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Abstract This study investigates the complex relationship between insurance and investment strategies in
the Czech Republic using a PICOT-PRISMA approach that focuses on high-impact Social Sciences
Citation Index (SSCI) articles from Q1-Q3 journals. By examining both mandatory and optional
insurance types, we highlight their impact on societal welfare and individual autonomy. The
study also uses VECM econometric analysis to reveal distinct patterns across different economic
agents: households have a stable long-term equilibrium, with increased insurance coverage cor-
related with higher investment levels, implying complementarity. Non-financial companies, on
the other hand, show a substitution effect, with increased insurance coverage resulting in lower
investment. At the aggregate economic level, we see a stronger positive relationship, with in-
vestment serving as the primary driver and insurance playing a more passive role. These findings
contribute to the literature by providing empirical evidence on the nuanced interaction of insur-
ance and investment in a small open economy, highlighting the impact of specific economic, reg-
ulatory, and sociocultural factors, as well as divergent incentives and risk profiles among house-
holds and corporate entities.
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INTRODUCTION

Insurance and hedging are an integral part of the
investment strategies of economic agents. Financial
goals, risk tolerance, and overall financial situation in-
fluence individuals’ financial decisions. Insurance strat-
egies are employed to manage risk, preserve capital,
maximize portfolio returns, and maintain financial sta-
bility. As economic agents consider investment as part
of their insurance strategies, there is an intriguing "vice
versa" perspective. Life insurance is an example; in ad-
dition to providing financial security to their loved ones
in the event of their death, it also allows people to
grow their wealth over time through various tax and
non-tax incentives provided by the insurance company.

At the macroeconomic level, massive foreign direct
investment (FDI) inflows were observed in the Czech
Republic during the transformation period at the begin-
ning of the twenty-first century. Foreign direct invest-
ment (FDI) inflows were not always successful, and
state incentives were ineffective (Bolcha & Zemplinero-
va, 2012), however, during the transformation period,
foreign-owned companies served as a creative-
destructive business process innovation wave in the
Shumpeterian sense, particularly in the manufacturing
industry, and contributed to technological knowledge
spillovers and productivity growth (Vokoun, 2016).

The "vice versa" investment-insurance perspective
here is also intriguing, as we can see that state insur-
ance (risk mitigation) policies for investors, such as tax
holidays, direct investment incentives, and long-term
provision of national subsidies for companies, served as
a crucial decision factor for their investment strategies,
a type of rent-seeking behavior that resulted in crowd-
ing-out even in the case of foreign-owned innovators
(Vokoun, 2020). Nowadays, the Czech Republic exem-
plifies economic resilience and sustainable growth in
the heart of Europe (Zenka et al., 2019). The interplay
between insurance and economics emerges as a pivotal
factor influencing the nation's trajectory as it continues
to forge its path in the global economy (Oprea et al.,
2020; Bilenko, 2022). This article examines the complex
relationship between insurance and investment in the
Czech Republic, shedding light on the key drivers, chal-
lenges, and opportunities that shape the process of
decision-making and policy-making (Bilenko, 2022;
Odei et al., 2021; Paleckova & Preckova, 2023).

THE BACKGROUND

Individuals and businesses regularly evaluate their
investment and insurance strategies in light of changing
economic conditions and risks. New threats are emerg-
ing due to the ongoing international conflict between
Russia and Ukraine, trade wars between the United
States and China, etc. Traditional risk factors are man-
aged by organizations through internal risk manage-
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ment departments and procedures, as well as profes-
sional financial advice to stay informed about market
developments and a diversified approach to invest-
ments and risk management. These are critical princi-
ples for organizations in the Czech Republic and the
European Union to adapt to changing economic land-
scapes and improve financial resilience.

The European Union's core objective is to promote
peace, adhere to many practical, cultural, and ethical
values, and shape Europe as a single economic space
(Fiala et al., 2021). Numerous indicators can be used to
compare countries or regions, including GDP and GNI
(Stanickova et al., 2018). Other factors such as people's
social circumstances, attitudes towards environmental
protection, sense of security, and happiness are also
assessed as GDP is increasingly seen as an insufficient
indicator of living standards.

Organizations, particularly global corporations,
recognize that gross value-added and profit maximiza-
tion depend on environmental, societal, and govern-
mental (ESG) objectives. New risk management pro-
cesses must be implemented in light of ESG goals and
increasing globalization tendencies. The most feared
new threats are terrorism, cybernetic incidents, hybrid
wars, cultural diversity issues, and the return of eradi-
cated or global civilization diseases (Maresova et al.,
2018; Landovska & Karbanova, 2022; Polat & Andres,
2019).

All these factors contribute to the necessity of re-
search on increasing demand for insurance products
and developing new hedging strategies for investment
projects. Policy-makers are recognizing the new
threats; however, the economic policy response lag
and implementation lag and the delay in passing new
laws is a new source of uncertainty and heated political
debate. That is why Czech households and organiza-
tions are now more open to new investment strategies,
including insurance, increasing their incomes, and it
impacts the economy and money flow in the Czech
Republic (Blaschke, 2022).

INSURANCE IN THE CZECH REPUBLIC

Insurance moves beyond its traditional role as
a risk mitigator to become a significant economic con-
tributor. The Czech Republic is one of the countries
with the highest incidence of insurance products, based
on knowledge of commercial and non-commercial in-
surance (Bryndova et al., 2019). In addition, it is a coun-
try with many types of insurance, ranging from life and
property insurance to insurance against theft, vandal-
ism, or damage to third parties (Budska & Fleischmann,
2021). Based on the compound annual growth rate
(CAGR) between 2010 and 2022, the gross premium of
life insurance is growing by 0.87%, and non-life insur-
ance is increasing by 3.11% yearly (Table 1). As is typi-
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cal of non-life insurance contracts, the gross premiums
of non-life insurance products are growing faster than
the inflation rate (a dynamic part of contracts). When
the growth rates of inflation (GAVG 1.85%) and non-life
insurance (CAGR 0.87%) are compared, we can see
those nominal annual figures of life insurance are grow-
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ing slower than the yearly inflation rate. This develop-
ment suggests a possible decrease in absolute value,
and we can see a diverse growth and higher popularity
of non-life insurance products alongside the effect of
the Non-Life to Life Ratio (Table 1).

Table 1: Gross premium of life insurance and non-life insurance in thousands of CZK
in the Czech Republic between 2010 and 2022
Non-Life Insurance

Annual Inflation Rate

Life Insurance

Year (Thousands of CZK) (Thousands of CZK) WG RiRGE:ED (CPI)
2010 44 481 668.00 72249 017.00 1.62 1.50%
2011 46 573 794.00 69 090 093.00 1.48 1.90%
2012 46 273 376.00 67 570 584.00 1.46 3.30%
2013 46 447 711.00 67 545 890.00 1.45 1.40%
2014 46 147 621.00 68 856 499.00 1.49 0.40%
2015 44 463 713.00 71 600 563.00 1.61 0.30%
2016 43 661 822.00 74 798 349.00 1.71 0.70%
2017 43 692 786.00 79 671 496.00 1.82 2.50%
2018 43967 931.00 85 405 384.00 1.94 2.10%
2019 45 149 818.00 91 148 630.00 2.02 2.80%
2020 47 548 317.00 93 352 891.00 1.96 3.20%
2021 48 239 678.00 98 810 619.00 2.05 3.80%
2022 49 767 567.00 107 597 467.00 2.16 15.10%
CAGR 0.87% 3.11% 2.22% GAVG: 1.85%

Notes: Based on adjusted figures for the previous year of a given annual report. Life insurance is current and single
premium annualized on a 10-year basis. Non-life insurance direct and indirect business, motor liability, accident insu-
rance, business, retail property, and liability insurance, excluding premiums ceded to Czech Association of Insurance
Companies members. Compound Annual Growth Rate (CAGR). Geometric average value (GAVG). Consumer price

index (CPI)

Source: Authors’ own calculations based on Ceskd Asociace Pojistoven (2023) datasets.

The Czech Republic has a statutory health insur-
ance (SHI) system based on mandatory membership in
one of the health insurances companies. It means that
insurers are quasi-public, self-governing organizations
that serve as payers and purchasers of care (Preckova
& Paleckova, 2023). The inhabitants can choose their
health insurers and healthcare providers (Bryndova et
al., 2019; Alexa et al., 2015). Mandatory health insur-
ance was introduced in 1992, with eligibility deter-
mined by permanent residence. Initially, the insurance
was administered by a single insurance company
(Vseobecna Zdravotni Pojistovna, VZP), but later on,
competing health insurance companies with the legal
status of independent public law entities were intro-
duced (OECD, 2017; Thomson et al.,, 2018; Budska
& Fleischmann, 2021).

In the EU, health insurance is not always easily ac-
cessible for migrants as it is “limited only to citizens
who conform to sexualized, racialized, and classist ide-
as about the good, hard-working citizen” (Probst, 2023,
p. 7). A new research topic in insurance deals with the
moral economy of EU public health insurance provi-

sion. The modern perspective describes more possibili-
ties for how insurance can work, but the rule is that no
one shall enrich themselves at the expense of insur-
ance (Ceska Asociace Pojistoven, 2023; Danieli & Jaku-
bik, 2022).

INVESTMENTS IN THE CZECH REPUBLIC

Investment incentives were initially designed to
encourage foreign capital inflows into developing econ-
omies. They are now available in Western Europe's
developed countries. They no longer serve their prima-
ry purpose but have become a standard economic poli-
cy tool for assisting specific, usually isolated, weaker
regions. Like any comprehensive system, the invest-
ment incentives system has supporters and opponents
who disagree with their justification. Using data on
investment incentives provided by Czechlnvest and
selected macroeconomic indicators, it was determined
that their impact on positive economic development in
the Czech economy was statistically negligible
(Blaschke, 2022).
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Table 2: Shares of regional foreign direct inflow and regional level of GDP per capita in the Czech Republic
in 2014, 2017, and 2021

2021
FDI inflow

(Millions of
CZK)

GDP p.c.

FDI inflow
(Millions of
CZK) CZK)

2017 2014
FDI inflow
(Millions of

GDP p.c. GDP p.c.

Czech Republi

('I?((:tcal) epublic 4,400,464.0 571,051.0 3,321,271.0 482,622.0 2,774,601.0 412,908.0
E?:glza; City of 64.0% 221.0% 61.7% 220.0% 54.5% 221.0%
E:Fgelggéeskv 8.2% 87.0% 7.9% 91.0% 11.9% 90.0%
ﬁf\il(?erlkv 1.7% 79.0% 2.9% 81.0% 3.3% 81.0%
-

Pigell"?:k\'/ 2.5% 88.0% 2.8% 91.0% 3.3% 92.0%
-

Kzrglloo\?arsk\'/ 0.7% 59.0% 0.8% 65.0% 0.8% 68.0%
.

Uiitﬂy 2.4% 69.0% 2.4% 71.0% 3.0% 73.0%
Eii)gelroenck\'/ 1.5% 74.0% 1.8% 77.0% 2.1% 77.0%
Efélgllc?:éhradecky 2.0% 91.0% 1.9% 89.0% 1.9% 84.0%
-

Pziﬂicky 1.5% 79.0% 1.5% 81.0% 1.5% 79.0%
o

st:;?na 2.0% 81.0% 1.8% 82.0% 1.9% 83.0%
-

JiE(g)Irir(])ravsky >:3% 38.0% 4.7% 93.0% 5.7% 94.0%
g|e§rl’:2ucky 1.5% 79.0% 1.4% 77.0% 1.4% 75.0%
Regi

Zﬁf;ok; 1.7% 85.0% 2.0% 85.0% 2.0% 86.0%
-

I\/(Ieogrlz\r/]skoslezsky >:2% 79.0% 6.4% 81.0% 6.8% 83.0%

Note: Foreign Direct Inflow (FDI) are investments in equity capital, reinvested earnings, and other means
(intercompany claims and liabilities: borrowing and lending of funds, including debt securities and trade credits).
Gross Domestic Product per capita in nominal prices (GDP p.c.)

Source: Authors’ own calculations based on Czech Statistical Office (2023) datasets.

Vu et al. (2023) describe the spillover effects that
can be important for a country's development and eco-
nomic growth. It could manifest at the firm level or the
level of the whole country. This was also observed in
the Czech Republic (Damborsky, 2023). The localization
strategies determine the direct investments. Unfortu-
nately, regions with more considerable unemployment
and lower regional GDP are not targeted by FDIs (Table
2) or national assets.

Recent development shows a steady 4.4% annual
compound growth rate of households’ investments in
medium- and long-term consumer durables between
2010 and 2023. The gross fixed capital formation of
non-financial companies is a bit higher, about 5%. The
riskier investments in research and development pro-
jects are growing by 6.28%. We can observe organiza-
tions’ need to adapt to digitalization with an invest-
ment annual compound growth rate of about 12% be-
tween 2010 and 2023 (Table 3).
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Table 3: Expenditures of households, non-financial corporations, and total Research and development
and Software and Databases expenditures in the Czech Republic between 2010 and 2023
Household
expenditures on
Year medium- and long-term
consumer durables
(Millions of CZK)

Gross fixed capital
formation - Software
and databases
(Millions of CZK)

Gross fixed capital
formation - Research
and development
(Millions of CZK)

Gross fixed capital
formation of non-

financial corporations
(Millions of CZK)

2010 293,302.00 605,096.00 46,608.00 62,501.00
2011 297,969.00 656,160.00 49,279.00 72,162.00
2012 287,211.00 671,614.00 60,508.00 77,954.00
2013 291,087.00 669,140.00 60,324.00 77,028.00
2014 301,122.00 686,336.00 65,507.00 78,667.00
2015 324,081.00 742,631.00 69,041.00 96,270.00
2016 348,315.00 769,717.00 71,836.00 104,020.00
2017 387,444.00 839,161.00 77,886.00 117,816.00
2018 404,524.00 878,140.00 86,743.00 150,990.00
2019 422,234.00 966,954.00 106,640.00 181,171.00
2020 405,396.00 895,479.00 90,199.00 199,524.00
2021 437,659.00 950,518.00 87,559.00 217,544.00
2022 513,270.00 1,144,791.00 102,898.00 274,566.00
CAGR 4.40% 5.03% 6.28% 12.06%

Notes: Nominal values. Compound Annual Growth Rate (CAGR). Household domestic expenditures made by resi-

dents and non-residents

Source: Authors’ own calculations based on Czech Statistical Office (2023) datasets.

The research dealing with Czech microeconomic
agents like households and individuals is limited to fi-
nancial literacy topics; however, the “Buy and Hold”
strategy is the most popular in common investment
strategies. Mutual funds attract investors or buy stocks
and hold them for an extended time (Rihova et al.,
2022).

METHODOLOGY

This study employs a dual methodological ap-
proach: (1) an econometric analysis using vector error-
correction modeling (VECM), and (2) a systematic liter-
ature review using a modified PRISMA—PICOT frame-
work.

ECONOMETRIC ANALYSIS

The econometric analysis investigates the relation-
ship between insurance payments (D71, based on ESA
methodology) and gross fixed capital formation. A vec-
tor error-correction model (VECM) is used to analyze
quarterly time series data from 2001Q1 to 2024Q2. To
facilitate interpretation, the variables were logarithmi-
cally transformed. The analysis is carried out under
three different scenarios: household sector, non-
financial private sector, and combined sector analysis.

Table 4: Summary statistics, investment expenditures and insurance paid, quarterly data of households
and private non-financial sector between 2021 and 2024

Variable Y EET) S.D. Min Max
Investment (Households) 67433 24192 34884 1,45 x 10°
Insurance (Households) 5285 1838 1808 10794
Investment (Companies) 1,68 x 10° 52907 26097 3,32x10°
Insurance (Companies) 4134 1145 2663 8763

Source: Authors’ own work.

The VECM framework was chosen due to the coin-
tegrated nature of the dependent variables. We de-
fined the models using three different deterministic
trend specifications based on the time series develop-
ment: restricted trends, constant, and restricted con-

stant. We used the Johansen cointegration test to con-
duct our cointegration analysis. Prior to model estima-
tion, we performed: (a) rank selection tests to deter-
mine the appropriate number of cointegrating relation-
ships, (b) cointegration tests to confirm the presence of
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long-run relationships, and (c) post-estimation diagnos-
tics such as an autocorrelation, stability, and normality
tests.

It should be noted that the mode of inference was
conservative, as the models did not include exogenous
control variables, and none of the specifications
achieved strict normality in their residuals. Nonethe-
less, it produces the best estimates for the pure invest-
ment and insurance expenditures interactions, and we
recognize these limitations in our interpretation.

LITERATURE REVIEW

The literature review uses a simplified PRISMA-
PICOT framework and focuses solely on Web of Science
Q1-Q3 journals. The review was conducted in several
stages. The first phase involved developing a search
strategy (Kim, 2023; Bahl, 2023). We developed a PI-
COT research question that addresses: Population (P):
Families, individuals, and businesses as economic
agents; Intervention (l): Understanding of insurance,
investment, and insurance-investment strategies. Com-
parison (C): Strategy implementation and influence on
financial decision-making in the Czech Republic; Out-
come (0O): Implementation, stakeholder relationships,
and alignment with global trends. Time (T): 2019-2023.

The second phase involved the initial search and
filtering process. The initial search (July—September
2023) yielded 6,319 articles for the “invest* insur*”
search phrase. The inclusion criteria were: Publication
period: 2019-2023. Languages: Czech, Slovak, or Eng-
lish. Database: Web of Science, Index: Social Sciences
Citation Index (SSCl), Journal Quartiles: Q1-Q3, and
Subjects: Economics, Political Science, and Sociology.

The third phase involved conducting a systematic
review. Initial screening yielded 97 relevant articles (as
of September 3, 2023). The abstract review phase elim-
inated irrelevant articles, focusing specifically on the
insurance-investment interaction. Full-text analysis of
the remaining articles. Final inclusion included 18 stud-
ies that met all criteria. The review deliberately focused
only on high-impact literature from the Web of Science
database, with a particular emphasis on articles dis-
cussing the interaction of insurance and investment in
the Czech Republic context. Conference proceedings,
abstracts, and non-full-text research papers were all
excluded and relevant non-high-impact literature re-
sources are already considered in the context part in
the introduction section. The filtering process empha-
sized the relevance to the insurance-investment rela-
tionships, resulting in a more focused analysis of this
particular domain.

REsuLTS

The Czech Republic offers a unique environment
for research in investment and insurance strategies in
the complex realm of financial management (Fisera et

al., 2023). The connection between these two domains
is not merely coincidental but complex. Over the last
three decades, there has been a significant increase in
the adoption of explicit deposit insurance schemes that
operate globally, and the literature has highlighted sev-
eral effects of introducing such laws in shaping the con-
sumer and corporate banking landscape (Meier et al.,
2021).

Investment strategies can also benefit Czech citi-
zens because, as new fintech companies demonstrate,
they can be simple and easy to implement if regional
internet infrastructure is inclusive (Lu et al., 2021). Indi-
viduals and families in the Czech Republic can benefit
from combining investment and insurance strategies.
Stable financial growth and risk management improve
the security of an individual's life, a corporation, and
society. (Haq et al.,, 2022; Torri et al., 2022; Jakubik
& Teleu, 2022).

COMPULSORY INSURANCE: A SAFETY NET FOR
ALL

Insurance is essential in modern society because it
protects individuals, businesses, and governments from
unforeseen risks. As in many other countries, insurance
in the Czech Republic is divided into two broad catego-
ries: compulsory and optional. These classifications
represent various approaches to risk management and
financial protection (Stanék et al., 2022).

Compulsory insurance requires specific coverage
for certain individuals or entities (Torri et al., 2022).
This type of insurance is typically mandated by law and
serves as a safeguard to ensure everyone's safety. Mo-
tor Third-Party Liability (MTPL) insurance is compulsory
for every vehicle owner in the Czech Republic. They
must have motor third-party liability insurance to cover
potential damages caused to third parties in the event
of an accident. Employer's Liability insurance is compul-
sory for all employers who must cover workplace acci-
dents and occupational diseases their employees
suffer. While not entirely critical, health insurance in
the Czech Republic is mandatory for residents (Maciak
et al, 2022). This ensures universal access to
healthcare services while reducing the strain on the
public health system (Haq et al., 2022; Torri et al.,,
2022).

OPTIONAL INSURANCE: TAILORING
PROTECTION TO INDIVIDUAL NEEDS

Optional insurance, as opposed to compulsory in-
surance, allows individuals and businesses to select the
types of coverage they deem necessary or desirable.
This approach acknowledges that risks differ signifi-
cantly between individuals and entities, and not all may
require the same level of protection (Mazurchenko et
al.,, 2022). Property insurance, life insurance, travel
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insurance, and liability insurance are examples of op-
tional insurance in the Czech Republic.

Property owners can choose property insurance to
protect their assets from common risks such as theft,
pipeline accidents, and natural disasters. Individuals
can buy life insurance to support their loved ones if
they suddenly die. People can purchase travel insur-
ance to cover trip cancellations, medical emergencies,
and lost luggage (Torri et al., 2022; Hodula et al., 2021).
Liability insurance covers damage to another person's
health (injury, illness) caused by the insured directly or
indirectly by damaging or destroying an object or for
other harm to which the insured corresponds according
to a specific legal regulation (law). Travelers are typical-
ly offered both travel insurance and liability insurance.
The Civil Code generally determines liability for injury
and employment-law relations by the Labor Code
(Andrlova & Korytarova, 2020).

The European Health Insurance Card, also known
as the EHIC (European Health Insurance Card), covers
many travel insurance services within the European
Union. It is specifically about health services that the
country’s circumstances affect. As a result, the insured
may be required to pay an additional co-payment for
treatment or a fee for the medications themselves
(Stanek et al., 2022). If treatment is needed, an EHIC
must be presented to receive the same treatment con-
ditions as residents. Regular health insurance (EHIC)
does not provide the same financial protection as con-
tracted travel insurance. The travel insurance company
typically covers all extra expenditures (based on the
sum insured) (Hodula et al, 2021; Andrlova
& Korytavova, 2020).

RELATIONSHIPS BETWEEN INSURANCE AND
INVESTMENT

Various environmental factors and risk manage-
ment variables that influence financial decision-making
influence the implementation of investment and insur-
ance strategies. The financial stability of the insurance
sector is critical to ensuring access to and continuity of
insurance services, as well as the industry's ability to
continue performing its role as a risk transfer mecha-
nism from citizens and corporations, as well as its ca-
pacity to mobilize savings and invest them in the real
economy (Jakubik & Teleu, 2022). This investment cycle
requires the presence of the developed insurance sec-
tor. It has become an increasingly important actor in
maintaining financial market stability (Meier et al.,,
2021). National governments' power is rooted in the
implementation of social policies, and it, along with the
social security system, provides conditions for free la-
bor movement within the European Union.

People in the Czech Republic are, on average, risk-
averse and insurance seeking, and in their investment

Financial Internet Quarterly 2025, vol. 21 / no. 2

decisions, they are considering not only the returns and
risk-to-investment ratio but also concepts such as sus-
tainable and responsible investing (SRI). According to
recent findings, millennial cohorts appear more risk-
averse than their predecessors (Formankova et al.,
2019). At the economic agent level, the investment
decision-making process is multifactorial and depend-
ent on various factors.

The economic environment, the regulatory land-
scape, the ability to conduct and understand market
research, and global dynamics affect investment strate-
gies. The Czech economic climate is stable because of
GDP growth (economic cycle), inflation rates (volatility),
and fiscal policies. Understanding the regulatory land-
scape is critical for avoiding issues with compliance and
optimizing returns and tax exemptions. Market re-
search can reveal optimal products, fintech trends, con-
sumer behavior, and industry projections. Global eco-
nomic conditions, trade agreements, and geopolitical
factors have historically had ripple effects on the Czech
investment landscape and are critical decision factors,
particularly for exporting corporations (Brada et al.,
2019; Strakova et al., 2021).

Typical considerations for investors at the econom-
ic agent level include risk tolerance, time horizon, and
the ability to obtain and comprehend expert infor-
mation. Various strategies have varying levels of risk
tolerance (risk appetite). Investors must assess this
tolerance about their expected returns (for example,
discounting rates and betas) and align strategies ac-
cordingly (Cohen et al.,, 2022). Investment goals and
timeframes determine the appropriate mix of short-
term and long-term strategy. Financial advisors, econo-
mists, and legal experts can all provide valuable insights
for making informed decisions (Chovancova et al.,
2019; Wang et al., 2021).

INVESTMENT STRATEGIES: THE PATH TO
FINANCIAL GROWTH

Individuals and institutions use investment strate-
gies to grow their wealth over time (Cohen et al.,
2022). Two prominent investment strategies in the
Czech Republic are equity investments and fixed in-
come. Both individuals and organizations can benefit
from capital appreciation and dividend income by in-
vesting in shares of companies listed on the Prague
Stock Exchange (PSE) or other international exchanges.
Government and corporate bonds provide investors
with a consistent income stream. Investors receive reg-
ular interest payments by lending money to issuers (Vu
& Pavelkova, 2023). Real estate investments provide
a tangible asset with capital appreciation and rental
income potential. The Czech property market has
attracted interest due to its growth potential (Zhao et
al., 2023; Singh et al., 2020; Marszk & Lechman, 2020).
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Education, research and development, transporta-
tion infrastructure, and energy are the most promising
areas for investment. These sectors can also contribute
to the Czech economy's growth through innovation,
higher added value, human capital, and a low-carbon
economy (Konieva & Stavarek, 2023). Education invest-
ment has remained stagnant over the last two decades
and remains below the EU average. The difficult task is
accelerating the establishment of domestic leading
innovators while encouraging collaboration between
science institutions and businesses (Zhao et al., 2023).
Inadequate investment in transport infrastructure
maintenance and renovation can, to some extent, harm
the environment and economic growth in the Czech
Republic's transit and export economy, as it can lead to
safety and capacity issues (Wang et al., 2021). As the
Czech economy is one of the most energy-intensive in
the EU, there is room for energy efficiency investment
(Brada et al.,, 2019; Fidrmuc & Horky, 2021; Brlina
& Pour, 2023).

CONSIDERATIONS FOR SYNERGY

Another popular tool in the Czech Republic is the
combination of insurance and investments. Capital ac-
cumulation is a safeguard mechanism that protects
against potential risks and protects in case of a loss of
family or individual income. Simultaneously, financial
foundations are laid for future dreams, unexpected

Financial Internet Quarterly 2025, vol. 21 / no. 2

events, inheritance, or retirement reserves (Janda
& Kravtsov, 2022). People should consider the follow-
ing tasks before committing to any financial strategy:
goal alignment, comprehensive planning, and regular
review. Investment strategies and insurance policies
should be tailored to an individual's financial goals, risk
tolerance, and time horizon. Combining investment and
insurance planning into a comprehensive financial
strategy ensures broad risk and growth protection. As
financial circumstances change, regular assessment of
investment portfolios and insurance coverage is critical
to ensure they remain aligned with changing needs
(Vecer et al., 2020).

Some other factors are related to the sociocultural
environment and traditions, especially in post-
communist countries like the Czech Republic. The older
generations were affected by communism, which creat-
ed a fearful and unstable environment. Insurance was
regulated, and investment was unnecessary because
communism promised a fair wage and safety for all
workers during their productive life (Beesley, 2020).
These promises, however, are no longer valid in this
new era, and people must focus on covering risks on an
individual level as well. As a result, combining insur-
ance and investment strategies can contribute to
a higher quality of life during productive periods and an
increase in the long-term return of current investment
portfolios and funds (Pontier, 2020; Beesley, 2020).

Table 5: Long run propensities (Granger causalities) for households

Dependent Variable

LRP (7 lags) of investment

LRP (7 lags) of insurance

A Investment -0.469** -0.385
(0.189) (0.153)

A Insurance 0.785 -1.755%**
(0.512) (0.545)

Source: Authors’ own work.

The household sector has a stable long-run Johan-
sen cointegrating equation (Equation 1). The long-run
relationship (normalized on Household Investments) is:

Investment =1.535* Insurance — 2.090 (1)

This means that in the long run, a one-point in-
crease in insurance expenditures is associated with
a 1.535% increase in investment (ceteris paribus) ex-
penditures in the sector of households. The relation-
ship is statistically significant (z = -5.29, p < 0.001). Error
correction terms follow the vector specification. For the
investment equation, it is -0.0834301 (p = 0.056). This
implies that the investment equation corrects approxi-
mately 8.3% of deviations from long-run equilibrium
every quarter. The value for the insurance expenditures
equation is 0.1791001 (p = 0.088, marginally signifi-
cant). This suggests that insurance expenditures adjust

upward by about 17.9% when it falls below the long-
run equilibrium.

The long-run propensities (sum of lagged coeffi-
cients) for the investment equation are only significant
for previous investments (-0.4698**). This implies that
historical investment changes have a net negative im-
pact on current investment changes. Previous insur-
ance payments were not statistically significant. The
long-run probabilities (sum of lagged coefficients) for
the insurance equation are only significant for past in-
surance payments (-1.7559***). This implies (Granger
causality) that previous insurance changes have a net
negative impact on current insurance changes. Previ-
ous investments were not statistically significant in the
household sector.

The model provides a good fit, with R-squared val-
ues of 85.82% for the investment equation and 77.38%

www.finquarterly.com
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for the insurance expenditures equation. The error
correction mechanism implies a stable long-run rela-
tionship between the variables, with both variables

Financial Internet Quarterly 2025, vol. 21 / no. 2

adjusting to deviations from equilibrium, though the
adjustment is greater in the insurance equation.

Table 6: Long run propensities (Granger causalities) for non-finance sector companies

Dependent Variable

LRP (7 lags) of investment

LRP (7 lags) of insurance

A Investment -0.326 -1.957%*%*
(0.198) (0.230)

A Insurance -1.518*** -0.015
(0.302) (0.282)

Source: Authors’ own work.

For non-finance companies (Equation 2), the long-
run Johansen cointegrating equation (normalized on
investment) is:

Investment = 0.510417 * Insurance
+0.0070848* Trend — 7.46558 (2)

This suggests that, after accounting for the nega-
tive trend effect, a 1% increase in insurance paid is as-
sociated with a 0.510% increase in investment over
time. The cointegrating relationship is statistically sig-
nificant (p = 0.013, z = -2.48). The investment equation
value is -0.6497 (significant at p = 0.002). This suggests
that the investment equation corrects approximately
64.97% of deviations from long-run equilibrium every
quarter. The insurance equation is 0.2330 (p = 0.085,
marginally significant). This means that when insurance
payments fall below the long-run equilibrium, they ad-
just upward by approximately 23.30%.

The Long-run Propensity (LRP, sum of lagged coeffi-
cients) for the investment equation is statistically sig-
nificant only for the insurance variables, and we find
a strong negative long-run relationship between insur-
ance and investment expenditures changes. LRP is sta-
tistically significant for only the investment variables in
the insurance equation. This suggests that changes in
investments have a negative cumulative effect on
changes in insurance payments.

The model fit is less than the previous one, with
R-squared values of 55.46% for the investment equa-
tion and 31.57% for the insurance payment equation.
However, the error correction mechanism still suggests
a stable long-run relationship, with both variables ad-

justing to deviations from equilibrium, albeit with

a stronger adjustment in the investment equation.

Table 7: Long run propensities (Granger causalities) for non-finance sector companies and households

Dependent Variable

LRP (11 lags) of investment

LRP (11 lags) of insurance

A Investment -4.,0393%** -4.9478%**
(0.7270) (0.9050)

A Insurance 1.1249 -0.2300
(0.4210) (0.5380)

Source: Authors’ own work.

Long-run Johansen cointegrating equation (norma-
lized on investment) is (Equation 3):

Investment = 2.506375* Insurance —10.15413  (3)

This means that, on average, ceteris paribus, a 1%
increase in total insurance payments corresponds to
a 2.506% increase in total investment over time. The
cointegrating relationship is statistically significant
(z =-6.50, p < 0.001). The error correction term for the
investment equation is -0.239 (significant at p < 0.001).
This implies that the investment equation corrects ap-
proximately 23.90% of deviations from long-run equi-

librium every quarter. For the insurance equation, the
result was positive but not significant. This suggests
that insurance expenditures do not significantly adjust
for deviations from long-run equilibrium.

Long-run propensities (the sum of lagged coeffi-
cients) indicate a significant negative long-run relation-
ship between past and current total investment chang-
es. Insurance payments did not drive Granger's invest-
ment decisions. On the other hand, we find a signifi-
cant negative long-run relationship (Granger causality)
between insurance and investment changes.
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Figure 1: Forecasts for total insurance and investment expenditures for households and non-finance sector

companies
Forecast for total investment Forecast for total insurance
[Ty
‘::_i i
3 _
[=1
w
2‘ -
[Ty
[ @ |
w0
o @
Al T T T T T T
2024q1 2026q3 2029g1 2024q1 2026q3 2029q1
95% CI forecast

Source: Authors’ own work.

The model fits well, with R-squared values of
75.72% for the investment equation and 71.03% for the
insurance equation. The error correction mechanism
indicates a stable long-run relationship, with the invest-
ment equation adjusting significantly to deviations
from equilibrium while the insurance expenditures
equation does not. The VEC Model was able to provide
better-fitting forecasts for investment (Figure 1). Insur-
ance, while cointegrated, requires additional exoge-
nous variables to help predict volumes with greater
certainty and lower confidence intervals.

DiscussioN

The results show that the combination of insurance
and investment strategies suits people in the Czech
Republic. Many people, very often older adults, are
affected by the communist past and the values and
principles of that time. These values are no longer
effective in the modern era, and growing democracy
reveals the need to depend less on the state and more
on self-reliance. Based on the effects of globalization in
the Czech Republic, it is easier to access global invest-
ment platforms and learn new strategies. Given the risk
-averse trend in the Czech Republic's younger popula-
tion, the financial market will continue to provide insur-
ance and investment products to attract more people
(Janda, 2011).

SIGNIFICANCE AND IMPACT: BALANCING THE
LEGAL OBLIGATION AND OPTION TO CHOOSE

The coexistence of compulsory and optional insur-
ance reflects the delicate balance between societal
welfare and individual autonomy. Compulsory insur-
ance guarantees that critical risks are collectively ad-
dressed, protecting vulnerable parties and avoiding the
negative consequences of underinsurance. Optional
insurance, on the other hand, allows individuals to tai-
lor their coverage to their specific needs, fostering
a sense of control over their financial security (Janda,
2011; Bolcha & Zemplinerova, 2012)

According to the evidence, households and individ-
uals want to combine the legal obligation with optional
insurance in the same way that accumulation insurance
is connected with investment. Even though the ratio of
non-life insurance to life insurance suggests a decline in
popularity (Table 1), new investment-type insurance
contracts are still being signed. Some authors provide
examples of people who were easy targets for brokers
because they didn't understand the terms and condi-
tions of investment insurance products and had unreal-
istic expectations about future returns, resulting in con-
tracts being terminated prematurely and unfavorably
(Pinkova, 2017).

Life insurance benefits the family’s income after
the insured’s death as insurance claims are paid. How-
ever, it is not a beneficial investment for the client; in
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most cases, life insurance is minimal, and fund valua-
tion is mediocre at best (Pekarova, 2023). The insur-
ance company and related funds manage the client's
investments in the portfolio, from which the insured
can withdraw cash only after the contract expires
(usually at the age of 60). Another discouraging fact is
that the insured must pay taxes on all investment in-
come (Broukal, 2023). With the growing backlash of
relatively uninformed and dissatisfied clients against
investment life insurance, the Czech National Bank is-
sued a report on its website highlighting all rights and
obligations and pros and cons to the general public
(CNB, 2023).

What is the alternative to life insurance that com-
bines both components? What should a Czech citizen
do to cover risk factors throughout their lifetime and
build an appropriate financial portfolio to make their
household financially self-sufficient? One solution is
finding a good broker or financial specialist to fill the
client’s needs based on proper analysis and creating
a viable plan (Blskd, 2022). This can be a problem be-
cause the Czech Republic has a history of mistrust and
frequent cases of financial fraud against retail inves-
tors.

Potential clients should double-check who they are
working with and request references. Many brokers are
incredibly greedy for money and focus on their person-
al gain by meeting set targets and recommending prod-
ucts with the highest margins (Janda, 2011). Although
everything can look very sophisticated on the outside,
the client can lose a significant part of their money be-
cause of the broker's unprofessional conduct. There-
fore, it is recommended that the clients, especially first-
time or less financially literate clients, have a basic un-
derstanding of investment and insurance principles and
several offers explained. Then, based on their goals,
they can decide who they want to work with. It is also
recommended that when choosing a consultant, the
client should aim at long-term cooperation (Bilska,
2022; Janda, 2011; Cerna, 2009; Janouskova, 2022;
Blahusova, 2021; Jirak, 2023).

As an alternative to brokers, people can use the
branches of established insurance companies and take
advantage of the services of the insurance specialists.
This alternative provides a reasonable default choice as
the general Czech population does not understand the
settlement details of life and non-life insurance very
well (Horakova, 2019; Janouskova, 2022).

In terms of the legal obligation to pay for insur-
ance, many people see it as the state taking more mon-
ey from them, and they see it as a tax rather than insur-
ance. People are more likely to participate if they see
personal benefits. As an example, in the case of an ad-
verse event, they were given money back. Then, they
are more likely to pay for risk coverage than people

Financial Internet Quarterly 2025, vol. 21 / no. 2

people who have never needed it. Obligatory insurance
measures are also affected by the Peltzman effect
(Benedettini & Nicita, 2012). When safety measures
like compulsory insurance are implemented, people's
risk perception decreases, and the insured may make
riskier decisions.

SHIELDING AGAINST UNCERTAINTY

Insurance acts as a safeguard against the unknown
future. In the Czech Republic, insurance products are
designed to protect individuals, businesses, and assets
from various risks and uncertainties (Cin¢alova, 2022).
Motor Vehicle Insurance (obligatory) and third-party
liability insurance (mandatory and optional) shield driv-
ers against potential liabilities and lawsuits resulting
from accidents. Unexpected medical expenses can be
offset by universal access to medical services. Property
insurance (optional) protects homes and businesses
from rare natural disasters and unfortunate events that
would otherwise result in bankruptcy and property
loss.

Mandatory insurance typically protects against
common and frequent risks in the general population
and can result in personal bankruptcy, social exclusion,
and a lower quality of life. Pleckiené et al. (2019) dis-
covered that economic growth is related to insurance
figures. Financial literacy and segmentation of insur-
ance clients with different life approaches are essential
control factors. The findings that would support the
complete demand-following hypothesis of the insur-
ance-economic growth nexus are not analyzed in the
Czech environment; however, in a sample of 14 Central
and Eastern European (CEE) countries between 1998
and 2016, the Granger causality from GDP growth to
insurance is supported but not the other way around
(Bayar et al., 2021).

Based on financial literacy studies in the Czech
Republic, three primary segments can be identified:
Insurance experts, neutral clients, and illiterates. The
experts possess knowledge of insurance companies,
insurance products, and their options and how it all
functions. On the other hand, the illiterates need to
understand insurance companies or the principles of
financial markets. They need help with processing data
and finding relevant information sources. In the center,
some individuals acknowledge their limited knowledge
and wish to learn more about insurance companies,
their products, and their operations. They seek further
knowledge about insurance providers, policies, and
their mechanisms. Nonetheless, they need to make
better decisions with regard for financial planning and
show a lack of interest in learning more about insur-
ance, banking, and other financial matters (Koval et al.,
2020).
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In summary, Czech Republic citizens are keenly
interested in insurance products that accumulate
wealth. The interdependent relationship between in-
vestment and insurance strategies is based on their
shared objective of risk management (Kafkova, 2016;
Riechetl, 2016; Voditkova, 2006; Sramkova, 2021;
Broukal, 2023). There is a growing necessity for wealth
protection in corporations and households. Strategic
insurance planning is a safety net, allowing individuals
to take calculated risks in their investment ventures.
The insurance coverage offers protection, permitting
investors to explore more daring entrepreneurial op-
portunities that they may avoid due to potential losses.
Household investment life insurance is not ideal and
necessitates insurance-investment reforms and subse-
quent innovations. It does not provide the advantages
of fintech investment platforms and other incentives to
alleviate dangerous behavior.

CONCLUSION

The cointegration analysis conducted in this study
sheds light on the long-term relationships between
investment and insurance strategies for both house-
holds and non-financial companies in the Czech Repub-
lic. The results for the household sector show a stable
long-run equilibrium mutual relationship, with a 1 per-
centage point increase in insurance payments resulting
in, on average, a 1.535% increase in investment ex-
penditures. This suggests a complementary dynamic in
which increased insurance coverage allows households
to feel more financially secure and thus invest more.
The error correction mechanism demonstrates that
both investment and insurance adjust to deviations
from this long-run equilibrium, with insurance respond-
ing more strongly. This suggests that households ac-
tively manage their insurance coverage in response to
changing investment levels.

In contrast, the analysis of non-financial companies
reveals a distinct dynamic. The long-run relationship
shows that a one-percent increase in insurance ex-
penditures is associated with only a 0.51% increase in
investment. Furthermore, the error correction term
shows a greater adjustment in the investment equation
compared to insurance equation, implying that compa-
nies actively manage their investment levels in re-
sponse to changes in insurance coverage. The negative
Granger causality from insurance to investment ex-
penditures supports this finding, implying a potential
substitution effect in which increased insurance pay-
ments causes companies to reduce investment expend-
itures (uncertain times).

When the household and non-financial company
sectors are combined, the long-run cointegrating equa-
tion reveals a stronger positive relationship, with a 1%
increase in total insurance payments resulting in

Financial Internet Quarterly 2025, vol. 21 / no. 2

a 2.51% increase in total investment. However, the
error correction mechanism demonstrates that only
the investment equation responds significantly to devi-
ations from equilibrium, whereas insurance equation
does not. This suggests that investment levels drive the
long-term relationship, while insurance plays a more
passive role.

These findings add to the literature by providing
empirical evidence for the complex and nuanced rela-
tionships between insurance and investment strategies
in a small open economy such as the Czech Republic.
The findings suggest that the relationship between
these two financial domains is influenced by the dis-
tinct economic, regulatory, and sociocultural contexts,
as well as the different incentives and risk profiles of
households and corporate entities.

This paper also revealed a dynamic interplay that
significantly influences individuals, businesses, and the
Czech Republic's economic landscape in this compre-
hensive exploration of the complex relationship be-
tween insurance and investment strategies in the
Czech Republic. As economic agents' financial goals,
risk tolerance, and overall financial situations evolve, it
has become clear that insurance and investment strate-
gies are not separate decisions but are linked.

COMPULSORY INSURANCE AND SOCIETAL
WELFARE

In the Czech Republic, compulsory insurance serves
as a critical safety net, ensuring that specific risks are
collectively addressed and vulnerable parties are pro-
tected. This type of insurance, which is required by law,
ensures citizens' safety and well-being. Whether it's
Motor Third-Party Liability insurance, Employer's Liabil-
ity insurance, or mandatory health insurance for resi-
dents, these policies promote societal welfare and pro-
vide residents with access to essential services while
reducing potential burdens on the public health sys-
tem.

INDIVIDUAL AUTONOMY AND OPTIONAL
INSURANCE

In contrast, optional insurance allows individuals
and businesses to tailor their coverage to their specific
needs and preferences. Recognizing the wide range of
risks that citizens face, optional insurance provides flex-
ibility and control over their financial security. Individu-
als can choose the coverage that best fits their needs,
whether it's property insurance, life insurance, travel
insurance, or liability insurance, promoting a sense of
personal autonomy in risk management.

THE INVESTMENT-INSURANCE SYNERGY

One of the most intriguing discoveries is the syner-
gy between investment and insurance strategies. Indi-
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viduals and institutions in the Czech Republic can pro-
tect themselves against unforeseen risks while also
laying the groundwork for future financial goals by
combining these two financial approaches. This dual-
purpose strategy establishes the foundation for long-
term financial stability and growth, protecting against
life's uncertainties.

THE CHALLENGES AND THE WAY FORWARD

While the coexistence of mandatory and optional
insurance provides a unique balance between societal
welfare and individual choice, it is not without prob-
lems. Some citizens may lack the financial literacy
needed to make informed insurance and investment
decisions, leaving them vulnerable to unscrupulous
brokers. Individuals must seek reputable financial spe-
cialists who can provide expert guidance in line with
their goals as the financial landscape evolves.

THE ROLE OF FINANCIAL LITERACY

According to studies, there are three types of cli-
ents in the Czech Republic: insurance experts, those
with neutral knowledge, and financial illiterates. It is
critical to close the financial literacy gap and promote
a better understanding of insurance and investment
principles. It enables individuals to make informed fi-
nancial decisions and ensures that insurance and in-
vestment strategies are tailored to their specific needs.

THE ROAD AHEAD

In the face of globalization and a shifting economic
landscape, the Czech Republic is poised to continue
embracing insurance and investment as complemen-
tary tools for wealth accumulation and risk manage-
ment. The interdependence of these strategies pre-
sents both opportunities and challenges, but citizens
can successfully navigate this landscape with proper
education, responsible planning, and a commitment to
ethical financial practices.

As the country progresses, it is critical that policy-
makers, financial institutions, and individuals work to-
gether to strike a balance between legal obligations
and individual choices. This synergy will not only pro-
tect citizens' financial well-being, strengthen their
sense of autonomy, but will also contribute to the
Czech Republic's overall economic growth and stability.

Finally, the relationship between insurance and
investment in the Czech Republic exemplifies a com-
plex yet critical aspect of modern financial manage-
ment. In an ever-changing economic environment, it

ment. In an ever-changing economic environment, it
emphasizes the importance of adaptability, financial
literacy, and informed decision-making. The Czech Re-
public can chart a course towards greater financial re-
silience and prosperity for its citizens and businesses by
leveraging the synergies between insurance and invest-
ment.

The study's limitations stem from several factors.
First, reliance on data solely from the Czech Statistical
Office may not fully represent the intricacies of insur-
ance and investment interactions; more comprehen-
sive data, including individual-level investment choices
and risk profiles, would be beneficial. Second, the
VECM model used, while appropriate for cointegration
analysis, might not fully capture complex or non-linear
relationships. Third, the focus on the Czech Republic
limits the generalizability of the findings; cross-national
comparisons would strengthen the analysis. Finally,
a deeper exploration of behavioral factors, beyond fi-
nancial literacy, is needed to understand the psycho-
logical underpinnings of investment and insurance deci-
sions.

To enhance future research, several avenues are
recommended. First, a comparative analysis across
multiple countries with differing economic structures
and regulatory frameworks is crucial to establish the
generalizability of observed relationships. Second, inte-
grating qualitative data through interviews or focus
groups could illuminate the decision-making processes
of households and firms. Third, incorporating advanced
econometric techniques, like panel data analysis or
agent-based modeling, may improve accuracy and cap-
ture non-linear relationships more effectively. Fourth,
adding longitudinal analysis with time-series data
would reveal the dynamic evolution of the investment-
insurance interaction over time. Finally, explicitly incor-
porating the influence of external shocks (like econom-
ic downturns or pandemics) would enhance the mod-
el's predictive power and robustness.
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