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ABSTRACT

This study examines the mediating role of
life insurance in enhancing the effectiveness
of personal financial management. The study
employs a qualitative research approach
based on literature review, combined with
empirical findings derived from secondary
data in Vietnam. Based on the theoretical
review and qualitative analysis, this study

focuses on examining the relationship
between life insurance and personal financial
management.

Key findings are:

(1) Life insurance acts as an intermediary
mechanism that transforms income, financial
awareness, and risk conditions into more
stable and sustainable financial outcomes.
This role is reflected in four dimensions: risk
resilience, financial stability, financial
discipline, and the achievement of long-term
financial goals.

(i1) In Vietnam, life insurance has contributed
positively to household financial stability
and long-term accumulation. However, its
effectiveness remains constrained by low
insurance penetration, limited financial
literacy, uneven service quality, and
declining public trust in the insurance
market.

(ii1)) The study proposes several policy
implications to develop the life insurance

personal financial management in Vietnam.
The findings contribute to extending the
perspective of life insurance from a risk
management tool to a mechanism that
supports financial well-being and sustainable
financial outcomes.

Keywords: Life insurance, personal
financial management, financial
effectiveness, financial well-being, risk
management.

1. INTRODUCTION

Amid increasing financial uncertainty and
economic instability, personal financial
management has become an essential
capability for maintaining long-term
financial ~ security and  sustainability.
Nevertheless, higher income levels and
greater financial literacy do not necessarily
translate into effective financial management
outcomes. Many individuals continue to

experience insufficient savings
accumulation, vulnerability to financial
shocks, and weak long-term financial

discipline. In this context, life insurance is
widely recognized as an effective instrument
for personal financial risk management and
i1s increasingly regarded as an integral
component of the personal financial system.
In Vietnam, although the life insurance
market has expanded considerably in recent

market and enhance the effectiveness of  years, the participation rate remains
relatively low, accounting for only
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approximately 11.7% of the population,
significantly below the levels observed in
developed economies [17]. Previous studies
have examined the relationship between life
insurance and personal finance; however,
most have primarily focused on insurance
participation behavior, insurance demand, or
broader risk management issues. Limited
attention has been paid to the role of life
insurance as an intermediary mechanism that
enhances the effectiveness of personal
financial management.

Accordingly, this study adopts a qualitative
research approach by combining theoretical
review with an analysis of the Vietnamese
context to clarify the mediating role of life
insurance. In doing so, the study aims to
contribute to both theoretical and practical
discussions in the field of personal finance.

2. LITERATURE REVIEW AND
RESEARCH METHODS

2.1. Literature Review

Studies on life insurance and personal finance
have generally evolved along three major
streams: (i) determinants of insurance
demand, (i1) the role of insurance in risk
management, and (iii)) the relationship
between financial literacy and financial
behavior.

First, research on life insurance demand has
primarily focused on economic and
demographic determinants. Beck and Webb
(2003) [3] found that income, inflation,
financial development, and institutional
factors significantly influence life insurance
consumption at the national level. Similarly,
Browne and Kim (1993) [4] demonstrated that
income and demographic structure are
important determinants of insurance demand.
These studies largely treat insurance as a
dependent variable, reflecting the outcome of
socio-economic conditions, rather than as a
financial instrument that may influence
personal financial outcomes.

Second, within economic theory, insurance is
widely regarded as a risk management
instrument under conditions of uncertainty.
According to Arrow (1963) [2], insurance
enables individuals to transfer risk in order to

maximize expected utility. Building upon this
theoretical foundation, numerous empirical
studies have examined insurance as a
mechanism for mitigating the effects of
income and consumption shocks. Dercon
(2002) [14] emphasized the role of financial
instruments  in  reducing  household
vulnerability to risk. Nevertheless, these
studies mainly focus on the protective
function of insurance and pay limited
attention to broader dimensions such as
financial discipline or the achievement of
long-term financial goals.

Third, in the field of personal finance and
financial behavior, extensive research has
highlighted the importance of financial
literacy in improving financial behavior.
Lusardi and Mitchell (2014) [11] found that
financial literacy is positively associated with
behaviors such as saving, retirement planning,
and participation in financial markets.
Likewise, Xiao (2016) [24] argued that
financial capability influences financial
satisfaction through financial management
behavior. However, these studies generally
assume a direct relationship between financial
awareness and financial behavior or
outcomes, without adequately considering the
mediating role of specific financial
instruments.

+ Research Gap

Although prior studies have identified the
determinants of life insurance demand,
limited attention has been given to examining
insurance as a factor influencing personal
financial outcomes [9]. At the same time,
research on personal finance has largely
approached the relationship between financial
literacy and financial outcomes from a direct
perspective, while overlooking the role of
intermediary mechanisms [11; 24]. In
addition, empirical evidence from developing
economies, particularly Vietnam, remains
limited. Consequently, the mediating role of
life insurance in enhancing the effectiveness
of personal financial management has not yet
been systematically clarified.
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2.2. Research Methods

To achieve the research objectives, this study
employs a qualitative approach by
synthesizing and analyzing both domestic and
international literature, along with descriptive
statistical analysis based on secondary data on
life insurance collected from sources such as
the Ministry of Finance and the Insurance
Association of Vietnam.

3. THEORETICAL FRAMEWORK

To explain the relationship between
perception, behavior, and personal financial
outcomes under conditions of uncertainty,
several prominent theories have been
developed, including the Theory of Planned
Behavior [1], Life Cycle Hypothesis [16],
Expected Utility Theory [2], and Behavioral
Finance [16]. These theories suggest that
financial literacy and income do not always
translate into effective financial behavior or
long-term wealth accumulation due to the
influence of risks and behavioral factors such
as lack of self-control and short-term
orientation. In addition, financial risks may
disrupt personal financial plans in the
absence  of  appropriate  protection
mechanisms. In this context, life insurance is
considered an intermediary financial tool that
supports risk management, financial stability,
and long-term accumulation.

3.1. Life insurance and the effectiveness of
personal financial management

Life insurance is considered a financial
instrument designed to protect individuals
and households against risks related to death,
disability, or loss of working capacity
through a risk transfer mechanism between
policyholders and insurance companies. Life
insurance is regarded as an important
component of  personal financial
management, helping individuals maintain
financial stability and protect long-term
income [21]. In addition to its protective
function, life insurance is also viewed as a
savings and financial accumulation tool for
long-term objectives such as education,
retirement, and investment.

In terms of characteristics, life insurance is
long-term in nature and operates through
periodic premium payments and benefit
payments when insured events occur or when
the policy matures. This mechanism not only
helps mitigate the impact of financial shocks
but also promotes financial discipline
through regular payment commitments.
Participation in life insurance is associated
with long-term financial planning, financial
literacy, and individuals’ self-control abilities
[20].

Common types of life insurance currently
include term life insurance, whole life
insurance, endowment insurance, and
investment-linked insurance. Each type is
designed to meet different financial needs
such as income protection, wealth
accumulation, or long-term investment.
Among them, investment-linked insurance
combines  protection and  financial
investment functions, allowing policyholders
to obtain insurance coverage while also
having opportunities to increase asset value.

Personal financial management refers to
the process of planning, organizing, and
controlling financial resources in order to
achieve both short-term and long-term
financial objectives. This process includes
activities such as income management,
expenditure control, saving, investment, and
risk management. The effectiveness of
personal financial management is reflected
not only in financial behavior but also in the
financial outcomes achieved.

Recent studies frequently approach the
effectiveness  of  personal  financial
management through the concept of financial
well-being, which reflects individuals’
financial stability, sense of financial control,
and ability to achieve financial goals [24].
International measurement  frameworks
further emphasize that financial effectiveness
should be evaluated from a multidimensional
perspective, including income, assets, risk
resilience, and long-term financial stability
[18].

In addition, personal financial effectiveness
is influenced by behavioral factors such as
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financial discipline and spending control
[11]. Accordingly, the effectiveness of
personal financial management can be
reflected through four key dimensions: (i) the
ability to achieve financial goals, (ii)
financial stability, (iii) resilience to financial
risk, and (iv) financial discipline.

Within this context, life insurance maintains
a close relationship with personal financial
management through its role as an
intermediary mechanism. Specifically, life
insurance transforms income into long-term
accumulation through periodic premium
payments, reduces the adverse effects of risk
on assets and consumption, and supports the
maintenance of financial discipline and long-
term financial goals. Nevertheless, existing
studies remain limited in systematically
examining this mediating role, particularly in
the context of developing economies.

3.2. The mediating role of life insurance in
personal financial management
effectiveness

Life insurance serves not only as a risk
management instrument but also as an
intermediary mechanism that transforms key
inputs of personal finance, including income,
financial awareness, and risk exposure, into
more stable and sustainable financial
outcomes. Saving motives and financial
literacy have a positive influence on the
demand for life insurance, indicating that life
insurance is considered a tool for supporting
financial planning and enhancing personal
financial security [12]. This mediating role is
reflected through its contribution to several
core dimensions of effective personal
financial management.

+ Enhancing risk resilience

One of the fundamental functions of
insurance is the transfer of risk from
individuals to insurance providers, thereby
reducing financial losses arising from
adverse events. In particular, life insurance
protects against the loss of human capital,
which represents the “engine” generating
future expected income [10]. According to
Arrow (1963) [2], insurance enables

individuals to maximize expected utility
under uncertainty by reducing fluctuations in
income and consumption. Empirical
evidence further suggests that access to
insurance instruments enhances household
resilience to financial shocks, particularly in
the context of increasing health and income-
related risks [14]. The integration of
supplementary riders, such as critical illness
coverage, accidental death benefits, or
premium waiver provisions, establishes a
more comprehensive financial safety net [7].
These mechanisms help prevent long-term
financial plans from being disrupted by rising
medical expenses and health-related risks.
Therefore, life insurance plays an
intermediary role in maintaining the
continuity of personal financial planning
under uncertain conditions.

+ Strengthening financial stability and
liquidity

Life insurance contributes to financial
stability by reducing interruptions in
household cash flow. In the absence of
insurance protection, financial shocks often
force individuals to rely on precautionary
savings or debt financing, thereby weakening
long-term financial capacity. In contrast,
insurance  benefit payments partially
compensate for lost income and help
maintain stable consumption over time,
consistent with theories of consumption
smoothing under uncertainty.

As an asset class, life insurance also
enhances portfolio stability due to its
relatively low correlation with stock and
bond markets during periods of financial
crisis [10]. Furthermore, life insurance
provides immediate liquidity to settle major
liabilities, such as mortgages, credit card
debt, or student loans, following the death of
a primary income earner. This mechanism
helps preserve household assets and prevents
the forced liquidation of assets under
unfavorable market conditions.
Consequently, life insurance plays an
important role in strengthening the stability
of personal financial systems.
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+ Promoting financial discipline

Beyond its protective function, life insurance
can influence financial behavior through
long-term commitment mechanisms.
Periodic premium payments create a fixed
financial ~ obligation that encourages
disciplined saving habits and discourages
excessive short-term consumption.
Individuals may proactively allocate savings
for premium payments through automatic
salary deductions or scheduled bank
transfers.

Life insurance contributes to maintaining
financial discipline, minimizing the impact
of risks on assets, and supporting individuals
in achieving financial goals throughout their
life cycle [16]. From the perspective of
behavioral finance, personal financial
decisions are often influenced by
psychological factors such as herd behavior,
short-term orientation, and inconsistency in
financial behavior. In this context, life
insurance can help reduce the effects of
short-term financial behavior through long-
term financial commitment and periodic
accumulation mechanisms. In particular,
long-term life insurance products with cash
value accumulation or surrender value
features enable individuals to maintain long-
term financial plans and enhance financial
stability over time. Binding financial
mechanisms such as insurance contracts may
therefore enhance self-control and financial
discipline [22]. As a result, life insurance can
be viewed as an intermediary mechanism that
converts financial awareness into more
practical and sustainable financial behavior.

+ Supporting the achievement of long-
term financial goals
Within the framework of the Life Cycle
Hypothesis, individuals allocate income over
time in order to achieve financial objectives
throughout their lifetime [16]. However,
financial shocks may disrupt this process.
Through both protection and accumulation
functions, life insurance helps ensure that
long-term financial goals, such as education
funding, retirement planning, or wealth
accumulation, are not undermined by

unexpected risks. According to life-cycle
theory, life insurance helps maintain the
continuity of  financial milestone
achievement [13].

Regarding education, educational investment
is a primary priority for most households.
Nevertheless, unforeseen events affecting the
primary income earner may jeopardize
children’s educational opportunities. In such
situations, life insurance serves as a financial
safeguard that enables children to continue
their education. In addition, whole life
insurance offers greater flexibility than
traditional  education  funds  because
accumulated cash value is often excluded
from financial aid asset calculations.

In terms of retirement planning, products
such as unit-linked insurance provide an
effective supplementary retirement
instrument by allowing policyholders to
access funds through withdrawals or loans
based on accumulated cash value without
incurring income tax liabilities [13]. Instead
of relying on pension payments provided by
social insurance systems, individuals
proactively develop their own financial
plans, accumulate savings regularly, and
finance their retirement income
independently in old age.

Accordingly, life insurance performs an
intermediary role in maintaining the
consistency of financial planning and
improving individuals’ ability to achieve
long-term financial objectives.

4. RESULTS

4.1. Development of the Vietnamese Life
Insurance Market

Life insurance was introduced in Vietnam in
1996, while foreign life insurance companies
officially entered the market in 1999. Over
the past two decades, the expansion of
Vietnam’s life insurance market has
progressively strengthened the role of
insurance within the personal financial
system. From a relatively underdeveloped
market, the sector has experienced
substantial growth in both market size, with
18 operating insurers, and coverage, reaching
approximately 11.7% of the population in
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2025 [17]. In addition, total life insurance
premium revenue increased significantly,
amounting to VND 237,211 billion in 2025,
while the total assets of the insurance
industry reached VND 1,113.6 trillion [23].
These developments suggest that life
insurance 1is becoming an increasingly
important component of personal financial
management in Vietnam, although its
contribution remains uneven among different
groups within society.

4.2. Assessing the contribution of life
insurance to the effectiveness of personal
financial management in Vietnam

+ Positive contributions

First, life insurance has contributed to
improving the financial resilience of
Vietnamese households, as reflected in the
increasing scale of insurance benefit
payments. According to the Ministry of
Finance (2024) [14], total insurance claim
payments across the market reached
approximately VND 86 trillion in 2023,
representing a substantial increase compared
to previous years. By 2025, total insurance
benefit payments had risen by 13.52% to
VND 91.845 trillion [23]. Several insurers
recorded particularly high claim payments,
including Bao Viet, Dai-ichi Life, Prudential
(VND 16.489 trillion) [19], and Manulife
(VND 9.060 trillion) [15]. The large volume
of benefit payments demonstrates the role of
insurance as a financial compensation
mechanism against shocks such as illness or
death, thereby helping households maintain
consumption levels and prevent asset
depletion. This finding is consistent with
theoretical arguments regarding the role of
insurance under uncertainty [2; 6].

Second, life insurance has contributed to
long-term financial accumulation through
capital  mobilization and  allocation
mechanisms. Total life insurance premium
revenue reached approximately VND 228
trillion in 2024 [13] and increased to VND
237.211 trillion in 2025 [23], while the total
assets of the insurance industry reached VND
1,113.6 trillion in 2025 [23]. At the same
time, insurance companies  reinvest

substantial financial resources back into the
economy each year [8]. At the individual
level, periodic premium payments facilitate
long-term asset accumulation, which is
consistent with the Life Cycle Hypothesis,
according to which individuals allocate
income over time to optimize consumption
and savings [16].

Third, life insurance contributes to personal
financial stability through income and
consumption smoothing mechanisms. In
Vietnam, where social security coverage and
household financial reserves remain limited,
unexpected events such as illness, accidents,
or job loss can significantly disrupt personal
finances. Insurance benefit payments help
compensate for income losses and reduce the
financial pressure caused by such shocks. As
a result, individuals and households are less
likely to deplete savings or rely heavily on
debt to maintain essential expenditures. In
this way, life insurance supports the
continuity of personal financial plans and
strengthens long-term financial resilience.
Fourth, life insurance has gradually
expanded its accessibility and integration
into the personal financial system, although
its penetration remains relatively limited.
Insurance companies in Vietnam
continuously develop and diversify products
to better meet customer needs. Product
diversification has provided consumers with
a broader range of financial choices. In
particular, several major insurers have
recently introduced unit-linked insurance
products that combine protection with
investment opportunities. For example,
Prudential offers seven investment funds for
customers, with an average five-year return
of approximately 10.7% for equity funds
[19], alongside hospital cashless payment
networks covering hundreds of hospitals
nationwide. As of August 2025,
approximately  11.7%  of  Vietnam’s
population participated in life insurance
programs [17]. Although this rate remains
low compared to developed economies, the
upward trend indicates that life insurance is
gradually becoming an integral part of
personal financial management.
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Nevertheless, insurance penetration relative
to GDP remains modest, suggesting
substantial room for future development.
Overall, the above evidence suggests that life
insurance in Vietnam has made notable
contributions to  enhancing financial
resilience, improving financial stability, and
promoting long-term financial accumulation.
However, these indicators mainly reflect
market-level developments and should
therefore be interpreted cautiously when
extending conclusions to the effectiveness of
personal financial management at the
individual level.

+ Limitations and underlying causes
Despite the significant growth of Vietnam’s
life insurance market in recent years, the role
of insurance in improving the effectiveness
of personal financial management remains
constrained by several limitations. These
constraints arise from market conditions,
operational mechanisms, and the financial
behavior characteristics of consumers.

First, life insurance coverage remains
relatively low and unevenly distributed,
limiting its contribution to financial stability
at the societal level. Although the
Vietnamese government aims to achieve an
insurance participation rate of approximately
18% of the population by 2030, the actual
rate only reached around 11.7% by August
2025, significantly lower than those of many
countries in the region and globally, such as
the Philippines (38%), Malaysia (50%),
Singapore (80%), and the United States
(90%) [17]. In addition, insurance
participation is concentrated mainly among
urban residents and middle- to high-income
groups, while rural and low-income
populations, which are generally more
financially vulnerable, have more limited
access to insurance products. This imbalance
weakens the role of life insurance as a broad-
based financial risk resilience mechanism.
Second, financial literacy and public
awareness of life insurance remain limited,
thereby affecting the effectiveness of
insurance utilization. In practice, many
individuals still perceive life insurance

primarily as a short-term investment or
savings channel rather than as a long-term
risk  management  instrument.  This
misunderstanding often creates unrealistic
expectations, leading to higher rates of early
policy termination and unstable policy
retention. Insurance market reports indicate
that policy persistency rates during the initial
years remain relatively low, reflecting
instability in consumer financial behavior
[14]. Moreover, insufficient financial literacy
also reduces individuals’ capacity to assess
risks and develop effective financial plans
[11].

Third, limitations in insurance distribution
quality, customer service, and market trust
continue to undermine the role of life
insurance in personal financial management.
During the 2020-2022 period, the
bancassurance channel experienced rapid
growth and accounted for a substantial share
of new premium revenues. However, this
expansion also generated concerns regarding
advisory quality, information transparency,
and product suitability. In many cases,
customers were not fully informed about
policy benefits, exclusion clauses, or
financial obligations, resulting in
mismatched expectations and subsequent
disputes.  Several controversial cases
reported in the media and on social networks
have further intensified public skepticism
toward life insurance, negatively affecting
the reputation of the entire industry and
weakening consumer trust in the insurance
market.

As a consequence, new business premium
revenues in the life insurance sector declined
significantly in 2023 following a period of
rapid expansion [14]. In addition, early
policy surrender and unstable policy
retention rates have shown an increasing
trend, thereby reducing the effectiveness of
insurance as a mechanism for financial
stability and long-term accumulation. Market
competition also remains heavily focused on
expanding sales and reducing premiums,
while customer care and after-sales services
have not received equivalent attention.
Furthermore, insurance claim settlement
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processes continue to face obstacles due to
complex administrative procedures and
dependence on verification from external
authorities, thereby negatively affecting
customer experience and confidence in life
insurance services.

Fourth, technological infrastructure and
market transparency remain insufficiently
developed, affecting governance efficiency
and risk control. Some insurance companies
have yet to establish integrated information
systems capable of effectively managing
policyholder data, customer segmentation,
and risk assessment. This situation not only
increases operational costs but also creates
vulnerabilities in fraud detection and
insurance abuse prevention. Moreover,
although the revised Law on Insurance
Business came into effect in 2023, its
practical implementation still requires time
to fully establish regulatory frameworks
related to advisory practices, distribution
activities, and consumer protection.

Finally, the income structure and
consumption behavior of Vietnamese
consumers also limit the effectiveness of life
insurance in personal financial management.
Per capita income remains at a moderate
level, while short-term  consumption
preferences continue to dominate consumer
behavior, reducing the willingness and
ability of individuals to participate in long-
term financial products such as life
insurance. This indicates that the role of
insurance in personal financial management
depends not only on market development but
also on the financial literacy and behavioral
characteristics of the population.

5. DISCUSION

Based on the findings regarding the
mediating role of life insurance and the
existing limitations of the Vietnamese life
insurance market, this study proposes several
policy implications to enhance the
effectiveness  of  personal financial
management through life insurance.

First, greater emphasis should be placed on
financial education and improving public
awareness of life insurance. In practice,

many individuals still perceive life insurance
primarily as a short-term investment or
savings instrument rather than a long-term
risk management and financial stability tool.
Therefore, financial education programs
should be systematically implemented
through schools, mass media, and digital
platforms  to  improve  individuals’
understanding  of  personal financial
management, risk assessment, and the role of
insurance in long-term financial planning.
Second, it is necessary to restore and
strengthen consumer confidence in the life
insurance market. Regulatory authorities
should enhance supervision of insurance
distribution activities, particularly
bancassurance channels, by standardizing
advisory processes, improving product
transparency, and  strengthening the
accountability of insurers and distribution
institutions. At the same time, misleading
sales practices and coercive insurance selling
should be strictly addressed to protect
consumers and improve the market’s
reputation. Strengthening public trust is
essential for  sustaining insurance
participation and improving personal
financial management outcomes.

Third, insurance companies should improve
service quality and operational efficiency.
Insurers need to invest more heavily in
information technology to enhance customer
data management, risk assessment, and fraud
prevention systems. In addition, claim
settlement procedures should be simplified,
administrative  burdens reduced, and
processing times shortened to improve
customer experience. Shifting competition
from sales expansion and premium reduction
toward service quality and value creation
would contribute to the sustainable
development of the insurance market.
Fourth, insurance products should be
designed to better match the income levels
and financial needs of Vietnamese
consumers, particularly middle- and low-
income groups as well as rural populations.
Affordable, simple, and flexible insurance
products would help expand insurance
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coverage and strengthen household financial
resilience on a broader scale.

Finally, in the long term, it is important to
further improve the legal framework and
enhance market transparency. The effective
implementation of the revised Law on
Insurance Business should be accompanied
by more detailed regulations on consumer

protection, information disclosure, and
advisory responsibilities of insurance
companies. A transparent, stable, and

efficiently regulated insurance market would
provide a solid foundation for life insurance
to fully perform its mediating role in
enhancing personal financial management
effectiveness in Vietnam.

6. CONCLUSION

This study confirms that life insurance plays
a mediating role in transforming financial
awareness, income, and risk exposure into
positive personal financial outcomes in
Vietnam. However, the effectiveness of this
mechanism remains constrained by low
insurance penetration and behavioral factors.
The findings contribute to broadening the
perspective on life insurance from merely a
risk management instrument to a mechanism
for enhancing the effectiveness of personal
financial management.
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