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Abstract

Theoretical background: Unit-linked life insurance has been used in Poland since the 1990s as protec-
tion-investment products. Despite their long market presence, these products remain controversial due to
misselling practices, high fees, low returns, and complex structures. Previous regulatory measures have
proven insufficient in ensuring adequate client profitability. In July 2021, the Polish Financial Supervision
Authority (KNF) implemented the first product intervention for unit-linked life insurance, aimed at increas-
ing client benefits and limiting exposure to excessive investment risk. Product intervention is typically
examined from a regulatory perspective, with limited attention given to its foundations in economic theory.
Purpose of the article: This paper examines the economic rationale for product intervention and provides
introductory assessment of the impact of the 2021 intervention on unit-linked life insurance profitability
compared to alternative household investment assets (ETFs and treasury bonds).
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Research methods: For the identification of economic rationale for product intervention the critical liter-
ature review and evidence-based market dysfunction analysis were used. The empirical analysis simulated
investments in selected unit-linked life insurance products, incorporating contractual fees, and benchmarked

the resulting returns against alternative household asset portfolios.

Main findings: The study identifies four key market dysfunction categories: deviations in product infor-
mation, pricing, future expectations, and bargaining power balance. Preliminary evaluation of the 2021
regulatory intervention’s consequences reveals that while insurance-investment products demonstrate
competitive investment results, their multi-component fee structure effectively eliminates this advantage

compared to alternative investment instruments available to retail investors.

Introduction

Unit-linked life insurance (ULI) has been present on the Polish market since the
early 1990s, under the name “investment fund insurance” until 2003. They constitute
an essential part of the market. This is due both to their share within life insurance
premiums written, which currently stands at 17%, although in the record year 2017
it reached 46% (Polish Chamber of Insurance, 2024), as well as to the heterogeneity

of these products and their use in the third tier of the pension system.

ULI raises a number of debates in the market, mainly as a result of inadequacies
that are related to asymmetry of information, misselling, the level of fees and com-
missions, investment returns and the high complexity of the product. These problems
affect almost all EU countries, although with varying degrees of intensity (EIOPA,

2019, 2020, 2021, 2022, 2023, 2024a).

The above-mentioned irregularities were also widespread on the Polish market
being the subject of interest of numerous entities, including the Office of Competi-
tion and Consumer Protection (UOKIiK), the Polish Financial Supervision Authority
(KNF), the Financial Ombudsman, the Polish Chamber of Insurance (PIU) and the
National Bank of Poland (NBP). Measures aimed at limiting these irregularities
— despite their number, scope and the multiplicity of institutions involved — have
proved insufficient, especially in terms of ensuring adequate profitability of these

products for customers.

As there were also no regulatory requirements at the level of EU law that obliged
insurance investment product developers to generate product value for the customer
at a certain level, the KNF decided to introduce a product intervention for ULI on
15 July 2021 (Decyzja Komisji Nadzoru Finansowego w zakresie interwencji pro-
duktowej z dnia 15 lipca 2021 r,, 2021). This intervention was the first of its kind on

the financial market in Poland and caused serious practical disruptions.

The product intervention aimed to better protect clients by increasing their ben-
efits from ULI and reducing excessive investment risks, particularly liquidity risks,
from investing in contingent convertibles. The first goal was to increase investment
returns by reducing fees and costs charged by insurance companies. Low or negative
effective returns and high fees resulted in poor value of unit-linked insurance for

clients, according to the KNF.
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The purpose of this article is to present the rationale for product intervention
from an economic theory perspective and to preliminarily examine the impact of
the 2021 product intervention on the profitability of ULI for the client compared
to other investment assets available to households, i.e., ETFs and Treasury bonds.

Profitability analyses of ULI to date have covered the period prior to product
intervention and, moreover, have often focused on capital investment funds exclu-
sively linked to the third tier of the pension system and have typically not considered
product costs.

This study consists of four parts: a literature review, which includes a diagnosis
of the situation on the ULI market and an interpretation of the identified phenom-
ena in the context of the economic theory of state intervention, a description of the
methodology used in the empirical part, research results and a discussion.

Literature review
Diagnosis of the unit-linked life insurance market situation before the product intervention

ULI operating on the market in Poland for more than 30 years are products that
arouse major controversies. These result from a series of phenomena which, although
affected only part of the portfolio, strongly influenced the assessment of the entire
group. They related in particular to (1) misselling and product distribution abuses,
(2) difficulties in customer understanding of the product and (3) fee and commission
structure and low profitability.

Sales irregularities manifested themselves primarily through the distribution of
products to an inappropriate group of customers, the presentation of information on
the parameters of the offered product in an incomplete or unreliable manner by insur-
ance intermediaries (e.g.: liquidation fees related to early termination of the contract
or partial withdrawal of capital), failure to provide documentation and producing
unrealistic forecasts of potential return on investment (Insurance Ombudsman, 2012;
Paduszynska, 2019; Romanowski & Romanowski, 2014). This was caused, among
other things, by the distribution model operating on the Polish market, which gen-
erally lacks territorial restrictions (Wisniewski, 2016), the information advantage of
intermediaries and the way agents are remunerated (commission for the premiums
written) (Advisory Scientific Committee to the Financial Ombudsman, 2019).

Misselling controversies were compounded by the complexity of ULI contracts.
Based on analysis of customer complaints, the Insurance Ombudsman clearly stated
that the average consumer was unable to properly understand the information provided
and make an informed decision about choosing a ULI product (Insurance Ombudsman,
2012). This was due, inter alia, to the amount of information provided, the lack of
accessibility to certain annexes, the use of complicated formulae, the frequent change
of terms and conditions and, above all, the lack of knowledge and skills to interpret
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them correctly (Advisory Scientific Committee to the Financial Ombudsman, 2019).
Moreover, profitability of this insurance is influenced not only by the length of the
investment period, but above all by the investment strategy indicated by the client
(Homa, 2022), the proper selection and subsequent modification of which in response
to changing market conditions is a major challenge for the policyholder. In unit-linked
insurance, the flexible balance between protection and investment means the prod-
uct’s nature depends heavily on client choices, which often exceed policyholders’
understanding and decision-making capacity. Moreover, on the basis of the concluded
contract or general insurance conditions (GTC) it is impossible to precisely reconstruct
the capital allocation rules, which results in a unilateral determination of the insurer’s
obligation without the possibility of verifying the correctness of the calculation by
the policyholder (which may, by the way, constitute a premise for the invalidity of
the contract) (Szaraniec, 2021). It should also be additionally noted that customers
had very little knowledge of their rights and expressed many concerns regarding their
enforcement (Zorski-Sikora et al., 2023).

A number of corrective measures have been taken in response to the problems
of misselling, product distribution abuse and the limited ability of customers to
understand the products. These practices have been curbed primarily as a result
of the UOKIK actions, introduction of new regulations in the Act of 11 September
2015 on Insurance and Reinsurance Activity (Kowalczyk-Rolczynska & Pisarewicz,
2015), the Act of 17 December 2017 on insurance distribution, as well as a number
of other regulatory, analytical and supervisory actions undertaken by the KNF (in-
cluding the Guidelines for insurance companies on insurance distribution, issued
on 24 June 2014, Position on insurance in Group 3 of Section I of the Annex to the
Act on Insurance and Reinsurance Activity of 11 September 2015, Recommendation
U on good bancassurance practices, issued on 22 March 2016, Recommendations
for insurance companies on product suitability testing, issued on 22 March 2016,
Recommendations for insurance companies on the product governance regime, issued
on 23 October 2018, Positions on the application of Article 21 of the Insurance and
Reinsurance Business Act, published on 17 July 2019).

A product combining insurance protection with an investment element, such as
ULL is also not very transparent to the customer in terms of costs (various cost cat-
egories, including mortality charges, which are not nominally indicated). Such low
transparency enables insurance companies to charge high cost mark-ups and profit
margins on their products (Wisniewski, 2012). The termination fee has been particularly
controversial. There has been extensive discussion in the literature on the validity and
amount of termination fee (Financial Ombudsman, 2016; Lisowski, 2015; Romanowski
& Romanowski, 2014; Szczepanska, 2012, 2017; Wisniewski, 2016). It was not only
its amount that was problematic in practice, but also the fact that the client was most
often unaware of it, although its amount was indicated in the GTC (Szczepanska,
2012). Nevertheless, other fees and commissions (very differently named) were also
questionable, and the abuse in this area was manifold (see in details: KNF, 2022).
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As of 15 July 2021, the problem of investment products with high termination
costs has ceased to exist (Decyzja..., 2021). However, this does not mean that the sit-
uation related to costs sewn into ULI has been fully normalised. In 2021 —i.e., before
the product intervention — despite repeated actions by the KNF, ULI’s policyholders
were charged high fees and their funds were invested in risky and insufficiently
diversified assets. There were also long delays in customer payments reaching up to
several months (Decyzja..., 2021).

One of the characteristic features of ULI is the presence of investment risk, which
in these products is borne entirely by the policyholder (cf. Article 277, paragraph 3,
point 6 of the Act of 15 September 2015 on Insurance and Reinsurance Activity).
Very often, customers were not aware of this and ULI was erroneously offered as
a safe product with a certain and high return (Insurance Ombudsman, 2012).

A study of the effectiveness of 242 capital investment funds (CIF) linked to
the Individual Pension Accounts (IKEs) was conducted by Cwynar et al. (2016).
Logarithmic weekly returns for the period from 29 December 2006 to 25 September
2015 were analysed. Treynor’s index and Jensen’s alpha were used to assess the
performance of the ETFs studied. A portfolio consisting of 90% of the WIG index
and 10% of WIBID3M was used as a benchmark. The average returns of the CIFs
were also compared with the average returns achieved by the Polish market equity
open-end investment funds (FIOs). Over the stated period, both CIFs and FIOs under-
performed the benchmark, with FIOs doing slightly better. The researchers also noted
a tendency for CIFs to “replicate” the market which may be indicative of a passive
management model. Similar results were obtained by Dopierata and Wojciechowski
by examining 16 funds linked to IKE with declared moderate and high investment
risk in the period 1 January 2005 — 30 June 2014 using the Henriksson—Merton model
(Dopierata & Wojciechowski, 2014). The results of the study indicate that some of
the funds in the period studied achieved an average monthly return lower than the
assumed average risk-free return, and that the funds were mostly passively managed
(even active funds). Dopierata also studied the performance of the 56 CIFs available
under IKE between 2005 and 2015 (Dopierata, 2017) by calculating logarithmic
monthly returns and the Sharpe ratio. He found that all externally managed CIFs and
internally managed bond CIFs achieved lower returns on average than the assumed
risk-free rate, and the average return of the remaining funds was lower than that of
a passive portfolio based on the Polish equity market, although the variation in the
performance of individual funds was significant. Drozd, on the other hand, examined
the efficiency and risk of investing in five precious metals investment funds, including
two CIF funds. The analysis was based on weekly data from 30 September 2014 to 6
October 2019 and was based on the Treynor, Sharpe, Jensen index and the Sortino,
UPR and Omega risk measures (Drozd, 2020). It was indicated that investments in
the precious metals market are high risk and returns are lower than expected.

The analyses available in the literature on CIF in the Polish market are based
on publicly available data, i.e. investment performance, and do not take into ac-
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count data which only the KNF has access to. According to the KNF analysis for
2018/2019 and 2019/2020, the average return was negative, ranging from -1.6% to
-6.7%, while the ratio of benefits (policy value taking into account the time value of
money and other benefits such as death benefit computed using expected actuarial
values) to contributions was generally around 65 to 75% (Opinion of the European
Insurance and Occupational Pensions Authority on the Proposed Product Interven-
tion Measure of the Komisja Nadzoru Finansowego of Poland, 2021). At the same
time, margins generated by the ULI product for insurance companies (computed as
discounted profits divided by discounted premiums, including lapses, cost of capital
and risk margin) were positive with values ranging from 5 to 20%. Compared to
other products of this type offered on the European market, the Polish market was
in terms of reduction in yield (RIY) at the recommended holding period (RHP) the
most expensive in 2018 and 2019 (Opinion of the European..., 2021). In addition,
high management fees were most often not associated with diversification and pur-
suing an active investment policy (Decyzja..., 2021). It can therefore be concluded
that the high asset management costs charged to investors (policyholders) and the
excessive risk charges (in the insurance part of the product), as well as the investment
performance achieved, resulted in products that were unprofitable for consumers.

The facts described above and the fact that regulation at the EU level does
not sufficiently address the risks of retail investor protection, in addition to other
requirements (proportionality of action, consultation with competent authorities in
other Member States and non-discrimination of cross-border activities) allowed
the requirements of Art. 17(2) of Regulation (EU) No. 1286/2014 of the European
Parliament and of the Council of 26 November 2014 on key information documents
for packaged retail and insurance-based investment products (PRIIPs) (OJ EU L
352, p. 1, as amended) and product intervention. On 15 July 2021, the KNF decided
to prohibit the marketing, distribution and sale of insurance investment products,
i.e., life insurance contracts if they are linked to CIF — that meet at least one of two
criteria, i.e., (1) for which the average return is less than 50% of the interest rate
for the period specified in the decision according to the relevant risk-free rate term
structure, or (2) for which the investment rules and restrictions set out in the rules of
the insurance capital fund do not ensure that the funds of the insurance capital fund
are not invested in contingent convertibles (Decyzja..., 2021).

Justification of product intervention in the light of the economic theory of state
intervention

Product intervention is most often analysed from a regulatory perspective (Mro-
zowska-Bartkiewicz, 2019; Szaraniec, 2021; Wajda, 2021). Few of these analyses
(Lancucki, 2017), and only to some extent, address the topic of product intervention
in the light of the economic theory of state intervention. However, this perspective is
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essential for understanding the importance and desirability of the action taken by the
KNF. In doing so, it is worth distinguishing between two approaches: normative (what
the state should do in a given situation in a specific market) and positive (what the
state actually does and what the effects are) (Stiglitz, 2000). The former approach is
the starting point of this subsection, the latter justifies the empirical part of the study.

According to the economic theory of state intervention, markets allocate resourc-
es efficiently when a number of assumptions are met (Barr, 2012), i.e., (1) there is
perfect competition, (2) there are no distortions related to externalities, public goods
or increasing returns to scale, (3) actors maximise their utility in the context of
well-behaved utility and production functions, (4) markets are complete, (5) there is
no taxation that distorts market mechanisms, and (6) sellers and buyers have perfect
information. The last assumption, concerning complete information, covers three
aspects: the quality (nature) of the product, prices and the future. Market efficiency
increases the better informed the customer is, the cheaper and more efficient it is
to improve the customer’s degree of information, the easier it is for the customer
to understand the available information, the lower the costs of poor choice and the
more diverse the customer’s tastes (Barr, 2001, 2012). Complete information is
also necessary in order to meet the assumptions that guarantee the rationality of the
decision-maker’s choice, i.e., to maximise utility (the third condition).

The lack of perfect information, therefore, leads to a suboptimal economy, violat-
ing two of the six conditions mentioned above. It can also cause information asym-
metry, i.e., a situation in which different people have different information (Stiglitz,
2000), so in other words, one of the parties to the market game (transaction) has
relatively better (i.e., more reliable and complete) information, for example, regarding
the object or nature of the exchange (Rothschild & Stiglitz, 1976) and its quality
and price (Just et al., 2004). Imperfect information therefore disturbs the equilibrium
with respect to the power of counterparties. Imbalance can also occur with perfect
information, but when it is accompanied by limited opportunities for either party to
implement its decisions. This occurs when there are constraints on the availability of
certain products due to other — besides budgetary constraints — considerations (e.g.,
age, but also knowledge of one’s rights) (Barr, 2012).

The presence of imperfect information or unequal power results in inequality of
access and thus a violation of horizontal equity as an element of social justice (Barr,
2012). Thus — in addition to efficiency arguments — there is a social rationale justifying
state intervention. This intervention in this case can take various forms, including
regulatory ones, i.e., the introduction of minimum standards for product quality.

Some of the findings of behavioural economics should also be recalled in the con-
text of the problem at hand. This body of work indicates that even when information
is available (will be provided), there may be problems in processing (understanding)
it.! These occur in particular when the time perspective is distant, the information is

! This is very aptly reflected in Simon’s (1990) statement: “Human rational behaviour is shaped by
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complex, the probability of an event is low (a matter of perceiving low probability
events) and the level of financial education is low (Duclos, 2015; Harrison, 2019;

Hu et al., 2024; Orquin et al., 2018).

In the case of ULI, therefore, many deviations from the assumption of optimality
can be identified. These occur both on the side of the insurer and the customer. In
view of the purpose of this paper, the aspects important for insurance companies
(e.g., independence and randomness of events, adverse selection, moral hazard,
etc.) will be omitted. Elements important from the customer’s point of view can in
turn be grouped into: (1) product information deviations, (2) price, (3) balance of
bargaining power and decision feasibility, and (4) future. Within these individual

areas, the following can be identified in particular:

1. In terms of customer information on the nature of the commodity (investment

and insurance parts):

* limited information on how to save and secure protection against specific

random events (insurance part);

* alack of information or understanding on the clients’ side regarding the
frequency of specific event (e.g., death from a specific cause) or the amount
of funds required to meet the stated objective in the insurance part (e.g.,
safeguarding descendants), as well as volatility and risk factors in the

investment market;

* obtaining information mainly from the distributor (the insurer or the in-
surance intermediary — most often the insurance agent, acting in the name
of or on behalf of the insurer; in practice also from a person carrying out
agency activities who is contractually bound with the insurance agent);

« the difficulty for clients to verify or compare information obtained from
other sources due to its nature (high degree of professionalisation of in-

formation);

* a lack of understanding by clients of the cost structure and the conse-
quences of ending the contract especially in the first years of the contract.
The duration of the contract is often not specified, however, due to its
investment nature, the recommended contract duration is at least 5-10

years. This implies a high cost of mistaken choice.
2. In terms of price information:

e customers are not in a position to judge how much a product, either the

insurance or investment part, “should” cost;

* knowledge gained in the past, especially regarding the insurance part, is
outdated due to the fact that the probability of death (and therefore the

valuation of the risk of death) increases with age.

a scissors whose two blades are the structure of task environments and the computational capabilities of

the actor” (p. 7).
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3. In terms of implementation of the decision taken and equal power:

* the insurance contract is adhesionary in nature, meaning that customers
accept, rather than negotiate, its terms;

* the policyholder is entirely responsible for the investment risk;

+ the policyholder is not in a position to accurately reconstruct the investment
procedures and thus control the actions of the insurer, especially as the
contract is handled entirely by the latter;

* clients usually do not realise that a ULI requires them to be proactive in their
investments and respond with a change of strategy to market conditions;

* clients are usually not aware of their rights and are not without concerns
in enforcing them (this applies both to the amount of benefits, delays in
payment and denial of benefits).

4. In terms of forward-looking information:

* the client does not know how long he will live or what the cause of his
death will be;

* the client does not know how macroeconomic factors (e.g., inflation),
investment performance and whether financial crises will develop.

Research methods

Due to the large number of products available on the market, the study was lim-
ited to single-premium life insurance policies with a distinct investment character
and reduced insurance component. The products were selected based on data from
the Analizy.pl website, which, at the time of the survey, included nine such insurance
products provided by seven different companies. Products for which the GTS in force
on 3 January 2022 were not available were eliminated from the sample. Out of the
remaining ones, five products with the highest number of offered CIFs were selected,
assuming that this is a beneficial feature for the insured. Insurance products which
met the aforementioned criteria and were thus selected for the study were two offered
by PZU — Multi Kapitat IT and Swiat Inwestycji Premium II, two from Vienna Life —
CAPITAL INVESTMENT++ and Net Invest 2.0, and one from Compensa — Flexi Plus.

ETFs and treasury bonds were selected for comparative analysis. Both CIFs,
ETFs and bonds are instruments commonly offered to non-professional market par-
ticipants, as opposed to more sophisticated asset classes requiring significant initial
capital or specialist knowledge.

All ETFs listed on the Warsaw Stock Exchange and three series of retail Treasury
bonds available to the investor as of 3 January 2022 were selected for benchmarking.
The selected ETFs are BETA ETF MWIG40TR, BETA ETF SWIG80TR, BETA ETF
WIG20TR, BETA ETF S&P 500, BETA ETF NASDAQ-100, ETFSP500 MULTI
UNITS LUXEMBOURG, ETFDAX MULTI UNITS LUXEMBOURG, BETA ETF
WIG20LEV, BETA ETF WIG20SHORT and Beta ETF Bonds 6M. The bond series
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selected were TOZ0125, COI0126 and EDOO0132. The decision to include them in
the study was determined by the fact that their maturity is longer than the adopted
analysis period and their accessibility is not dependent on being a beneficiary of
the 500+ programme. By applying the above criteria, the risk of reinvestment was
reduced and products that could not be accessed by an investor were eliminated.
The available CIFs, within each of the insurance products selected for analysis
separately, were divided into four categories — equity, mixed, debt securities and
commodities — based on the classification of these funds from the Analizy.pl web-
site. Based on the simple rate of return calculated for each CIF achieved between
3 January 2022 and 3 June 2024 in each category, the CIF with the best performance,
the CIF with the median performance and the CIF with the worst performance were
selected. Next, three portfolios were created for each product — one composed of
the UFK with the best performance, one composed of the UFK with median perfor-
mance, and one composed of the UFK with the worst performance. Each portfolio
consisted of 40% equity CIF, 20% mixed CIF and 40% debt securities CIF. Where
a category contained an even number of CIFs, the median portfolio consisted of two
CIFs from the category with an equal share of the portfolio. As commodity CIFs
were only available in Vienna Life products and there was no equivalent among the

ETFs selected for the analysis, they were not included in the study.

The ETFs selected for benchmarking were split into equity and debt securities,
while treasury bonds were categorised as debt securities in each case. As in the case
of CIF, three portfolios were assembled from ETFs and treasury bonds, consisting
of 50% equity ETFs and 50% debt securities ETFs or treasury bonds. Analogous to
the CIF portfolios, three portfolios were constructed from the assets with the highest,

median and lowest returns over the study period.

CIFs are characterised by a specific time structure determined by the terms of
the insurance contract, which significantly differentiates them from ETFs that are
more flexible in terms of investment horizon and from bonds with defined maturities.
The study assumed a period of analysis from the entry into force of the product in-
tervention until the time of the study, i.e., from 3 January 2022 to 3 June 2024. This
was assumed to be the time when the assets are in the investor’s portfolio and no

modifying movements (termination of the contract, sale) are made.

In order to calculate ETF returns during the period under review, quotations
from the Biznesradar.pl website were relied upon (Biznes Radar, n.d.). In the case
of Treasury bonds, interest tables from the website Obligacjeskarbowe.pl (Obligacje
skarbowe, n.d.) were relied upon. If a particular bond series pays interest during the
period under review, resulting in an obligation to pay Belka tax, this was taken into
account in the calculation of the return. In the case of CIF, data from the websites
of the insurance companies that offered the product in question were relied upon.

The study hypothesised: Despite the product intervention, life insurance with
CIF, as a product associated with a large number of fees and commissions, achieves

lower returns than investments in ETFs and treasury bonds.
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Results
Table 1 shows the returns for each of the portfolios constructed for the analysis.

Table 1. Returns on portfolios of CIFs and portfolios of ETFs and Treasury bonds assembled for the study
over the period 3 January 2022 — 3 June 2024 (in %)

?ortfolio_of assets Portfolio of assets P.ortfolio of assets
Product with the highest rate | . . with the lowest rate
of return with median return of return

PZU — Multi Capital 11 34.92 19.28 -14.02
Vienna Life — CAPITAL INVESTMENT+* 23.98 7.99 -10.20
PZU — World of Premium Investments 1T 12.43 4.23 -24.98
Vienna Life — Net Invest 2.0 23.98 7.99 -10.20
Compensa — Flexi Plus* 19.57 15.61 10.88
Portfolio of ETFs and Treasury bonds 27.60 12.94 -14.54

*Vienna Life has drawn up an identical range of available CIF funds for both products.

Source: Authors’ own study based on (Biznes Radar, n.d.; Funds Compensa, n.d.; Fund Listings, n.d.; Obligacje skar-
bowe, n.d.; UFK Listings, n.d.).

As can be seen from the data in Table 1, before taking into account the costs
associated with the insurance contract, one portfolio composed of CIFs with the
highest return achieved a higher return than a comparable portfolio composed of
ETFs and government bonds. For portfolios of assets with a median return, two port-
folios composed of the available CIFs in the analysed products would have allowed
the investor to achieve a higher return. On the other hand, for portfolios composed
of assets with the lowest return, the comparable portfolio performed worse than
three portfolios composed of CIFs (for both Vienna Life products, the portfolios are
composed of identical funds and are therefore counted as one portfolio before costs).

In order to analyse the impact of the cost of insurance with CIFs on the investor’s
rate of return, a model was built for each of the selected insurance products, taking
into account all the fees and commissions provided for the contract. The following
assumptions were made for the construction of each model:

 the contract is concluded on 3 January 2022, which is the first day of the
product intervention issued by the KNF on 15 July 2021. The analysis ends
on 3 June 2024, the last quotation day available at the time of the simulation,
which corresponds to a full month of the policy;

* the method of calculation, collection and amount of fees and commissions for
each product was adopted in accordance with the GTC document, the fund
rules and the table of fees and limits applicable to contracts concluded on 3
January 2022;

« for the purpose of calculating the cover charge, it was assumed that the model
policyholder insured at the time of entering into the contract was 43 years
of age, which corresponds to the median age from the CSO report (Lisiak &
Matek, 2024);
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as the subject of the study was not allocation, but only the impact of costs
on investment performance, it was assumed that the model policyholder has
a passive approach and does not change the portfolio composition throughout
the contract period;

it was assumed that the model policyholder only pays a single premium of
PLN 50,000 at the start of the contract;

three simulations were performed for each product — for the CIF portfolio
with the highest return, the CIF portfolio with the median return and the CIF
portfolio with the lowest return;

costs were simulated on a daily interval basis, based on the daily valuations
of the individual CIFs;

if a given product offered CIF in other currencies and they constituted the
composition of a given portfolio, all currency conversions resulting from the
GTC were made at the NBP average daily exchange rate valid on the date of
conversion;

no indexation of benefits and charges was assumed.

Table 2 shows the total fees and commissions that would have reduced the in-
vestor’s capital under the various products and portfolios. The differences in fees
and commissions charged between products vary significantly and, depending on
the choice of contract and portfolio composition, between PLN 1,605.12 and PLN
3,984.17 would be deducted from the investor’s capital. Within a given product,
the differences between portfolios are insignificant and result from the fees and
commissions, which are calculated as a % of the value of the funds in the portfolio.

Table 2. Total costs incurred by the investor under individual contracts (in PLN)

metfolio of assets Portfolio of assets Pprtfolio of assets

Product with the highest . . with the lowest rate
rate of return with median return of return
PZU — Multi Capital II 2,060.40 2,048.13 1,941.86
Vienna Life — CAPITAL INVESTMENT+ 2,824.28 2,796.56 2,728.37
PZU — World of Premium Investments I1 2,140.47 2,158.16 2,011.61
Vienna Life — Net Invest 2.0 3,984.17 3,961.48 3,905.80
Compensa — Flexi Plus 1,640.84 1,651.15 1,605.12

Source: Authors’ own study.

Through simulations, rates of return net of costs were obtained for selected insur-
ance products. The modified rates of return are shown Table 3. For the comparison
portfolio, no simulations were carried out due to the lack of additional costs that
would be associated with investing in ETFs and Treasury bonds.
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Table 3. Returns on the portfolios of CIFs assembled for the study for the period 3 January 2022 — 3 June
2024, after taking into account fees (in %)

Ffortfoliolof assets Portfolio of assets Piortfolio of assets
Product with the highest rate | . . with the lowest rate
of return with median return of return

PZU — Multi Capital 11 26.06 1.38 -20.23
Vienna Life - CAPITAL INVESTMENT+ 16.92 2.20 -15.31
PZU — World of Premium Investments II 4.95 -2.41 -31.98
Vienna Life — Net Invest 2.0 14.05 -0.30 -17.39
Compensa — Flexi Plus 15.32 11.87 9.38

Source: Authors’ own study based on (Biznes Radar, n.d.; Funds Compensa, n.d.; Fund Listings, n.d.; Obligacje skar-
bowe, n.d.; UFK Listings, n.d.).

After taking the costs into account, among portfolios composed of CIFs with the
highest and median returns, none exceeded the return of the comparison portfolio. On
the other hand, among portfolios composed of CIFs with the lowest rate of return,
only the portfolio from the funds available under the Compensa product managed
to achieve a higher rate of return.

Discussion

Before insurance contract charges were taken into account, half of the CIF port-
folios achieved a better rate of return than the corresponding portfolios created for the
analysis from the lowest cost assets in the market. The results obtained are difficult
to compare directly with previous studies, as a different benchmark and different
measures were used. Indeed, the efficiency of investment funds can be measured in
different ways (Aragon & Ferson, 2006; Goetzmann & Ingersoll, 2006; Zamojska,
2012), and the use of a particular method affects the conclusions drawn (Ostrows-
ka-Dankiewicz, 2015). However, it can be argued that a clear advantage of CIF
portfolios over portfolios composed of ETFs and Treasury bonds, and vice versa,
was not demonstrated. On the other hand, after taking fees into account, only one
of the twelve CIF portfolios outperformed the corresponding comparable portfolio.
This portfolio was composed of the CIFs with the worst return over the analysis
period and with the lowest costs. This means that in the case of products with CIF,
the examination of investment performance alone, without taking costs into account,
can lead to erroneous conclusions in terms of added value for the customer.

The insurance cover provided under the contracts could justify such high charg-
es and lower overall rates of return. However, the products chosen for analysis are
almost exclusively investment products and the possible death benefit is, with the
exception of one product (Flexi Plus), linked to the value of the funds accumulated
in the account and exceeds the size of the funds by a maximum of 5% (in the best
products and only if the death of the insured occurs up to the age of 60). Essentially,
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if the policyholder wished to satisfy the need to protect the insured in the event of
death by securing a known benefit sum in advance, they would need to purchase an
additional insurance product. Therefore, it can be concluded that it is not the risk
charge but other charges (variously called, e.g., administration fee, distribution fee,
entry fee, base payment, etc.) that effectively nullify any possible comparative ad-
vantage. At the same time, the products offered — according to the KNF’s analysis
—meet the requirements of product intervention (KNF, 2023, 2024). This means that,
in the opinion of the KNF, a balance is struck between the interests of the customer
and the interests of the insurance company (Decyzja..., 2021).

In addition, it should be pointed out that certain provisions in the contractual
templates of selected ULI, concerning fees charged in connection with the termination
of insurance contracts by consumers (in the case of individual insurance contracts),
were qualified by the president of the UOKIK in 2023 as prohibited clauses (cf. de-
cision DOZIK-3/2023 and decision DOZIK-7/2023 of the president of the UOKIK).
This means that despite the KNF’s 2022 position on presenting fees in ULI contracts
(Financial Supervision Authority Office, 2022) and discussions on costs (particularly
regarding termination fees), standard contract templates for ULI products still contain
fee provisions that were not individually agreed with the consumer. These provisions
shape rights and obligations in a manner contrary to good practices, thus grossly
violating consumer interests (Rutkowska-Tomaszewska & Zwalifiski, 2023). The
analysis carried out in this study clearly indicates that these costs may dramatically
change the level of profitability of the product for the consumer, which is another
argument in favour of considering such provisions as detrimental to the interest of
the insured, policyholder or beneficiary under the insurance contract.

When analysing the above results, it is important to bear in mind that the period
covered by the survey is shorter than the insurers’ recommended contract period. For
the contracts with the highest fees, which are Vienna Life products in the sample,
bonuses were provided for the insured on the fifth and tenth anniversaries of the
contract. The historical investment return is also affected by the time interval. The
highest fees for the product Swiat Inwestycji Premium II and Flexi Plus would have
been charged for portfolios composed of CFIs with a median return, even though they
did not produce the highest return during the study period. This is because, in certain
sub-periods, these portfolios produced a higher return than a portfolio composed of
assets with the highest return.

The presented research results, although covering only sample products and over
a limited period, may constitute a significant predictor of potential disruptions in the
contractual balance between consumers and insurance companies that continue to
operate in the market. They thus signal the need for strict monitoring and possible
implementation of further preventive and intervention measures by supervisory
institutions.

The issue is extremely difficult. The irregularities in the ULI market to date and
the action taken, in terms of enacting both so-called hard and soft law, have clearly
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impeded the development of the market. Subsequent interventions have resulted in
a decline in the share of ULI in life insurance market. From being dominant prod-
ucts between 2014 and 2017, they became products contributing just over 17% of
written premium in 2022 and 2023, losing 28.5 p.p. to the leader (ordinary life and
endowment insurance) (Polish Chamber of Insurance, 2024). The largest decrease
in share (by 14.1 p.p.) occurred in 2018 and 2022 (by 8.2 p.p.) — following product
intervention by the KNF. This structure is atypical for the European market, where
the share of index-linked and ULI amounted to almost 35% of life insurance gross
premiums written at the end of 2023 (EIOPA, 2024b).

Conclusions

The diagnosis of the unit-linked life insurance market situation in Poland allowed
for the identification of four groups of factors that, in light of the economic theory of
state intervention, lead to suboptimal resource allocation., i.e., (1) deviations in prod-
uct information, (2) price, (3) balance of power and the possibility of implementing
decisions, and (4) information about the future. They justify state intervention — in
addition to the rationale related to the violation of horizontal equity as an element of
social justice — in the case of ULL, it took the form of regulatory intervention, i.e., the
introduction of the so-called minimum standards in terms of product quality in the form
of the KNF’s first product intervention on the financial market in Poland in July 2021.

The minimum return regulations introduced for these products were intended
to balance the interests of the customer and those of the insurance company. How-
ever, a preliminary examination of the impact of the 2021 product intervention on
the profitability of ULI for clients compared to other investment assets available to
households (ETFs and Treasury bonds) revealed significant findings. The ULI with
a dominant investment element offered by insurers achieve investment results that
are comparable to or better than other assets available to households with lower
fees. However, the financial charges accompanying these instruments completely
eliminate this comparative advantage.

A longer time horizon is required to fully assess the impact of product inter-
vention. This is because the analyses carried out cover a shorter period than recom-
mended by insurance companies. The study can be extended in the future to include
other ULI products (also those with a significant protective function or others, as the
group of these products is highly heterogeneous), as well as other assets available to
households, such as bank deposits, direct investments in shares or investment funds.
It is also important to be aware that the relationship between profitability of ULI and
other assets can also be influenced by many other regulatory and market elements
in addition to the aforementioned intervention.

The limited representativeness of the data does not depreciate its value as a mech-
anism for early identification of further violations in the market. A study of this type
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signals the need for close monitoring and possible implementation of further preven-
tive and intervention measures by supervisory institutions. Conducted, on the other
hand, on a larger sample and over a longer period, they will allow an assessment of

the effectiveness of product intervention as a regulatory policy tool.
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