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The Effects of Bancassurance on the Efficiency
of Financial Institutions

Bong-Joo Lee* - Soon-Jae Lee** : Sechang Jung***

Abstract

The purpose of this paper is to reveal the effects of integration when banks and insurers
combine and to examine which types of financial firms are appropriate for a bancassurance
partner in terms of the cost, revenue, and profit efficiency. The thick frontier and scenario
analysis are employed to measure the efficiency change. We find that, while foreign and
small~ and medium-sized insurers can gain cost and profit efficiency through financial
convergence, they lose revenue efficiency. On the other hand, large insurers can realize cost
efficiency, but lose revenue and profit efficiency. Banks as a whole can realize revenue and
profit efficiency, but lose cost efficiency. As a bancassurance partner for banks, large
insurers are most suitable due to their related product portfolio and good reputation. Banks
partnering with small- and medium-sized insurers results in a gain in revenue efficiency, but
a loss in profit efficiency.

Key words: financial convergence, bancassurance, thick frontier, cost efficiency, revenue
efficiency, profit efficiency.
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