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Abstract 

The EU Directive on Insurance Mediation (2002/92/EG) imposes licensing standards for insurance agents 

and brokers throughout the European Union. Implementation of this Directive in Germany created the first 

professional entry requirements for agents and caused many to exit the market. This study uses policy-

level data from a German insurer encompassing the years just before and just after the Directive, to 

provide evidence of the impact of licensing on insurance intermediation quality. We compare the pre-

Directive quality of agents who drop out with those who remain, and provide difference-in-differences 

estimates of the quality effects of the Directive by comparing the agency channel to the direct selling 

channel which was unaffected by the law. Results suggest that the Directive may have had beneficial 

effects on agent quality through increases in remaining agents’ quality efforts, but exiting agents were not 

of lower quality than those who remained. The data also suggest that consumer search increased as a result 

of agent licensing, and that customers of exiting agents were particularly likely to search. 
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1. Introduction 

Entry restrictions and minimum qualification requirements in professional service 

occupations have a long history in the market economies of the United States (US) and the 

European Union (EU), and apply to a wide range of professions from health and financial 

services, to teaching, real estate, beauty and food services.
1
 In public policy debates, occupational 

licensing is often justified as necessary to improve or maintain high quality of service provision 

within the licensed profession. The economic frame for this argument relies on information 

asymmetries that make it difficult for consumers to determine professional service quality.  

The prevailing view of professional licensing in the economics literature nonetheless runs 

counter to these arguments. Most empirical studies conclude that the main beneficiaries of 

licensing are the regulated professions: licensing raises barriers to entry and as a consequence 

raises wages and prices. Most studies find little or no positive effects of licensing on quality.
2
 

However, the difficulty of measuring quality has been noted as a weakness in the literature 

(Kleiner 2000); and identification of quality effects has been hampered by data limitations that 

restrict most studies to cross-sectional comparisons (Svorny 2000; Kleiner 2000). These 

problems suggest that evidence on the quality effects of licensing is far from definitive.  

This study provides stronger evidence on the quality effects of licensing by studying the 

effects of licensing requirements introduced through exogenously determined legislation. 

Specifically, the study examines the effects on insurance agent quality in Germany due to 

changes resulting from the EU Directive on Insurance Mediation (IMD, or Directive). The IMD 

imposes minimum standards of professionalism and competence for insurance agents and brokers 

                                                           
1
 In the US, Kleiner (2008) reports that over 800 professions require licensing for entry in one or more states, and 

that licensing requirements have increased rather than decreased over time. 

2
 Comprehensive reviews of the literature are provided in Kleiner (2000), Kleiner (2008) and Forth et al. (2011). 
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throughout the EU. Before the implementation of the IMD, there had been no legal standards or 

professional regulation of the practice of insurance agents in Germany. The introduction of agent 

licensing in Germany thus constitutes a unique quasi-experiment that produced an exogenous 

increase in formal barriers to entry and higher minimum quality standards for the profession.  

The study analyzes a large dataset of insurance agents' portfolios of contracts from a 

German insurance company. The dataset comprises property-liability insurance policies sold and 

serviced by agents in the years just prior to and just after implementation of the IMD in Germany. 

Inferences about the effect of licensing on agent quality are made by comparing quality across 

different groups of agents both before and after the introduction of licensing. We test for two 

effects of licensing on agent quality predicted by quality-assurance theories: first, that licensing 

led to the exit of agents who provided lower service quality than those who remained in the 

market; second, that quality provision by agents who remained in the market increased after the 

introduction of licensing.  

Our results suggest that the new licensing requirements led less productive agents to exit 

the market, but there is no evidence that these agents provided lower service quality. Nonetheless, 

we find some support for the hypothesis that licensing increased service quality among agents 

who remained in the market, and no evidence of a decrease in service quality. In the short run, an 

additional impact of licensing was an apparent increase in consumer search behavior due to agent 

exits: we observe a large and statistically significant increase in the rate of customer-initiated 

contract cancellations after licensing, and customers whose agent exited the market were 

especially likely to cancel. Because of the mixed evidence on the quality effects of licensing and 

because the number of intermediaries was greatly reduced, the gains to consumers from these 

search activities are unclear.  
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The paper proceeds as follows. Section 2 provides an overview of the literature on entry 

restrictions into professional service occupations. Section 3 discusses insurance intermediation in 

Germany before and after implementation of the IMD. Section 4 describes the data used in the 

analysis and Section 5 outlines the study’s research design. Analysis of whether licensing led 

lower quality agents to exit the market is reported in section 6, and estimates of the effects of 

licensing on quality provision by agents who remain in the market are reported in section 7. The 

final section of the paper concludes and provides an outlook for further research. 

2. Licensing and Quality 

2.1 Theoretical Perspectives 

Professional licensure requires individuals to meet and (in many cases, to maintain) 

certain standards in order to practice in the specified field. Minimum standards could raise 

service quality through both sorting effects and incentive effects. The sorting benefits are 

premised on the adverse selection model of unobservable quality first proposed by Akerlof 

(1970) and elaborated in the licensing context by Leland (1979). In this context, licensing can be 

viewed as a screening device which enables consumers to distinguish high-quality from low-

quality goods or services. Shapiro (1986) extends this idea using a model where service quality is 

related to providers’ human capital investments. Licensing imposes a minimum human capital 

investment that raises average quality of service providers.   

Shapiro’s model also predicts that licensing will raise incentives to provide high service 

quality. The model recognizes that licensing is usually applied in markets where quality may 

depend on choices made by a service provider. Consumers cannot observe providers’ human 

capital investments, but can observe service quality after a provider has been in the market for a 

sufficient time. This creates a reputation penalty for low-quality service, which providers have a 
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heightened incentive to avoid due to the cost of human capital investments needed for licensing. 

This reputation effect assures that, having invested to meet the licensing standards, providers 

have an incentive to provide high quality services (see also Darby and Karni 1973; Klein and 

Leffler 1981). 

Combining these perspectives, professional licensing standards may raise quality through 

sorting effects by forcing lower-quality providers to exit the market or to make investments to 

meet the standards; and/or through incentive effects which raise providers incentives for high-

quality service provision. These effects may be reinforced in the long-run by the entry-reducing 

effects of licensing. Reductions in the total number of suppliers and higher average quality will 

lead to higher wages/prices for the service, thereby increasing practitioners’ returns, attracting yet 

more high-quality entrants and providing incentives for high quality in order to preserve rents 

(Kleiner 2000; Forth et al. 2011).  

Through these mechanisms licensing standards can yield social benefits in the presence of 

asymmetric information about quality, if all consumers prefer high quality or if standards are set 

so as to eliminate only quality levels below those demanded by any consumer. On the contrary, if 

licensing standards reduce consumers’ free choice of (known) quality levels, the high-quality 

equilibrium may not be superior to the unregulated equilibrium. For this reason, critics often 

argue that certification standards – which permit providers who meet minimum qualifications to 

be certified as such, but do not force other providers out of the market – are preferred (Leland 

1979).
3
 

Critics of licensing also note that entry restrictions may succeed in raising wages and 

prices but may fail to raise the quality of services provided. Spence (1973) first proposed that 

                                                           
3
 In contrast, in Shapiro’s (1986) model certification is not always preferred to licensing. It may lead to excessive 

investments by providers as a form of signaling high quality, as in Spence (1973). 
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entry requirements may serve to signal that investments have been made, but the investments 

need not enhance quality. In this case providers’ investments to obtain licensing will only 

dissipate rents associated with the entry barriers that licensing creates. Consistent with this idea, a 

common criticism of occupational regulations is that licensing standards vary across jurisdictions 

and are often allowed to become out-of-date, suggesting that quality assurance is not their 

primary goal (Kleiner and Wheelan 2010).  

Relatedly, political economy theories argue that licensing is used by professions only as a 

means of restricting entry and protecting rents (Stigler 1971). The quality of service provided 

may not rise, and may even fall, if restricted entry reduces pressure for practitioners to compete 

over service quality (Carroll and Gaston 1981; Harrington and Krynski 2002). Finally, 

irrespective of the quality of service provided by licensed professionals, critics note that average 

service quality received by consumers may fall if higher prices lead consumers to turn to 

alternatives not supported by licensing (Rottenberg 1962). 

2.2 Empirical Studies 

There are relatively few empirical studies of the effects of licensing on quality of 

professional services, and as noted above one of the key difficulties in such studies is identifying 

a robust measure of quality. As a result, studies differ greatly in their approaches to quality 

measurement. Some studies use general measures of input quality such as education (Angrist and 

Guryan 2008), training (Klee 2010; Forth et al. 2011), or outside wage opportunities (Kugler and 

Sauer 2005). Industry-specific input quality measures such as length of time spent with 

(optometry) patients (Feldman and Begun 1985), thoroughness of (optometry) examinations 

(Haas-Wilson 1986), and daycare quality scales (Rigby et al. 2007) have also been used. Other 

studies employ an ingenious variety of output quality measures including mortality rates (Gaston 

and Carroll 1981; Law and Kim 2005), malpractice premiums or malpractice suits (Kleiner and 
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Kudrle 2000; Law and Kim 2005), or consumer complaints to regulators (Kleiner and Kudrle 

2000; Shilling and Sirmans 1988). Still others use quality measures based on external evaluations 

of quality: expert evaluation of floral arrangements for florists (Carpenter and Dick 2012) and 

prescription accuracy for optometrists (Haas-Wilson 1986), dental health of young adults in the 

case of dentists (Carroll and Gaston 1981; Kleiner and Kudrle 2000), and student achievement in 

the case of teachers (Goldhaber 2007). 

Many of these measures have obvious shortcomings. Skill investments may not translate 

into higher quality service provision (Spence 1973), and consumer complaints depend on 

consumers’ propensity to complain and the barriers to complaining, as well as on service quality 

(Kolodinsky 1995; Venezian 2002). Liability insurance premiums and indisputably bad outcomes 

such as excess mortality are probably not very sensitive measures of quality. Additionally, these 

outcomes and others such as health or achievement may be influenced by unobservable factors 

other than service quality. 

Perhaps as a result, findings on the relationship between occupational regulations and 

service quality have been mixed. Studies using measures of input quality generally find no 

relationship between regulation and quality (Angrist and Guryan 2008; Klee 2010; Forth et al. 

2011), and some find even negative effects due to selection into the profession (Kugler and Sauer 

2005). Some studies using output quality measures also find that regulations do not increase 

quality (Haas-Wilson 1986; Kleiner and Kudrle 2000). Others show that received quality (after 

accounting for lower rates of professional use due to restricted supply) may be lower (Carroll and 

Gaston 1981), or that licensing standards may not correctly target low-quality practitioners for 

exclusion (Goldhaber 2007). However, some studies find a positive association between licensing 

standards and output quality. For example, Law and Kim (2005) show that more stringent 

medical licensing standards are associated with lower mortality rates from preventable causes; 
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Rigby et al. (2007) find that more stringent training requirements for childcare teachers lead to 

higher quality daycare receipt among disadvantaged children; and Shilling and Sirmans (1988) 

find that higher licensing standards for realtors lead to lower consumer complaint rates. 

In addition to differences in quality measures, Kleiner and Kudrle (2000) argue that 

empirical results may be inconclusive because the true effects of licensing differ across 

professions. Supply and demand conditions differ across markets and industries, and institutional 

features of licensing regulations vary greatly as well.  In this paper we argue that an additional 

limitation of existing studies is reliance on differences in licensing stringency across jurisdictions 

in which some level of professional licensing is required. Such studies can measure only the 

quality effects of greater licensing stringency, rather than the effects of licensing compared with 

no licensing. There may be distinct differences in the effects of moving from a regime without 

any licensing standards to one that imposes standards.  

Despite the existence of licensing requirements for insurance agents in many countries, to 

our knowledge this is the first empirical study of the effects of licensing on the quality of 

insurance intermediation.
4
 The study makes use of data on a large sample of insurance contracts 

from the pre- and post-licensing regime in Germany. As noted previously, the introduction of 

licensing and the general licensing requirements in Germany were exogenously determined by an 

EU-wide Directive on insurance intermediaries. These characteristics create an ideal environment 

in which to examine the quality implications of professional licensing standards. 

                                                           
4
 Reviews of the literature on insurance intermediation (see for example Regan and Tennyson 2000; Hilliard, Regan 

and Tennyson 2014) note the lack of analysis of this issue to be an important gap in the literature. 
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3. Implementation of Agent Licensing in Germany 

Prior to EU unification, in most European countries professional regulation was 

undertaken through industry self-regulatory bodies. Development of the single European market 

created the need for mutually recognized standards of professional quality, and has led to an 

increase in direct government regulation of the professions.
5
 By imposing uniform licensing 

requirements, the IMD aimed to make the European insurance market more homogeneous by 

allowing intermediaries to do business in other EU countries, and to protect consumers’ interests 

by ensuring a high level of professionalism and competence among those intermediaries.
6
  

The Directive created the first licensing requirements for insurance agents in Germany. 

The potential for licensing to increase transparency and quality in the German agent market 

certainly exists, since in the pre-licensing regime serious deficiencies in intermediation practices 

were present. For example, it was not difficult for agents who sold policies of only one insurer to 

pretend to provide independent advice about the choice of an insurer, and this behavior – known 

as pseudo-broker-nuisance – was common.
7
 With the incorporation of the IMD into German Law 

in May 2007 the environment for insurance intermediation changed drastically. The law regulates 

both agent entry into the market and the conduct of intermediation, through minimum entry 

standards and ongoing behavioral standards.  

Behavioral standards include requirements to provide information, notification, advice 

and documentation. According to the law all insurance agents must provide information about 

their license, their relationships with insurance companies, and consumers’ rights under insurance 

                                                           
5
 Despite having the practical effect of increasing government regulation, EU standardization was implemented 

largely with the aim of opening markets by reducing anti-competitive restrictions (Terry 2009). 

6
 http://ec.europa.eu/internal_market/insurance/mediation_en.htm 

7
 See Reiff (2007) p. 1 and Reiff (2003) p. 693-696. 

http://ec.europa.eu/internal_market/insurance/mediation_en.htm
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contracts.
8
 The customer's desires and needs must be taken into consideration when providing 

advice; and information must be given concerning the specifics of individual products. 

Recommendations must be based on a sufficient number of insurance products, with independent 

agents required to provide a broader choice set than exclusive agents who only work for one 

company. Additionally, the entire process must be documented.  

Two recent articles have analyzed the implications of these behavioral requirements for 

insurance agents in Germany. Heinrich, Kaiser and Klier (2008) focus on the increased 

documentation required in the insurance application process, which has been purported to 

increase agent costs and to provide no added benefits. The authors conclude that agents’ costs are 

not dramatically higher and that the documentation provides insurers with higher quality data 

about customers. Schwarzbach, et al. (2011) use data from surveys of German agents before and 

after the IMD was implemented and find no significant effects on the costs of intermediation, as 

measured by the agent’s time invested in the policy application process.  

Entry standards of the IMD include mandatory registration in the professional trade 

Register
9
 and the meeting of four qualification requirements. In order to be registered as an 

insurance agent, an individual must (1) prove insurance expertise by passing a test organized by 

the German chamber of industry and commerce (“Industrie- und Handelskammer”, IHK); (2) 

hold professional liability insurance; (3) have a good repute (no criminal convictions in the last 

five years); and (4) demonstrate a solid financial condition (no ongoing insolvency proceedings). 

                                                           
8
 Name and company, business address, registration number and contact details of the German chamber of industry 

and commerce (DIHK), investments of more than 10% in an insurance company, investments of more than 10% of 

an insurance company in the intermediary's business and contact details of the responsible ombudsman must be 

provided to each customer. 

9
 This may have tax implications for agents since hiding intermediation income is made more difficult. 
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Only intermediaries meeting all four of these requirements may be signed into the professional 

trade register. 

Although the entry requirements may seem stringent at first glance, the licensing test is 

not demanding and may be taken repeatedly until a passing score is achieved, subject only to a 

testing fee (320€). Licensing requirements are also alleviated by a number of exemptions. Agents 

who are direct employees of an insurance company are exempted from requirements (1) and (2), 

at least formally. In this case the insurance company assumes responsibility for assuring an 

adequate level of knowledge of its employees and is liable for their mistakes.
10

  

Due to the large number of agents for whom exemptions may apply, the actual relevance 

of the Directive has been debated.
11

 However, declines in intermediary employment figures in the 

post-IMD-implementation period speak clearly to the impact of the law on the agency market. In 

2007 there were more than 400,000 independent and exclusive agents in Germany, but this figure 

fell nearly 39 percent (to 244,000) by 2009.
12

 Although it seems apparent that the shrinking of the 

intermediary market came about due to the new licensing requirements, the empirical analysis in 

this paper sheds light on whether licensing resulted in lower quality agents exiting, as predicted 

by quality-assurance theories of licensing. 

                                                           
10

 Certain agents who sell only a very few insurance policies are also exempted from the requirements. In order to 

fall into this category an agent must operate part-time, sell only one kind of product which may not be life or liability 

insurance, and must engage in insurance sales as a sideline to another sales or service profession. The yearly 

premium of each policy must be less than €500 and the contract period for each policy must be less than 5 years.  

11
 Doubts were articulated in practitioner journals, see for example Erlenbach (2007) p. 204 or Beenken (2007) p. 

287. Schwarzbach et al. (2011) also question whether the goal of higher intermediary quality was reached. Because 

their data only allow for a rough approximation of the construct of quality, they encourage further research in this 

direction. 

12
 Based on a comparison of GDV Annual reports in 2009 and 2010 and Schwarzbach et al. (2011). 
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4. Data and Sample 

Our unique dataset comes from an insurance company located in the southwest of 

Germany. We observe all insurance policies (contracts) in force during the period from January 

2004 through December 2010, for selected lines of property and liability insurance. The data are 

provided at the policy level, and we have identifiers for both the customer who purchased the 

policy and the agent who sold and services the policy. Table 1 displays the number of insurance 

contracts, customers, and agents by year of our sample period.  

The raw dataset contains an average of 348,000 insurance contracts each year for any of 

four different types of property-liability insurance for which we have data.
13

 The contracts 

represent purchases made by around 180,000 individuals each year. The insurer contracts with an 

average of about 2,000 insurance agents per year when considering the entire sample period, but 

the number declines by almost one-half after licensing requirements began to be enforced in 

2008. 

[Insert Table 1 here] 

4.1 Sample for Analysis 

The insurer providing the data sells policies via three different distribution channels: 

exclusive agents, independent agents, and a direct-selling channel. Exclusive agents are non-

employee sales agents who sell only the policies of this company, whereas independent agents 

are non-employee agents who sell the policies of more than one company. The direct-selling 

                                                           
13

 The dataset comprises contracts for liability insurance (45.8%), home insurance (15.3%), home contents insurance 

(26.2%), and accident insurance (12.7%). Liability insurance covers bodily injury or property losses that the covered 

individual causes for other individuals. Home insurance covers losses of the house, whereas home contents insurance 

covers the inventory in the house. Accident insurance pays a rent if the insured person is no longer able to work due 

to an accident or a covered disease.  
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channel solicits customer inquiries through advertisements, and sales are completed by 

employees in a call center.  

For each policy in the dataset, we observe an agent identification number if it was sold by 

an agent; policies without agent identifiers were sold through the direct selling channel. An agent 

will appear in the data in a given year only if listed as the agent representing an active insurance 

contract with this company. This means that for independent agents, we observe in our data only 

those policies placed with this insurer. Because of this, the treatment group we use for the study 

is the set of exclusive agents and the portfolios of contracts sold by these agents. Exclusive agents 

are subject to the requirements of the IMD, and the portfolio of insurance contracts in our dataset 

represents their entire portfolio of contracts in the studied lines of insurance. Observations on 

exclusive agents in each year of the data are displayed in table 1 along with those for the 

complete set of agents. 

Table 2 displays summary statistics for the insurance customers of exclusive agents. The 

first column in the table reports statistics for the full set of exclusive agents, and are averaged 

over the entire sample period. The customers are exclusively private individuals, not businesses. 

The average customer's age is about 52 years and 43 percent of customers are women. Over 90 

percent of customers live in the region of Germany where the insurance company is 

headquartered. On average, a customer holds just over two contracts out of the four for which we 

have data and nearly three-fourths of customers receive a public employee discount on their 

insurance premium.
14

  

[Insert Table 2 here] 
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 This is a discount classification generally offered to office workers and does not mean that the customer is a 

government employee. 
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4.2 Licensing Impact on Exclusive Agency Workforce 

Table 1 reveals that the number of exclusive agents working for the company is relatively 

stable from 2004 through 2007 but drops sharply in 2008. The number of exclusive agents under 

contract with the company falls from 2,388 in 2007 to 994 in 2008, and to 742 by 2010. This 

represents a 69 percent decrease in the exclusive agency workforce after licensing was required. 

According to the company, this decline in the number of exclusive agents is a direct consequence 

of the IMD, which was enforced beginning January 1, 2008. With the advent of licensing, all 

agents faced the choice of exiting the market or investing to meet the licensing requirements.  

The dramatic effect of licensing requirements on the exclusive agency workforce provides 

an important source of variation for our analysis. A complicating factor, however, is that a variety 

of selling models were observed among exclusive agents in the pre-licensing regime. As seen in 

table 1, exclusive agents were categorized by the company into two main groups: professional 

agents and office-workers. Office-workers are individuals who work for the company in a non-

agent capacity but who nevertheless sell some insurance policies.
15

 In addition, the company 

informed us that many exclusive agents in the professional category worked only part-time.  

These differences are important because a major hurdle to remaining in the market is the 

requirement of professional liability insurance. To reduce agents’ licensing costs the company 

offered to pay for the liability insurance of its exclusive agents – but only for full-time agents.
16

 

Thus, the effective choices facing office-worker agents were to convert to full-time professional 

selling, to forgo selling activities and remain with the company in a non-agent capacity, or to exit 

                                                           
15

 The second column of table 2 reports average customer characteristics separately for the professional exclusive 

agents.  Customer characteristics do not vary much across professional and office-worker agents. 

16
 The company offered the opportunity to become a full-time agent only to those part-time and non-professional 

agents who produced a sufficient amount of business. Thus, some agents may have exited the market involuntarily. 
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the company.
17

 Professional part-time agents faced the choice of converting to full-time 

professional selling or terminating their agency contract with the company. As a result, many of 

the exclusive agents who exited as a result of the IMD were part-time agents, and a higher 

fraction of part-time agents than full-time agents exited. This pattern of exits is also observed in 

the German agent market as a whole, as reported by Schwarzbach, et al. (2011). 

Figure 1 demonstrates, however, that not all of the exclusive agents from this company 

who exited the market were small producers. The figure plots the distributions of the total 

number of insurance contracts in the 2007 portfolios of exclusive agents, plotting separately the 

distributions for agents who exit after the IMD and agents who remain in the market. The 

distribution for exiting agents is more heavily weighted toward smaller portfolios: the median 

exiting agent services 10 contracts and the median agent who does not exit services 110 

contracts. Nonetheless, some exiting agents service more than 1,000 contracts and nearly 10 

percent of exiting agents service at least 100 contracts. 

[Insert Figure 1 here] 

Table 3 compares the demographic and contract portfolio characteristics of the exclusive 

agents who exited and those who remained in the market, using data aggregated to the agent level 

in the pre-IMD time period. The table provides comparisons of exiting and remaining agents for 

the full set of exclusive agents and separately for the set of professional agents. In the full sample, 

agents who exit are nearly 5 years older on average than those who remain in the market, and this 

difference is statistically significant. Among professional agents, however, exiting agents are 

slightly younger than those who remain and the difference is statistically significant at the 10 

percent confidence level. Across both sets of agents, those who exit the market sell substantially 

                                                           
17

 The office-worker agents shown in the table in years 2008-2010 are those who converted to professional agent 

status. 
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fewer new contracts in the three years before licensing and this difference is statistically 

significant. There are also some statistically significant differences in product mix for exiting and 

remaining agents. 

[Insert Table 3 here] 

5. Research design 

5.1 Measuring Intermediary Quality 

While there have been no studies of insurance agent licensing standards, many studies 

have attempted to assess the quality of services provided by insurance agents.
18

 Observing and 

testing insurance intermediary quality presents the measurement difficulties experienced in other 

studies of professional licensing. Some studies make use of output measures of agent quality by 

comparing the rate of consumer complaints to regulators for insurers using different types of 

agency sales forces (Doerpinghaus 1991; Barrese, Doerpinghaus and Nelson 1995). A few 

studies have attempted to directly measure agent quality using input measures of quality (for 

example time spent with client, coverage reviews) obtained from surveys of insurance agencies 

(Etgar 1976; Cummins and Weisbart 1977). Our study uses both an input measure and an output 

measure of agents’ intermediation service quality.   

Our input measure of quality uses information on the insurance coverage in the policy 

sold by an agent. The theoretical intermediation literature often models the role of an insurance 

agent as the matching of a customer’s needs to an insurance product.
19

 Empirical assessments of 

                                                           
18

 See, for example, Etgar (1976), Cummins and Weisbart (1977), Barrese and Nelson (1992), Barrese, Doerpinghaus 

and Nelson (1995) in the U.S. context. Eckardt (2007), Trigo-Gamarra (2008), Eckardt and Räthke-Döppner (2010) 

examine this question using data from Germany. 

19
 See, for example, Cummins and Doherty (2006), Eckardt (2007), Focht, Richter and Schiller (2013). 
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the quality of agent matching services are nonetheless difficult because it is not per se clear what 

insurance product would best fit a person with given characteristics. However, another strand of 

the intermediation literature focuses on the incentives for over-selling or demand inducement.  

Intermediaries who are compensated via percentage-commissions have a financial incentive to 

sell policies with higher premiums – i.e., policies with higher amounts of insurance coverage. In 

the theoretical literature, over-selling has been noted as a problem in intermediated markets 

generally (Darby and Karni 1973; Dulleck and Kerschbamer 2006; Inderst and Ottaviani 2009) 

and in insurance markets specifically (Gravelle 1993; Focht, Richter and Schiller 2013; Schwarcz 

and Siegelman 2014). We are not aware of empirical studies that confirm over-selling in 

insurance markets, and some studies suggest that compensation does not affect agents’ 

recommendations (Kurland 1995; Cupach and Carson 2002). However, prominent insurance mis-

selling scandals in the U.S., U.K. and other countries suggest that compensation affects agents’ 

recommendations in at least some circumstances.
20

 

Although we do not observe in our data the specific amount of policy coverage, some 

policies are classified as “high-coverage” or “luxury” policies; we therefore use the sale of a 

luxury policy as a measure of potential over-selling by an agent. Table 4 displays the percentage 

of luxury policies sold in each line and year of our sample period. Some policies do not have a 

luxury version, and so the base number for the percentages is the number of categorized policies 

sold.  Luxury policy sales vary by line of insurance and year, with the highest rates observed in 

                                                           
20

 These include mis-selling of U.K. pensions in the 1990s; mis-selling of commercial insurance in the U.S. in 2004; 

and recent mis-selling of life insurance products in India (see for example Anagol, Cole and Sarkar 2012) and the 

Netherlands.  
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home contents insurance (39.1% in 2010) and accident insurance (25% in 2010). In general, the 

share of luxury policies increases over time.
21

  

[Insert Table 4 here] 

Our output measure of agent service quality uses information on customer-initiated policy 

cancellations. The maintained hypothesis is that a customer who receives poor service from an 

agent will be more likely to cancel his or her insurance policy at the end of the policy term. 

Institutional features of the German insurance market provide justification for the idea that end-

of-term customer cancellations are related to agent quality. In Germany as in some other 

European countries, insurance policies automatically renew at the end of the policy term unless 

actively cancelled – with notice – by the customer.
22

 In some limited circumstances a customer 

may cancel the insurance contract before the end of the policy term. These circumstances include 

no longer facing the risk, experiencing a loss, a change in policy terms, and a change in the policy 

premium. However, agents in Germany provide predominantly brokerage (sales and advice) 

services and are not responsible for claims handling. If a customer experiences a loss, he or she 

deals with the insurance company directly. These contract features mean that end-of-term policy 

cancellations by the customer should not reflect cancellations for reasons such as no longer 
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 Product differentiation varies between products and over the years. A two product choice (base and comfort) was 

replaced for some of the products with a three versions choice (basic, classic and exclusive).  We categorize policies 

in the highest category as “luxury”. 

22
 In order to cancel a contract, the customer must notify the insurer within a certain time period (one or three 

months) before the renewal date. If the customer does not take any action, the policy automatically renews for 

another term. In general, non-life insurance policies are one year contracts and all policies in our dataset have one 

year terms. 
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facing the risk, experiencing a loss, or a change in the policy terms.
23

 As a result, customer-

initiated cancellations that occur at the end of a policy term appear likely to indicate 

dissatisfaction with the agent’s services or recommendations.  

The insurance contract dataset reports policy cancellations and the reasons for 

cancellations in each year. Table 5 displays cancellation rates (number of cancellations/number of 

active policies) by year and by reason for cancellation. Total cancellation rates in each year 

average around 3 percent when aggregated across all reasons for cancellation. The majority of 

cancellations are initiated by the customer, and the most common cancellations are at the end-of-

term (switching insurers) or due to no longer facing the risk (dropping coverage). Customer-

initiated end-of-term cancellations range from 1.3 percent to 2.2 percent of contracts per year 

during our sample period. 

[Insert Table 5 here] 

5.2 Identification Strategy 

Our estimates identify the effects of licensing requirements by comparing quality 

measures for different agent groups, before and after the IMD was enforced. As noted previously, 

exclusive agents are the treatment group since they are subject to the licensing requirements and 

our data contain their entire portfolio of insurance contracts. Because the fixed costs of entry 

imposed by the IMD (liability insurance requirements and testing fees) imply that part-time 

agents have incentives to exit for reasons unrelated to low quality, we are careful to report 

estimates for both the full sample of agents and for subsets that exclude part-time and non-

professional agents. 
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 Although price changes may take effect at the end of the policy term, and premium increases may lead to customer 

cancellations, all agents will experience this equally. 
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Our first analysis tests the hypothesis that agents who choose to exit the market as a result 

of licensing requirements offered lower service quality than agents who remain in the market. 

The hypothesis is tested by comparing the pre-IMD quality of agents who later exit to those 

agents who later choose to remain in the market. If licensing caused the lowest quality exclusive 

agents to exit the market, we expect to observe a higher rate of over-selling among the exiting 

agents, and/or a higher rate of customer cancellations among these agents. We test for these 

relationships using two different approaches. First, using data aggregated to the agent-portfolio 

level for years 2004-2006, we estimate probit models of the likelihood an agent exits the market 

after licensing is imposed, as a function of the agent quality measures, agent characteristics and 

characteristics of the agent’s portfolio of contracts. These models test the hypothesis that lower 

agent quality raises the likelihood (at the margin) that the agent later exits the market. Second, 

using data on individual insurance contracts we estimate probit models that use a quality measure 

as the dependent variable, estimating quality as a function of both the agent’s (later) exit decision 

and customer characteristics. These models test the hypothesis that after controlling for 

differences in customer characteristics, contracts sold by an agent who exits due to licensing are 

of lower quality.  

Our second analysis tests the hypothesis that service quality provision by the exclusive 

agent sales force increases after the imposition of licensing requirements.
24

  Pre- and post-IMD 

quality measures are first compared by estimating contract-level probit models of the quality 

measures using data from all years of the sample, for only the sample of agents who remain in the 

market after licensing.  By inclusion of a post-licensing indicator, we test whether the licensing 

requirements lead to an increase in quality provision by these agents.  
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 Any contracts of exiting agents that appear in the post-IMD years of data (having been reassigned to a remaining 

agent or to the direct channel) are removed for these pre- versus post- analyses. 
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We also construct difference-in-differences (DD) estimates of relative pre- and post-

licensing quality provision by the exclusive agency channel. The direct selling channel is the 

control group in this analysis, since the channel was not affected by the licensing law. The 

analysis uses the full set of sample years 2004-2010, and data for each year includes only those 

exclusive agents who remain in the market in the post-licensing period. The estimates compare 

the annual aggregate quality measures of policies sold by exclusive agents and those sold through 

the direct sales channel, before and after the licensing law. Positive quality effects of licensing 

will be indicated by a statistically significant increase in relative quality of the exclusive agency 

channel after the implementation of the IMD. 

6. Results: Did Lower-Quality Agents Exit due to Licensing? 

6.1 Determinants of Agent Exits 

 We investigate the characteristics of agents who drop out of the market after the 

introduction of licensing by using a multivariate probit regression framework on data aggregated 

to the agent level. An indicator variable set equal to one if the agent exits the market after 

licensing is regressed on the agent’s characteristics in 2006 and measures of the agent’s portfolio 

of contracts averaged over years 2004 through 2006. Lagged values are used because of concerns 

that agents’ anticipating dropping out of the market may have made behavioral or portfolio 

adjustments in anticipation of that fact. The impact of agent quality on the likelihood of dropping 

out is measured by the average end-of-term customer-initiated cancellation rate and the percent of 

luxury policies sold by the agent. 

The age of the agent in 2006, and an indicator variable set equal to one if the agent was 

over age 60 in 2006 are included as controls in the model, since older agents should be more 

likely to exit the market when new requirements are imposed. Agent gender is also included as a 
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control, although we have no specific hypotheses regarding the effects of gender. Other control 

variables in the estimated model are the number of contracts in the agent’s portfolio, the average 

number of contracts per customer and the change in number of contracts between 2004 and 2006. 

These variables are expected to be negatively related to agent exit since they are associated with 

higher expected returns from remaining in the market. 

The model is first estimated using data on all exclusive agents; this specification includes 

an indicator for professional agents because professional and office-worker agents may have 

differing rationales for dropping out of the market. The model is estimated a second time using 

data for only professional exclusive agents, and then a third time using data only for full-time 

professional exclusive agents. We estimate the models separately for the full-time professional 

agents because of the concern noted previously that part-time agents may exit the market as a 

result of fixed costs of IMD requirements.  We consider full-time agents to be those agents with 

at least 15 active contracts, because we do not directly observe in the data whether an agent 

works full-time or part-time. The threshold of 15 contracts is based on inspection of the 

distribution of agent portfolio sizes. In years 2004-2006, 15 contracts is the median number of 

contracts for an agent. In 2010 (when part-time agents have exited or convert to full-time) 90 

percent of agents have at least 15 contracts in their portfolio.
25

  

Table 6 presents the results of estimating the models. The first model specification 

includes only the agent’s personal characteristics and the cancellation rate; the second includes 

only the personal characteristics and the luxury sales rate.  The two subsequent specifications add 

contract portfolio characteristics to models that include either the cancellation rate or the luxury 

sales rate, and the final specification includes all controls and both quality measures.   
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 Robustness checks confirm that local changes in the cut-off number used to categorize part-time agents do not 

affect results. 
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For the full sample of agents and the sample of all professional agents the coefficient 

estimates on the agent cancellation rate are nearly zero and are not statistically significant in any 

model specification. There is a larger positive relationship between an agent’s cancellation rate 

and the likelihood of exit for the sample of full-time professional agents, but the estimated 

coefficient approaches statistical significance (10 percent confidence level) in only the baseline 

specification. In contrast, the rate of luxury policy sales is statistically significant in many of the 

model specifications, but in contrast to the quality hypothesis it tends to be negatively related to 

agent exit. All statistically significant estimates indicate a negative relationship, opposite to the 

expected sign if agents who engage in over-selling are more likely to exit. In short, these 

estimates fail to support the hypothesis that agents who provide lower quality were more likely to 

exit the market as a result of licensing requirements.  

A number of other variables are significantly related to agents’ likelihood of exit. These 

include the size of the agent’s portfolio of contracts, and the average number of contracts per 

customer, which are negative and statistically significant. This suggests that agent productivity is 

a strong predictor of an agent’s decision to exit.
26

  Female agents are significantly more likely to 

exit than males, and this relationship is statistically significant in all samples and specifications. 

Agent age is also an important predictor of dropping out, with older agents – and especially 

agents over the age of 60 – significantly more likely to exit after licensing is imposed. 

Interestingly, estimates using the full sample of agents indicate that professional agents are 

significantly more likely to exit as a result of licensing than office-worker agents, after 

controlling for other factors.  
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 In the full sample, this may be partly mechanically determined since the company did not offer full-time status to 

part-time and non-professional agents with small contract portfolios. The fact that these results hold for the full-time 

professional agents is nevertheless noteworthy. 
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[Insert Table 6 here] 

6.2 Exiting Agents’ Quality 

Although it appears that lower agent quality is not significantly related to an agent’s 

decision to exit the market, this does not mean that exiting agents provided the same or higher 

average quality than those who remained. We provide evidence on this question by testing for 

significant differences in pre-IMD quality measures for exiting and remaining agents. To account 

directly for potential differences associated with lines of insurance and customer characteristics, 

these estimates use panel data for 2004-2006 on the individual contracts sold and serviced by 

exclusive agents.  

We estimate probit models of the contract-level quality indicators as a function of the 

agent-exit indicator, year indicators, and control variables for customer and contract 

characteristics. The key explanatory variable of interest in the model is the agent who sold the 

contract – specifically, whether that agent dropped out of the market after licensing was required 

– captured by an indicator variable set equal to 1 if the agent exited in 2008 or later.
27

 Control 

variables for customer characteristics are the customer’s age and the age difference between 

agent and customer, the duration of years the contract has been in force, an indicator set equal to 

1 if the customer receives a public employee premium discount, an indicator of premium 

payments made via direct debit or bank transfer, an indicator of the customer’s location (equal to 

1 if the customer lives in the same region as the insurance company’s location), and the distance 

between the customer’s residence and the agent’s office.  
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 For policies sold prior to 2004, we do not observe the selling agent. We assign these policies to the agent who 

administers the policy in 2004. This agent may be the selling agent, or may be a servicing agent assigned to the 

policy if the selling agent exited or retired prior to 2004.  
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We construct the dependent variable measuring customer cancellations as a dummy 

variable for each policy set equal to 1 in a year that the customer cancelled at the end of the 

policy term (set equal to 0 otherwise). Policies appear in the dataset in each year that they remain 

active; if a policy is cancelled in a year it does not appear in the dataset in the following years. 

Because all policies in the dataset have a term of one year, each policy is at risk of a customer-

initiated end-of-term cancellation in each year.  The estimation sample that uses an indicator of 

luxury coverage as the dependent variable differs, because this characteristic is determined only 

in the year of sale.  These estimates therefore make use of data on each policy only in the year of 

its sale, via an indicator set equal to 1 if the policy is categorized as providing high-value (luxury) 

coverage.
28

 If exiting agents are of lower quality their contracts are expected to be more likely to 

offer luxury coverage and to exhibit a higher likelihood of customer-initiated end-of-term 

cancellation, after controlling for customer characteristics and type of insurance. 

The estimated probit models are reported in table 7. Results are reported as marginal 

effects, and standard errors of the estimates are clustered at the agent level. As for the previous 

estimates, the estimates are undertaken using the full sample of exclusive agents, the sample of 

professional exclusive agents, and the sample of full-time professional exclusive agents.  

[Insert Table 7 here] 

The models using either of the quality measures suggest that exclusive agents who exited 

the market as a result of licensing requirements provided similar service quality to those agents 

who remain in the market. The customer cancellation models show that the likelihood of policy 

cancellation in the pre-licensing period is higher for agents who later exit the market, but the 

estimated coefficients are not statistically significant. This result holds for all three samples of 
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 In addition, liability insurance contracts are excluded from these estimates since there were no high-coverage 

(luxury) policies sold in the sample years 2004-2006. 



 
 

26 
 

agents, including only the professional agents and the full-time professional agents. Thus, the 

lack of differences in cancellation rates for agents who later exit should not be attributed to the 

potentially closer relationship between office-worker agents and their customers. Indeed, in the 

estimates using the full sample of agents, we observe that on average the professional agents have 

lower cancellation rates than office-worker agents, and that this effect is statistically significant. 

This suggests that professional agents provide higher service quality. 

The models of luxury policy sales also reveal no statistically significant differences 

between exiting and non-exiting agents, and as in previous models the sign of the estimated 

coefficients suggests exiting agents had a lower propensity to oversell.  Furthermore, estimates 

using the full sample of agents indicate that professional agents are more likely than office-

worker agents to sell high-coverage policies. This is consistent with the idea that financial 

incentives may be more important determinants of policy recommendations from these agents. 

7. Results: Did Licensing Raise Intermediation Quality?  

7.1 Post-licensing quality differences 

We test for changes in exclusive agent quality provision after licensing by estimating the 

models of agent quality using data from both the pre- and post-licensing period for the sample of 

agents who remain in the market after licensing is required. These estimates use the panel data on 

individual insurance contracts and the same control variables as in the versions of the models 

estimated for the pre-IMD time period. All contracts of exclusive agents who exited the market 

due to licensing are removed from the sample.
29

  

The hypothesis test rests on differences in pre- and post-IMD indicators. A statistically 

significant value on the post-IMD dummy variable will indicate a change in quality provision by 
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 The contracts of exiting agents were reassigned to either another exclusive agent or to the direct selling channel. 
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agents who served the market in both periods.  The results of estimation are reported in table 8. 

The left panel of the table shows the marginal effects probit estimates of the models of contract 

cancellations, and the right panel shows the corresponding estimates for the models of luxury 

policy sales. As noted above, the samples contain only the exclusive agents who are in the market 

both before and after the IMD.  

The estimates show plausible relationships between customer characteristics and the 

likelihood of contract cancellation. Contracts with a longer duration, and contracts of customers 

with a greater age difference with the agent or at a greater distance from the agent, are more 

likely to be cancelled. Customers who receive a public employee discount are also more likely to 

cancel, perhaps indicating greater price sensitivity among this customer segment. Older 

customers, customers in the same region as the insurer, and with payments made by direct debit 

are less likely to cancel. Interestingly, there are few significant differences in customer 

characteristics associated with luxury policy purchase, with the only statistically significant 

effects being that contracts paid for via direct debit and those sold to customers in the same 

region as the insurer are more likely to offer luxury coverage. 

Regarding agent quality efforts, for both dependent variables and all model specifications 

the post-IMD indicator is positive and strongly statistically significant. Thus, the estimates 

suggest large changes in quality after licensing – but in the opposite direction predicted by the 

quality-improvement hypothesis. Customer-initiated cancellations and the rate of luxury policy 

sales both show a large, statistically significantly increase after licensing was required. We are 

cautious in interpreting these results, however, since they may reflect other changes that occurred 

in the market as a result of licensing. For example, licensing may have induced an increase in 

consumer search (thus, more contract cancellations) and greater revenue-generating efforts 

among agents (thus, more luxury policy sales). We address this issue in subsequent estimates by 
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comparing the post-IMD changes for this sample of agents to those for other sellers in our 

database. 

[Insert Table 8 here] 

To provide a first check, table 9 reports an additional set of estimates of the determinants 

of policy cancellations. The samples for these estimated models include contracts sold by all 

exclusive agents – those who exited the market after licensing and those who remained.
30

 The 

estimates are reported on a year-by-year basis for each year 2004 through 2010, to permit direct 

cross-year comparisons and to avoid the difficulties of interpreting interacted variables in probit 

estimates. The variable of interest in each year is the indicator of whether the agent who sold the 

policy exited the market as a result of licensing.   

As in all previous estimates results are reported separately for the full sample of exclusive 

agents, professional exclusive agents, and full-time professional exclusive agents. To conserve 

space, for each model only the coefficient estimate for the agent-exit variable is reported for each 

year. The estimates confirm our earlier finding that there is no statistically significant pre-IMD 

difference in the likelihood of policy cancellation between agents who later exit and those who 

remain in the market. However, results show that a policy sold by an agent who exits as a result 

of licensing is significantly more likely to be cancelled in post-IMD years. This result holds for 

the full sample and for the samples restricted to professional and full-time professional agents. 

While only suggestive, these findings are consistent with a general increase in contract 

cancellations post-IMD due to increased consumer search.  That is, if service-quality decreases 

are the cause of contract cancellations there is little reason to expect a higher rate of cancellations 

among displaced customers than others, given that rates were similar in the pre-IMD period. 

[Insert Table 9 here] 
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 The contracts of exclusive agents who exit the market remain in the insurer’s contract portfolio. 
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Figures 2a and 2b provide additional evidence by comparing annual average measures of 

quality for the sample of remaining exclusive agents and the direct selling channel, along with the 

annual difference of the two (DC-EA).
31

 Figure 2a plots the average annual end-of-term 

cancellation rates. The data show that annual average cancellation rates are higher for the direct 

channel than for the exclusive agency channel, consistent with the idea that agents provide better 

service quality than the direct selling channel.
32

 After the IMD, cancellation rates trend up for 

both the DC channel and the EA channel, and increases are much smaller for the EA channel. 

This pattern is consistent with the increased-search hypothesis, and the greater increase for the 

DC channel suggests that licensing may have increased consumer confidence in exclusive agents.  

Figure 2b compares rates of luxury policy sales for the two selling channels. The data 

show relatively equal rates across channels pre-IMD, with rates in the DC channel slightly 

higher; this suggests that overselling is not prevalent in the EA channel.  Beginning in 2007 the 

rate of luxury sales increases sharply for both channels, consistent with a change in the nature of 

product competition across insurers due to (anticipation of implementing) the IMD. Luxury sales 

increase more in the EA channel, such that rates of luxury sales are slightly higher post-IMD.   

[Insert Figure 2a and 2b here] 

7.2 Post-licensing quality difference-in-differences 

We provide formal estimates of changes in exclusive agent service provision in response 

to licensing by benchmarking exclusive agency quality measures to quality in the direct selling 

channel. To do so, simple DD estimates of annual aggregate quality measures for the exclusive 
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 As noted previously, all contracts of exclusive agents who exited the market due to licensing, whether reassigned 

to other agents or to the direct selling channel, are removed from the sample for this comparison. 

32
 An alternative interpretation is that customers who have a higher propensity to switch insurers self-select into the 

direct channel (Eckardt 2007).  



 
 

30 
 

agents versus the direct selling channel are constructed. The analysis uses data from both the pre- 

and post-licensing time period for only those exclusive agents who remain in the market post-

IMD. Estimates use the two-step approach suggested in Donald and Lang (2007), in which 

differences in means across the treatment and control group are calculated for each year and then 

those mean differences are regressed on the post-IMD indicator variable. Donald and Lang note 

that in this approach any common year-specific shocks to both groups are accounted for, and 

regression standard errors will be correct as a result.  

Annual differences in channel quality measures are constructed as the average rate for 

direct channel policies minus the average rate for exclusive agency policies (DC-EA) as plotted 

in Figures 2a and 2b. Because the direct channel is not affected by the IMD, statistically 

significant post-IMD changes in the difference between direct and exclusive agency quality 

measures will provide evidence of the causal impact of licensing on changes in quality provided 

by exclusive agents. 

The formal DD estimation results are reported in table 10. The table displays the 

estimated coefficient and standard error for a post-IMD indicator variable and for a post-IMD 

linear trend variable, for each of the quality measures. For customer cancellations the estimated 

coefficients are negative, although very close to zero in magnitude and not statistically 

significant. These results do not support an increase in exclusive agent service quality efforts as a 

result of licensing, since they suggest no decrease in end-of-term cancellation rates for the EA 

channel relative to the DC channel after licensing. Similarly, results using luxury policy sales 

show no increase in this aspect of agent service quality under licensing. All coefficient estimates 

on the post-IMD dummies and trend variables are negative and larger in magnitude than those for 

cancellations; this suggests an increase (rather than a decrease) in luxury policy sales for the EA 

channel relative to the DC channel after licensing. Only one of the estimated post-IMD 
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coefficients is statistically significant, however, which is that for the full sample of agents. This 

result suggests that office-worker agents who converted to full-time agent status may have 

increased their rate of luxury sales, becoming more similar to other full-time agents.   

[Insert Table 10 here] 

As a check on the robustness of results, we estimate difference-in-differences using 

several variants of customer-initiated cancellations as measures of agent quality. These include a 

combined cancellation rate that includes all customer-initiated cancellations except those due to 

changes in risk ownership, and cancellations limited to those in which a customer cancels all of 

their policies with the company/agent. Because cancellations that occur within only a few years 

of policy purchase seem especially likely to reflect dissatisfaction with the agent, we also report 

estimates based on customer-initiated cancellations that occur within one or two years of the 

contract initiation. Figure 3a shows the annual differences in cancellation rates across channels 

(DC-EA) for these cancellation rates. Differences patterns generally mirror those for end-of-term 

cancellations: DC cancellation rates are generally higher than EA rates (except for cancellation of 

all products in the year 2008 and 2009).  Differences appear to increase after the IMD, especially 

from 2009 to 2010, suggesting an increase in EA intermediation quality as a result of licensing. 

 Formal difference-in-differences results, shown in table 11, confirm that this apparent 

trend is significant, but only for customer cancellations after one or two years. Estimated 

coefficients on the post-IMD trend variable using this measure of cancellations are positive and 

significantly different from zero at the 5 or 10 percent confidence level for each sample.  For the 

other cancellation variables, the post-IMD dummy and trend variables look more like those in 

table 10: negative, very close to zero in magnitude, and not statistically different from zero.  

[Insert Figure 3a and Table 11 here] 
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To check the robustness of results for luxury sales, we examine difference-in-differences 

for each type of insurance separately (home insurance, home contents insurance, and accident 

insurance).
33

 Figure 3b shows the annual differences in luxury sales rates across channels (DC-

EA) for each insurance type.  Channel differences in these measures are again much more varied 

than those for cancellations.  There are no common patterns or trends across the different types of 

insurance and no common pattern of effects of the IMD.  More specifically, rates of luxury sales 

are higher in the DC channel than the EA channel for home insurance contracts, but are generally 

lower in the DC channel for home contents insurance and accident insurance.  The only notable 

change in the post-IMD period is that the rate of luxury product sales in accident insurance 

difference becomes positive in 2010 – meaning that luxury sales in the EA channel decrease 

dramatically relative to the DC channel.   

The formal difference-in-differences estimates reported in table 12 confirm the lack of 

strong patterns or effects of the IMD: although now positive in sign as expected under the 

quality-improvement hypothesis, none of the coefficient estimates on the post-IMD dummy or 

trend variables are statistically significant.  These results are similar to our earlier estimates of 

luxury product sales – we find no statistically significant effects of the IMD on this aspect of 

agent service quality – and thus our basic results are robust to this specification check. 

[Insert Figure 3b and Table 12 here] 

8. Conclusion 

Economic theory does not provide clear predictions regarding the net benefits of 

occupational licensing requirements, nor does it provide solutions of how such regulatory actions 
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 There are nearly twice as many home contents policies as home insurance or accident policies; thus, the data in 

figure 2b and table 10 are more reflective of the patterns seen in home contents insurance. 
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should be designed. The outcomes of licensing policies are often quite uncertain and depend 

crucially on the specifics of the licensing requirements and their implementation. In this study, 

we analyze the effectiveness of the EU Directive on Insurance Mediation (IMD), a law that was 

introduced to regulate access to the European insurance intermediary market as well as the 

conduct of business of intermediaries operating in this market. We focus on the question of 

whether the law, as it was implemented in Germany, met the original intentions of raising the 

quality of intermediation services.  

Because many insurance agents exited the market after the implementation of the 

Directive, one measure of its effectiveness in increasing agent quality is to determine whether 

those agents who exited were of lower quality than agents who remained in the market. Another 

measure is to determine whether those agents who remained offered higher service quality after 

the Directive than before. We test these hypotheses with data on exclusive agents and their 

portfolios of insurance contracts from a single insurer, using end-of-term customer cancellations 

and sale of luxury policies as our primary proxies for intermediation quality.  

The research results using both of these quality measures suggest that exclusive agents 

who exited the market due to licensing were not of intrinsically lower quality than the agents who 

remained. Results for those exclusive agents who remained in the market show that licensing 

resulted in a statistically significant increase in agent service quality – but only when measured 

by (low rates of) short-term customer-initiated cancellations. Finally, our data reveal a post-IMD 

rise in cancellation rates of insurance contracts sold by all agents and sales channels. The patterns 

in the data suggest that consumer search intensity increased as a result of agent licensing, and 

customers of exiting agents were particularly likely to search. Because exiting agents were not of 

lower quality than those who remained, and because licensing dramatically reduced the number 

of agents in the market, the benefits of this search to consumers are unclear.  



 
 

34 
 

The goals of the IMD are clearly oriented toward protecting consumers. Because 

insurance is intangible, often not easy to understand, but important for protecting wealth, 

intermediaries deserve attention from regulators. However, whether the desired goals of 

regulations are actually achieved should be closely examined. The results of this investigation 

suggest the need for additional research into the impact of the licensing regime on the business 

conduct of insurance intermediaries and the insurance choices of consumers.  



 
 

35 
 

References 
 

Akerlof, George A. 1970. The market for "lemons": Quality uncertainty and the market 

mechanism. The quarterly journal of economics 84:488-500.  

 

Anagol, S., Cole, S., and Shayak Sarkar 2012. Understanding the incentives of commissions 

motivated agents: Theory and evidence from the indian life insurance market. Harvard Business 

School Finance Working Paper. 

 

Angrist, Joshua D. and Jonathan Guryan. 2008. Does teacher testing raise teacher quality? 

Evidence from state certification requirements. Economics of Education Review 27: 483-503.  

 

Barrese, James, Helen I. Doerpinghaus, and Jack M. Nelson. 1995. Do independent agent 

insurers provide superior service? The insurance marketing puzzle. Journal of Risk and Insurance 

62:297-308.  

 

Barrese, James and Jack M. Nelson. 1992. Independent and exclusive agency insurers: a 

reexamination of the cost differential. Journal of Risk and Insurance 59:375-397.  

 

Beenken, Matthias. 2007. Am 22. Mai geht es los - oder? Versicherungswirtschaft 4:287-290.  

 

Carpenter, I. I., and Dick, M. 2012. Testing the Utility of Licensing: Evidence from a Field 

Experiment on Occupational Regulation. Journal of Applied Business & Economics, 13(2). 

 

Carroll, Sidney L. and Robert J. Gaston. 1981. Occupational restrictions and the quality of 

service received: some evidence. Southern Economic Journal 47:959-976.  

 

Cummins, J. David and Neil A. Doherty. 2006. The economics of insurance intermediaries. 

Journal of Risk and Insurance 73:359-396.  

 

Cummins, J. David and Steven N. Weisbart. 1977. The impact of consumer services on 

independent insurance agency performance: IMA Education and Research Foundation 

Glenmont, NY.  

 

Cupach, W. R., and Carson, J. M. 2002. The influence of compensation on product 

recommendations made by insurance agents. Journal of Business Ethics, 40(2), 167-176. 

 

Darby, Michael R. and Edi Karni. 1973. Free competition and the optimal amount of fraud. 

Journal of law and economics 16:67-88.  

 

Doerpinghaus, Helen I.. 1991. An analysis of complaint data in the automobile insurance 

industry. Journal of Risk and Insurance 57:120-127.  

 

Donald, S. G., and Lang, K. 2007. Inference with difference-in-differences and other panel data. 

The review of Economics and Statistics, 89(2), 221-233. 

 

Dulleck, U., and Kerschbamer, R. 2006. On doctors, mechanics, and computer specialists: The 



 
 

36 
 

economics of credence goods. Journal of Economic Literature, 5-42. 

 

Eckardt, Martina. 2007. Insurance intermediation: An economic analysis of the information 

services market: Springer.  

 

Eckardt, Martina and Solvig Räthke-Döppner. 2010. The Quality of Insurance Intermediary 

Services - Empirical Evidence for Germany. Journal of Risk and Insurance 77:667-701.  

 

Erlenbach, Erich. 2007. BaFin stößt an personelle Grenzen. Versicherungswirtschaft 3:204-205.  

 

Etgar, Michael. 1976. Service performance of insurance distributors. Journal of Risk and 

Insurance 43:487-499.  

 

Feldman, Roger and James W. Begun. 1985. The welfare cost of quality changes due to 

professional regulation. The Journal of Industrial Economics 34:17-32.  

 

Focht, Uwe, Andreas Richter, and Jörg Schiller. 2013. Intermediation and (Mis-)Matching in 

Insurance Markets—Who Should Pay the Insurance Broker? Journal of Risk and Insurance 

80:329-350.  

 

Forth, John, Alex Bryson, Amy Humphris, Maria Koumenta, Morris Kleiner, and Paul Casey. 

2011. In A review of occupational regulation and its impact. UKCES Evidence Report No. 40. 

Wath-Upon-Dearne: UK Commission for Employment and Skills.  

 

Goldhaber, Dan. 2007. Everyone’s Doing It, but What Does Teacher Testing Tell Us about 

Teacher Effectiveness? Journal of Human Resources 42:765-794.  

 

Gravelle, H. 1993. Product price and advice quality: implications of the commission system in 

life assurance. The Geneva Papers on Risk and Insurance Theory, 18(1), 31-53. 

 

Haas-Wilson, Deborah. 1986. The Effect of Commercial Practice Restrictions: The Case of 

Optometry. The Journal of Law and Economics 29:165.  

 

Harrington, David E., and K.J. Krynski. 2002. The effect of state funeral regulations on 

cremation rates: Testing for demand inducement in funeral markets. Journal of Law & 

Economics, 45: 199-223. 

 

Heinrich, Bernd, Marcus Kaiser, and Mathias Klier. 2008. Does the EU Insurance Mediation 

Directive help to improve Data Quality? - A metric-based analysis. In Proceedings of the 16th 

European Conference on Information Systems (ECIS).  

 

Hilliard, Jim, Lauren Regan, and Sharon Tennyson. 2014. Insurance Distribution. In Handbook of 

Insurance, ed. G. Dionne. 2
nd

 Edition: Springer.  

 

Inderst, R., and Ottaviani, M. 2009. Misselling through agents. The American Economic Review, 

99(3), 883-908. 

 



 
 

37 
 

Klee, Mark A.. 2010. How Do Professional Licensing Regulations Affect Practitioners? New 

Evidence. Mimeograph, Yale University.  

 

Klein, Benjamin and Keith B. Leffler. 1981. The role of market forces in assuring contractual 

performance. The Journal of Political Economy 89:615-641.  

 

Kleiner, Morris M.. 2000. Occupational licensing. The Journal of Economic Perspectives 14:189-

202.  

 

Kleiner, Morris M.. 2008. Licensing Occupations: Ensuring Quality or Restricting Competition? 

Industrial & Labor Relations Review 61:87.  

 

Kleiner, Morris M. and Robert T. Kudrle. 2000. Does Regulation affect Economic Outcomes? 

The Case of Dentistry. Journal of Law and Economics 43:547-582.  

 

Kleiner, Morris M. and Charles Wheelan. 2010. Occupational Licensing Matters: Wages, Quality 

and Social Costs. DICE REPORT.  

 

Kolodinsky, Jane. 1995. Usefulness of economics in explaining consumer complaints. Journal of 

Consumer Affairs 29:29-54.  

 

Kugler, Adriana D. and Robert M. Sauer. 2005. Doctors without borders? Relicensing 

requirements and negative selection in the market for physicians. Journal of Labor Economics 

23:437-465.  

 

Kurland, N. B. 1995. Ethical Intentions and the Theories of Reasoned Action and Planned 

Behavior1. Journal of Applied Social Psychology, 25(4), 297-313. 

 

Law, Marc T. and Sukkoo Kim. 2005. Specialization and regulation: The rise of professionals 

and the emergence of occupational licensing regulation. Journal of Economic History 65:723.  

 

Leland, Hayne E. 1979. Quacks, lemons, and licensing: A theory of minimum quality standards. 

The Journal of Political Economy 87:1328-1346.  

 

Regan, Laureen and Sharon Tennyson. 2000. Insurance Distribution Systems. In Handbook of 

Insurance, ed. Georges Dionne: Kluwer Academic Publishers. 

 

Reiff, Peter. 2003. Der Versicherungsvermittler in der VVG-Reformdiskussion. Zeitschrift für 

Versicherungswesen: 689-697.  

 

Reiff, Peter. 2007. Das Gesetz zur Neuregelung des Versicherungsvermittlerrechts: Verlag 

Versicherungswirtschaft.  

 

Rigby, Elizabeth, Rebecca M. Ryan, and Jeanne Brooks-Gunn. 2007. Child care quality in 

different state policy contexts. Journal of Policy Analysis and Management 26:887.  

 

Rottenberg, Simon. 1962. The economics of occupational licensing. In Aspects of labor 

economics, 3-20: Princeton University Press.  



 
 

38 
 

 

Schwarzbach, Christoph, Christoph Klosterkemper, Ute Lohse, and Johann-Matthias Graf vd 

Schulenburg. 2011. Auswirkungen der EU-Vermittlerrichtlinie auf die deutsche 

Vermittlerlandschaft. Zeitschrift für die gesamte Versicherungswissenschaft 100:369-387.  

 

Schwarcz, Daniel and Peter Siegelman, 2014. Research Handbook on the Law and Economics of 

Insurance, Edward Elgar Publishing. 

 

Shapiro, C., 1986. Investment, moral hazard, and occupational licensing. The Review of 

Economic Studies, 53(5), 843-862. 

 

Shilling, J. D., and C.F. Sirmans. 1988. The effects of occupational licensing in complaints 

against real estate agents. Journal of Real Estate Research, 3: 1-9. 

 

Spence, Michael. 1973. Job market signaling. The Quarterly Journal of Economics 87:355-374.  

 

Stigler, George J. 1971. The theory of economic regulation. The Bell journal of economics and 

management science 2:3-21.  

 

Svorny, Shirley. 2000. Licensing, market entry regulation. Encyclopedia of law and economics 

3:296-328.  

 

Terry, Laurel S.. 2009. The European Commission Project Regarding Competition in 

Professional Services. Northwestern Journal of International Law and Business 29:1.  

 

Trigo-Gamarra, Lucinda. 2008. Reasons for the coexistence of different distribution channels: An 

empirical test for the German insurance market. The Geneva Papers on Risk and Insurance-

Issues and Practice 33:389-407.  

 

Venezian, Emilio. 2002. Complaints Ratios: What (or Where) is the Beef? Journal of Insurance 

Regulation 20:19-46.   



 
 

39 
 

Table 1: Sample Observations by Year 

  2004 2005 2006 2007 2008 2009 2010 

Number of all Agents 2,273 2,502 2,644 2,843 1,399 1,151 1,037 

Number of contracts 361,112 357,102 353,565 349,625 344,917 339,022 331,924 

Number of customers 182,759 183,178 183,359 183,405 181,025 178,075 174,606 

        Number of all Exclusive Agents (EAs) 1,935 2,121 2,223 2,388 994 805 742 

         Professional 1,453 1,610 1,691 1,852 491 436 387 

         Office-worker 482 511 532 536 503 369 355 

Number of contracts advised by EAs 142,381 149,191 157,013 157,548 118,871 115,144 113,021 

Number of customers advised by EAs 79,960 85,416 91,690 94,161 70,512 67,268 65,382 
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Table 2: Customer Characteristics 

 
All exclusive agents Professional Agents 

Variable Mean Std. Dev. Mean Std. Dev. 

Average customer age 51.97 16.38 51.78 16.18 

Percent of customers who are female 0.43 0.49 0.43 0.49 

Percent of customers who are public employees 0.73 0.44 0.74 0.44 

Average distance to customers 27.36 110.72 23.23 95.62 

Percent of customers who live in county of insurer 0.91 0.29 0.92 0.28 

Percent of customers who pay via direct debit 0.78 0.41 0.78 0.41 

average number of contracts 2.17 1.38 2.23 1.40 
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Table 3: Agent Characteristics 

 

All exclusive agents 

 
Professional agents 

Agent Characteristics 

Agents 

who 

remain 

Agents 

who exit 
    

Agents 

who 

remain 

Agents 

who exit 

  

Agent age 43.8251 48.3848 *** 

 
49.1556 48.1044 * 

Average duration of policies serviced 12.6837 12.8256  

 
13.2311 12.1941 *** 

Number of new contracts (total 2004-2007) 11.4492 5.0197 *** 

 
17.7245 5.7627 *** 

Share of policies that are liability insurance 0.4805 0.4652 * 

 
0.4352 0.4524 * 

Share of polices that are home insurance 0.1487 0.1629 * 

 
0.1718 0.1738 

 Share of policies that are home contents insurance 0.2737 0.2505 *** 

 
0.2673 0.2510 * 

Share of policies that are accident insurance 0.0971 0.1214 *** 

 
0.1258 0.1228 

 Share of policies that are high-coverage 0.1306 0.1308  

 
0.1548 0.1434 

 Average end-of-term cancellation rate 0.0083 0.0104  

 
0.0110 0.0090 

 Average all-policies cancellation rate 0.0013 0.0033 *   0.0015 0.0024   
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Table 4: Share of luxury policies 

  2004 2005 2006 2007 2008 2009 2010 

Liability Insurance - - - - 2.4% 8.4% 14.8% 

Home Insurance 16.2% 17.8% 16.1% 16.4% 16.8% 16.9% 17.1% 

Home Contents Insurance 6.3% 13.6% 18.8% 23.3% 29.9% 35.0% 39.1% 

Accident Insurance - 5.0% 9.4% 12.4% 16.8% 21.6% 25.0% 
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Table 5: Annual Cancellation Rates 

Reason for cancellation Cancellation rates 

By Customer 2004 2005 2006 2007 2008 2009 2010 

End-of-term 0.01786 0.01359 0.01323 0.01481 0.01845 0.02212 0.02198 

After premium increase 0.00000 0.00000 0.00009 0.00246 0.00001 0.00001 0.00035 

After claim 0.00009 0.00011 0.00011 0.00009 0.00010 0.00016 0.00019 

Within two weeks 0.00000 0.00002 0.00006 0.00029 0.00037 0.00048 0.00052 

No more risk 0.01474 0.01505 0.01461 0.01109 0.01279 0.01109 0.00989 

Total customer-initiated 0.03270 0.02877 0.02810 0.02874 0.03172 0.03386 0.03293 

        By Insurer 2004 2005 2006 2007 2008 2009 2010 

End-of-term 0.00008 0.00016 0.00127 0.00021 0.00006 0.00004 0.00002 

After claim 0.00043 0.00059 0.00036 0.00039 0.00034 0.00031 0.00022 

Within two weeks 0.00052 0.00039 0.00030 0.00013 0.00002 0.00001 0.00000 

Total insurer-initiated 0.00103 0.00114 0.00194 0.00073 0.00043 0.00036 0.00024 

        Annual Cancellation Rate 0.03372 0.02991 0.03003 0.02947 0.03215 0.03422 0.03317 
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Table 6: Probit Estimates of Agent Exit after IMD 

 

 

 

 

 

 

 

 

 

 

 

VARIABLES (1) (2) (3) (4) (5) (1) (2) (3) (4) (5) (1) (2) (3) (4) (5)

Professional Agent 0.504*** 0.508*** 0.585*** 0.598*** 0.597***

(0.0247) (0.0249) (0.0283) (0.0282) (0.0282)

Agent cancellation rate 8.17e-05 0.000595 0.000530 -5.57e-06 -5.26e-06 -9.56e-05 0.00291* 0.00226 0.00124

(0.000316) (0.000540) (0.000547) (0.000448) (0.000492) (0.000485) (0.00150) (0.00158) (0.00161)

Proportion of high-coverage contracts -0.0425 -0.202*** -0.198*** 0.00701 -0.0880 -0.0894 -0.598*** -0.647*** -0.614***

(0.0505) (0.0733) (0.0731) (0.0452) (0.0658) (0.0657) (0.182) (0.226) (0.230)

Agent age 0.00229** 0.00218** 0.00489*** 0.00467*** 0.00462*** -0.00231** -0.00229** 0.000560 0.000429 0.000440 0.00353* 0.00222 0.00666*** 0.00551** 0.00544**

(0.00107) (0.00108) (0.00126) (0.00126) (0.00126) (0.00108) (0.00108) (0.00125) (0.00124) (0.00125) (0.00196) (0.00202) (0.00218) (0.00222) (0.00222)

Agent gender 0.128*** 0.129*** 0.133*** 0.137*** 0.138*** 0.133*** 0.133*** 0.139*** 0.142*** 0.142*** 0.193*** 0.209*** 0.202*** 0.215*** 0.216***

(0.0228) (0.0229) (0.0248) (0.0247) (0.0247) (0.0206) (0.0208) (0.0223) (0.0221) (0.0221) (0.0365) (0.0363) (0.0374) (0.0369) (0.0368)

Agent over age 60 0.188*** 0.188*** 0.252*** 0.253*** 0.254*** 0.113*** 0.113*** 0.167*** 0.168*** 0.168*** 0.117* 0.135** 0.187*** 0.201*** 0.202***

(0.0409) (0.0408) (0.0354) (0.0351) (0.0349) (0.0315) (0.0315) (0.0285) (0.0282) (0.0282) (0.0617) (0.0602) (0.0618) (0.0598) (0.0596)

Number of contracts in agent 's portfolio -0.000572*** -0.000577*** -0.000577*** -0.000408*** -0.000410*** -0.000410*** -0.000361*** -0.000370*** -0.000368***

(0.000113) (0.000114) (0.000114) (8.57e-05) (8.61e-05) (8.62e-05) (8.88e-05) (8.97e-05) (8.94e-05)

Number of contracts per customer -0.125*** -0.123*** -0.121*** -0.108*** -0.106*** -0.106*** -0.363*** -0.332*** -0.336***

(0.0350) (0.0348) (0.0348) (0.0280) (0.0281) (0.0282) (0.107) (0.108) (0.108)

Proportion of new contracts -0.0599*** -0.0501** -0.0486** -0.0432*** -0.0381** -0.0383** -0.0464* -0.0159 -0.0151

(0.0206) (0.0198) (0.0197) (0.0164) (0.0163) (0.0164) (0.0260) (0.0255) (0.0255)

Observations 2,006 2,006 1,756 1,756 1,756 1,504 1,504 1,302 1,302 1,302 794 794 777 777 777

All Professional AgentsAll Exclusive Agents Full-time Professional Agents

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1
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Table 7: Probit Estimates of Contract Level Quality Indicators, Exiting vs. Non-Exiting Agents, 2004-2006 

 

(1) (2) (3) (4) (5) (6)

VARIABLES Full Sample

Professional 

Agents

Professional Agents with 

more than 15 contracts Full Sample

Professional 

Agents

Professional Agents with 

more than 15 contracts

Agent-Exit Dummy 0.00412*** 0.00422*** 0.00403*** -0.0134 -0.0137 -0.0196

(0.000744) (0.000767) (0.000765) (0.0194) (0.0206) (0.0211)

Professional Agent -0.00357*** 0.0358**

(0.00108) (0.0156)

Age Difference (Agent Age - Customer Age) 9.16e-05*** 6.96e-05*** 7.22e-05*** -0.000308 -0.000563 -0.000522

(2.62e-05) (2.66e-05) (2.68e-05) (0.000938) (0.00108) (0.00111)

Distance Between Agent and Customer in km 1.66e-07 9.67e-07 6.69e-07 9.14e-05** 0.000102** 0.000102**

(8.73e-07) (7.35e-07) (7.72e-07) (4.57e-05) (4.30e-05) (4.33e-05)

Policy Duration in Years 0.000185*** 0.000185*** 0.000182***

(2.11e-05) (2.00e-05) (2.00e-05)

Customer Receives Public Employee Discount -0.000513 -0.000416 -0.000401 0.0142 0.0214* 0.0270**

(0.000366) (0.000384) (0.000385) (0.0105) (0.0115) (0.0115)

Customer Age 9.11e-06 -5.28e-06 -4.16e-06 -0.00292*** -0.00319*** -0.00313***

(2.65e-05) (2.83e-05) (2.85e-05) (0.000998) (0.00116) (0.00119)

Customer Pays Via Direct Debit -0.00186*** -0.00217*** -0.00204*** 0.0494*** 0.0503*** 0.0507***

(0.000442) (0.000443) (0.000441) (0.0115) (0.0130) (0.0131)

Customer Lives In The Same Region As Insurer 0.00154*** 0.00135** 0.00125** 0.0321 0.0412* 0.0444**

(0.000494) (0.000562) (0.000565) (0.0203) (0.0213) (0.0217)

Home Contents Insurance Dummy 0.000143 0.000130 0.000143 0.0669** 0.0766** 0.0781**

(0.000302) (0.000327) (0.000329) (0.0291) (0.0322) (0.0326)

Home Insurance Dummy -0.00209*** -0.00182*** -0.00181*** -0.500*** -0.500*** -0.497***

(0.000432) (0.000478) (0.000481) (0.0222) (0.0237) (0.0242)

Accident Insurance Dummy 0.0108*** 0.0105*** 0.0104***

(0.000893) (0.000949) (0.000948)

Year 2005 -0.000887*** -0.00117*** -0.00115*** 0.00696 0.00697 0.0104

(0.000330) (0.000365) (0.000367) (0.0131) (0.0147) (0.0148)

Year 2006 -0.000440 -0.000880** -0.000864** -0.0851*** -0.0835*** -0.0821***

(0.000381) (0.000398) (0.000400) (0.0140) (0.0159) (0.0160)

Observations 369,133 297,312 294,564 17,661 14,903 14,656

Dependent Variable: Cancel Dummy Dependent Variable: Luxury Product Dummy

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1
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Table 8: Probit Estimates of Post-IMD Change in Contract Level Quality Indicators for Non-exiting Agents, 2004-2010 

 

 

 

(1) (2) (3) (4) (5) (6)

VARIABLES Full Sample

Professional 

Agents

Professional Agents with 

more than 15 contracts Full Sample

Professional 

Agents

Professional Agents 

with more than 15 

Professional Agent -0.000326 0.0145

(0.000934) (0.0182)

Age Difference (Agent Age - Customer Age) 1.96e-05 -2.50e-06 -9.05e-07 -0.000544 -0.000559 -0.000501

(2.83e-05) (2.96e-05) (3.01e-05) (0.000804) (0.00104) (0.00108)

Distance Between Agent and Customer in km 2.23e-06*** 2.13e-06* 1.93e-06* -3.17e-05 4.33e-05 3.91e-05

(7.86e-07) (1.10e-06) (1.07e-06) (6.70e-05) (4.65e-05) (4.78e-05)

Policy Duration in Years 0.000305*** 0.000310*** 0.000294*** - - -

(1.54e-05) (1.83e-05) (1.81e-05) - - -

Customer Receives Public Employee Discount 0.00149*** 0.00178*** 0.00164*** 0.000427 0.00542 0.00983

(0.000309) (0.000370) (0.000376) (0.00706) (0.00874) (0.00912)

Customer Age -9.03e-05*** -0.000102*** -9.74e-05*** -0.00108 -0.00117 -0.00111

(2.94e-05) (3.36e-05) (3.42e-05) (0.000856) (0.00111) (0.00115)

Customer Pays Via Direct Debit -0.00188*** -0.00176*** -0.00178*** 0.0550*** 0.0568*** 0.0549***

(0.000301) (0.000364) (0.000367) (0.00710) (0.00887) (0.00917)

Customer Lives In The Same Region As Insurer -0.00183*** -0.00266*** -0.00275*** 0.0235 0.0326** 0.0314*

(0.000594) (0.000778) (0.000788) (0.0152) (0.0160) (0.0163)

Home Contents Insurance Dummy -0.000512** -0.000736*** -0.000687*** 0.540*** 0.577*** 0.593***

(0.000206) (0.000233) (0.000235) (0.0165) (0.0146) (0.0147)

Home Insurance Dummy -0.00323*** -0.00341*** -0.00348*** -0.0725*** -0.00989 0.00104

(0.000390) (0.000441) (0.000443) (0.0218) (0.0197) (0.0205)

Accident Insurance Dummy 0.00631*** 0.00603*** 0.00605*** 0.455*** 0.495*** 0.504***

(0.000513) (0.000533) (0.000538) (0.0310) (0.0285) (0.0303)

Post Regulation Dummy 0.00773*** 0.00788*** 0.00774*** 0.243*** 0.233*** 0.242***

(0.000422) (0.000400) (0.000407) (0.0101) (0.0112) (0.0123)

Observations 781,432 564,494 554,872 45,474 31,363 29,748

Dependent Variable: Cancel Dummy Dependent Variable: Luxury Product Dummy

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1
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Table 9: Yearly Probit Estimates Contract-Level End-of-Term Cancellations for All Exclusive Agents 

  (1) (2) (3) 

  Full Sample 

Professional 

Agents 

Professional Agents with 

more than 15 contracts 

Agent-Exit Dummy Year 2004 8.49e-05 0.000156 0.000168 

 

(0.000479) (0.000522) (0.000531) 

Agent-Exit Dummy Year 2005 0.000435 0.000387 0.000413 

 

(0.000364) (0.000406) (0.000415) 

Agent-Exit Dummy Year 2006 9.41e-05 0.000122 0.000152 

 

(0.000415) (0.000434) (0.000448) 

Agent-Exit Dummy Year 2007 0.000844 0.000821 0.000939 

 

(0.000707) (0.000782) (0.000797) 

Agent-Exit Dummy Year 2008 0.00187 0.00284** 0.00307* 

 

(0.00119) (0.00128) (0.00165) 

Agent-Exit Dummy Year 2009 0.00536*** 0.00188 0.00431*** 

 

(0.00139) (0.00128) (0.00164) 

Agent-Exit Dummy Year 2010 0.00419*** 0.00339** 0.00632*** 

  (0.00104) (0.00161) (0.00242) 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

 

 

 

 

 

 

 

 



 
 

48 
 

Table 10: DD Estimates of Post-IMD Change in Non-Exiting Agent Quality, 2004-2010 

Dependent Variable Estimated Effect of IMD 

Direct Channel - EA Channel Cancellation Rate 
Coef. 

Std. 

Err. 
P>|t| 

End-of-term cancellation - dummy regression 

   all exclusive agents who stay after 2008 -0.00196 0.00443 0.677 

professional agents who stay after 2008 -0.00316 0.00431 0.496 

professional agents with more than 14 contracts who stay after 2008 -0.00313 0.00435 0.504 

 
  

 End-of-term cancellation - trend regression   
 all exclusive agents who stay after 2008 -0.00010 0.00199 0.961 

professional agents who stay after 2008 -0.00060 0.00198 0.775 

professional agents with more than 14 contracts who stay after 2008 -0.00055 0.00199 0.795 

 
  

 Proportion of luxury products - dummy regression   
 all exclusive agents who stay after 2008 -0.08226 0.02915 0.037 

professional agents who stay after 2008 -0.05537 0.03400 0.164 

professional agents with more than 14 contracts who stay after 2008 -0.05720 0.03238 0.138 

    Proportion of luxury products - trend regression 

   all exclusive agents who stay after 2008 -0.02700 0.01675 0.168 

professional agents who stay after 2008 -0.01991 0.01622 0.274 

professional agents with more than 14 contracts who stay after 2008 -0.02161 0.01537 0.219 
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Table 11: DD Estimates of Post-IMD Change in Various Cancellation Rates for Non-Exiting Agents, 2004-2010 

 

Dependent Variable

Direct Channel - EA Channel Alternative Cancellation Rates Coef. Std. Err. P>|t|

Cancellation after one or two years - dummy regression

All exclusive agents who stay after 2008 0.00266 0.00241 0.319

Professional agents who stay after 2008 0.00235 0.00235 0.363

Professional agents with more than 14 contracts who stay after 2008 0.00235 0.00235 0.363

Cancellation after one or two years - trend regression

All exclusive agents who stay after 2008 0.00202 0.00076 0.046

Professional agents who stay after 2008 0.00185 0.00077 0.062

Professional agents with more than 14 contracts who stay after 2008 0.00185 0.00077 0.062

Cancellations except no more risk - dummy regression

All exclusive agents who stay after 2008 -0.00260 0.00442 0.581

Professional agents who stay after 2008 -0.00381 0.00432 0.419

Professional agents with more than 14 contracts who stay after 2008 -0.00386 0.00437 0.417

Cancellations except no more risk - trend regression

All exclusive agents who stay after 2008 -0.00041 0.00200 0.844

Professional agents who stay after 2008 -0.00094 0.00200 0.659

Professional agents with more than 14 contracts who stay after 2008 -0.00090 0.00202 0.674

Cancellation of all policies - dummy regression

All exclusive agents who stay after 2008 -0.00334 0.00270 0.271

Professional agents who stay after 2008 -0.00328 0.00224 0.203

Professional agents with more than 14 contracts who stay after 2008 -0.00342 0.00228 0.194

Cancellation of all policies - trend regression

All exclusive agents who stay after 2008 -0.00012 0.00135 0.933

Professional agents who stay after 2008 -0.00031 0.00117 0.800

Professional agents with more than 14 contracts who stay after 2008 -0.00034 0.00120 0.785

Estimated Effect of IMD
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Table 12: DD Estimates of Post-IMD Change in Luxury Proportions by Line for Non-Exiting Agents, 2004-2010 

 

Dependent Variable

Direct Channel - EA Channel Proportion of Luxury Products Coef. Std. Err. P>|t|

Accident Insurance - dummy regression

All exclusive agents who stay after 2008 0.02835 0.12203 0.828

Professional agents who stay after 2008 0.08617 0.12951 0.542

Professional agents with more than 14 contracts who stay after 2008 0.08480 0.13519 0.565

Accident Insurance - trend regression

All exclusive agents who stay after 2008 0.03875 0.04954 0.478

Professional agents who stay after 2008 0.05624 0.05199 0.340

Professional agents with more than 14 contracts who stay after 2008 0.05711 0.05430 0.352

Home Insurance - dummy regression

All exclusive agents who stay after 2008 0.04867 0.04440 0.323

Professional agents who stay after 2008 0.03815 0.04949 0.476

Professional agents with more than 14 contracts who stay after 2008 0.03908 0.04985 0.468

Home Insurance - trend regression

All exclusive agents who stay after 2008 0.01745 0.02030 0.429

Professional agents who stay after 2008 0.01072 0.02253 0.654

Professional agents with more than 14 contracts who stay after 2008 0.01057 0.02275 0.662

Home Contents Insurance - dummy regression

All exclusive agents who stay after 2008 -0.02156 0.02242 0.380

Professional agents who stay after 2008 0.02031 0.02396 0.435

Professional agents with more than 14 contracts who stay after 2008 0.00850 0.02407 0.738

Home Contents Insurance - trend regression

All exclusive agents who stay after 2008 -0.00321 0.01064 0.775

Professional agents who stay after 2008 0.01364 0.00948 0.210

Professional agents with more than 14 contracts who stay after 2008 0.00754 0.01018 0.492

Estimated Effect of IMD
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Figure 1: Contracts per Agent 
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Figure 2a: Annual Average End-of-Term Cancellations 
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Figure 2b: Annual Proportion of Luxury Policies 
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Figure 3a: Average Annual Cancellation Rate Differences (DC-EA) 
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Figure 3b: Differences in Average Annual Rates of Luxury Products (DC-EA) 
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