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Frictions in the financial market can cause firms to face financial constraints, 
which could make it difficult to obtain funding. How such constraints affect firms’ 
activities is an important question in finance research. Detecting the effects of 
firms’ financial constraints on their activities is challenging because it is hard to 
isolate the effect of financial constraints (among other factors) on firms’ activities. 
A recent study identifies the effect of financial constraints on firms’ pricing 
decisions. 
 
The study “How Do Hurricanes Affect Life Insurance Premiums? The Effects of 
Financial Constraints on Pricing” uses the insurance industry to examine how 
financial constraints affect pricing decisions. The study’s author, Shan Ge at the 
Fisher College of Business at The Ohio State University, researched life 
insurance price quotes from 207 life insurers between 1999 and 2013. Of the 207 
life insurers, 97 belong to groups that also have property and casualty (P&C) 
divisions.  
 
Life and P&C divisions within the same group are subject to unrelated shocks. 
For example, a hurricane can cause losses to the P&C divisions. Such P&C 
losses should not directly affect how life divisions change their product prices. 
However, P&C divisions’ losses can affect the financial strength of the life insurer 
because of capital transfers within the group, the study says.  
 
Following losses to the P&C divisions, life insurance divisions in the same group 
change prices on their life policies, the study says. Life divisions lower prices on 
policies that immediately generate capital for the insurers, so that they can sell 
more and secure more capital. However, they also raise prices on policies that 
drain the insurers’ capital, so that they sell fewer such policies and cut capital 
outflow.  
 
The research findings have implications that could potentially apply to other 
industries, and help with understanding of corporate behavior. For example, 
capital-increasing life policies in the insurance industry are analogous to 
industries where customers pay before firms pay for the production. This study 
implies that firms might lower prices when they face financial difficulties, so that 
they can sell more and gain more liquidity upfront. In contrast, capital-decreasing 
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life policies are analogous to industries firms pay the suppliers before getting 
paid by customers. When firms are short of cash to pay the suppliers, the amount 
they can produce is limited. Thus, they may raise the price to clear their smaller 
supply.  
 
 
Online version: 
 
Frictions in the financial market can cause firms to face financial constraints, 
meaning firms have a hard time obtaining funding. How such constraints affect 
firms’ activities is an important question in finance research. A recent study by a 
researcher at the Fisher College of Business at The Ohio State University 
identifies the effect of financial constraints on firms’ pricing decisions. 
 
The study “How Do Hurricanes Affect Life Insurance Premiums? The Effects of 
Financial Constraints on Pricing” uses the insurance industry to examine how 
financial constraints affect pricing decisions. Researcher Shan Ge, a fellow in the 
Risk Institute at the Fisher College of Business, studied life insurance price 
quotes from 207 life insurers between 1999 and 2013. Of the 207 life insurers, 97 
belong to groups that also have property and casualty (P&C) divisions.  
 
Among the study’s findings: Following losses to the P&C divisions, life insurance 
divisions in the same group change prices on their life policies. Life divisions 
lower prices on policies that immediately generate capital for the insurers, so that 
they can sell more and secure more capital. They also raise prices on policies 
that drain the insurers’ capital, so that they sell fewer such policies and cut 
capital outflow.  
 

iOriginal article 

 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3067609 
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The Risk Institute at The Ohio State University 
Fisher College of Business brings together 
practitioners and researchers to engage in risk-
centered conversations and to exchange ideas 
and strategies on integrated risk management. 
Through the collaboration of faculty, students 
and risk management professionals, The Risk 
Institute addresses risk at a broad cross 
section of industries and is dedicated to 
developing leading-edge approaches to risk 
management. Visit www.fisher.osu.edu/risk for 
more information. 
  
 
 

 

From business as usual to business unusual, 
The Ohio State University Fisher College of 
Business prepares students to go beyond and 
make an immediate impact in their careers 
through top-ranked programs, distinguished 
faculty, and a vast network of partnerships that 
reaches from the surrounding business 
community to multinationals, nonprofits and 
startups across the globe. Our students are 
uniquely prepared and highly sought, 
leveraging Fisher’s rigorous, experiential 
learning environment with the resources of 
Ohio State, a premier research university with 
500,000 proud Buckeye alumni. 
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