 
customer servicing is done in the target country, as it is easier to  
access local language skills. Also, sales functions are usually based in 
the target country.

Most companies deciding to sell into EU countries on a cross- 
border basis apply the freedom-of-services approach because it is 
easier to adopt and also cheaper than establishing a branch in the 
target country. Nevertheless, a few companies have decided to adopt 
the branch approach, mainly in order to provide more extensive  
service and support to local distributors and customers.

For non-EU-based companies that decide to expand their business 
into the EU, the simplest approach is to establish a subsidiary in any 
EU country—if  they don’t have one already —and to sell into the 
entire EU through freedom of  services.

The following table shows the number of  new companies that 
have launched cross-border business into Germany since the Third 
Directive in 1994. 

charT 13: lau nch e s of cross-bor de r  

li fe i n s u rance b us i n e ss i nTo g e r many

 

s o u r c e :  g dv

The table shows that the vast majority of  new launches choose the  
freedom-of-services (FoS) option rather than a branch approach. After 
the deregulation in 1994, many companies took the opportunity to sell 
life and non-life business into Germany. The number of  new launches 
has since fallen, but there remains a steady number of  new players. 

Several companies that write cross-border business in Germany are 
also active in the Austrian life insurance market. There are synergies 
available for insurance providers because of  the strong similarities be-
tween the markets in terms of  products, distribution, and regulations, 
as well as language.11 

WhAT ArE ThE MArkET OPPOrTUnITIEs?
• In the savings and investment segment, the market tends to focus 

on flexibility and higher-performance products. Innovative unit-
linked products that can offer attractive investment performance 
but combined with optional investment guarantees will attract the 
broadest potential market.

o An interesting example is AXA, which in 2006 launched the 
first variable-annuity type product in Germany, designed for the 
retirement savings market. The product is written on a cross-
border basis from Ireland, and AXA has applied its successful 
US experience with its “Accumulator” product to launch similar 
products in other EU markets.
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9  l i e c h T e n s T e i n  i s  n o T  p a r T  o f  T h e  e u  b u T  p a r T  o f  T h e  e e a  ( e u r o p e a n e c o n o m i c  a r e a ) ,  w h i c h  a l l o w s c o m p a n i e s  T o  s e l l  i n T o T h e  e u  c o u n T r i e s  f r o m     
l i e c h T e n s T e i n a s w e l l .

10 i . e .  r + v ,  e r g o g r o u p ,  Ta l a n x g r o u p
11 c l e r i c a l m e d i c a l  ( uk ) a n d s Ta n d a r d l i f e  ( uk ) a r e e x a m p l e s .
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o Another example of  a new entrant is Royal London, a UK 
insurance company that began writing business in Germany in 
2002 and still offers just one main single-premium unit-linked 
product. In 2006, it reached a premium income of  almost €100 
million, distributing via three big broker firms and only a small 
local sales support staff.

• The demand for private pensions business will remain strong  
because of  demographic changes, high consumer awareness, and 
the tax incentives available. 

• Given the high volumes of  maturing life insurance and other  
investment contracts, the market segments aged 50+ and 65+ 
will become more interesting for life insurance companies. 

• Because of  the demographic trends, products for elderly people,  
immediate annuities and protection products such as long-term 
care and health products become more attractive. 

• The decrease of  state benefits for disability will increase the de-
mand for protection products for ages 30-50, e.g., disability and 
critical illness policies.
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