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Abstract: Insurance Policy adoption is the key to a better and safer living whether it comes 

to the individual or a business setup. Over the years this sector has been exposed to various 

challenges, especially when it comes to stability and gaining the trust of the people and 

organizations. The bigger struggle is the business hurdles this sector faces in a developing 

country and to do so, the current study was conducted to assess the attitude of Pakistani 

citizens toward insurance programs. Specifically, the study examines the reluctance of 

Pakistanis to purchase insurance policies as a means of protecting their savings. Due to the 

lesser available knowledge among the citizens, the reluctance towards the insurance 

policies is quite at a larger scale. To analyze this fact, MCDM techniques, i.e., TOPSIS 

and Decision Theory, have been implied to provide a means of assessing the efficiency of 

insurance companies and the reasons for their lagging in convincing the public to start 

changing their investment behavior. A comprehensive study of all Pakistani insurance 

companies has been conducted here. The data was obtained from the published financial 

statements of insurance companies, and the analysis of primary data was collected from 

two categories of people; employees and customers. The data enabled the current research 

to make a comparison between insurance in Pakistan and abroad to see how the two 

situations vary. According to the results, the companies abroad are more advanced in terms 

of means and facilities they provide in insurance, while in contrast, the lack of awareness 

and lesser trust in the companies leads to fewer insurance policies adoption in Pakistan. 
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1. INTRODUCTION 

Insurance is a term used for the protection from financial loss. It can be said as a form 

of risk management whose primary goal is to safeguard against financial loss or any 

contingencies [1]. Before proceeding concerning the general terms, a person who provides 

another person with insurance is called an insurer, and similarly, the man or woman that is 
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furnished with it is referred to as insured or coverage holder [2]. The insurance transaction 

that is completed involves the insured assuming a fairly small loss in the shape of a charge 

to the insurer in alternative to the insurer's promise to remunerate the insured in the event 

of an included loss [3]. The loss can no longer be financial, but rather, it should be abated 

in economic terms. It usually entails something in which the insured has a coverable 

institution by using ownership, property possession, or a pre-existing relationship [4]. The 

logic behind the discussion mentioned above is that first of all, the insured receives a 

contract called the insurance plan policy, and this covers the essential points, the instances, 

and stipulations on which the insurer will remunerate the customer [5]. 

Similarly, the amount of money that the customer has to pay to acquire those services 

from the insurer is called the premium payable. Furthermore, in case a loss is incurred on 

the policyholder, which is covered by the insurance policy, then the policyholder will 

submit a claim to the insurer to process and investigate this loss. This duty is given to the 

claim’s handler, whose task is to investigate the whole situation by interviewing the 

witnesses [6]. 

The insurance setup requires a lot of effort and security assurances along with attached 

benefits to build a long-lasting, trustworthy relationship with customers. In the same way, 

the quality of the insurance business is affected by several factors, including the human 

element, since this business is mainly dependent on human interaction, namely the 

management's role in presenting financial statements fairly to clients [7]. Additionally, 

companies are expected to maintain an integrated system of internal control and risk 

management to produce and disseminate quality information to a variety of stakeholders 

[8]. The importance of risk management in the global insurance market can be observed 

from the fact that insurance possesses a more substantial role in the recent global financial 

crises. In this case, the European Insurance and Occupational Pensions Authority (EIOPA) 

has contributed immensely to the debate, as mentioned earlier, and to ensure a positive 

contribution to the risks involved in the system and the macroprudential policies [9]. 

In comparison, the insurance market is still in the developing stages in Pakistan, 

especially when it comes to generating premium accounts or convincing people to invest 

in their life or business security [10]. However, it can be seen from the recent efforts 

between Pakistan and Malaysia that there is an inevitable rise in attractiveness for Takaful 

(Insurance) among the different communities living in both countries. Although the overall 

footprint of the Takaful business is smaller as compared to the global insurance businesses, 

it is expected to gain worldwide recognition [11].   

Due to the involvement in pouring significant investments in both tangible materials 

(such as stocks, bonds, loans, mortgages, equipment, etc.) and intangible assets, the 

importance of insurance companies is growing in developing countries as their experience 

in the secure investment field is enhancing with each passing day. The more they 

experience, the more they will be showing the better paths to ordinary people to seek their 

help who are looking for alternative ways to gain profits over their savings instead of just 

hoarding the money in their closets [12]. In this scenario, the aforementioned discussion 

calls for a proper assessment in the case of developing countries such as Pakistan to ensure 

that the insurance businesses can gain the trust of the people and to ensure its effective 

implementation that can lead to the settlement of a much more stable market. The current 

study tries to fulfill that aim by proposing a model that allows insurance companies to 

evaluate and present their financial sensitivities in a more refined manner and to enable 

people to start developing trust in these companies and their systems. Similarly, this 
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research study attempts to provide an overview of Pakistan's insurance industry while 

analyzing its financial performance in recent years. For this purpose, the data has been 

collected from both the perspectives of employees and the customers currently involved in 

the service, along with the opinions of the general public. To do so, the study applies two 

techniques in a hybrid combination, i.e., Technique for Order of Preference by Similarity 

to Ideal Solution (TOPSIS) and Decision theory model, to gain the required results. The 

model helps to provide a comparative analysis to evaluate the awareness of the insurance 

businesses between people from advanced countries and people from developing countries 

like Pakistan. The use of the Multi-Criteria Decision Making (MCDM) technique, such as 

TOPSIS, can be justified by the fact that it compares a set of alternatives with distinct 

criteria, with the best alternative closer to the positive ideal solution and farthest from the 

negative ideal solution. The technique was introduced by Hwang and Yoon in 1981, and it 

holds significant importance in complex decision-making scenarios [13]. 

Furthermore, the application of the decision tree is to create a hierarchical model to 

assist with the decisions and their possible and expected outcomes in the form of 

consequences. It uses the science of the algorithm that comprises conditional statements to 

formulate a decision [14]. The use of the aforementioned methodologies in the current 

research involves the comparisons that have been made to bring out the reasons why 

Pakistanis still don't trust insurance companies, thus forming the aim of the current 

research. 

1.1. Research Questions 

The current research aims to find answers to the following research questions: 
1. What are the differences between the insurance policies in abroad (developing 

countries) and developing countries such as Pakistan that seem to be a preferred choice 

for the people? 

2. What could be the solutions to cover these challenges faced by the insurance 

companies in developing nations that could enable the people to have more trust in 

them? 

The further division of the research study is with a further contribution to understanding 

the research problem will be explained in the literature review. The process used to collect 

information and data to make criteria decisions will be applied in the research 

methodology. The significance of the findings and presentation of our key results would 

be interpreted in the section on results and discussions, later followed by the conclusion. 

 

2. LITERATURE REVIEW 

Insurance policies are usually drafted for the betterment of the people, to provide 

security to the industries, and to help various organizations have protective coverage in 

case of any emergency, disaster, or accident [15]. Although on one end they prove to be 

very effective and efficient, it is also exposed to various challenges on individual and 

organizational levels, which makes it difficult for the consumers to adopt these policies 

thus resulting in the cancelation of the subscriptions or not even listening to the offers put 

forward by the insurance companies [16]. Some of the challenges that the insurance 

companies face as a whole include; digital transformation, where the companies are finding 

it hard to adapt to the rapid and ever-changing technological advancements. The next 

challenge that follows is to train their employees with new resources and digital skills to 

keep up with technological advancements. Furthermore, the risks involved in the policies 
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and premiums are another challenge for them to tackle [17]. Similarly, the challenge of 

tackling fraudulent activities that involve complex mechanisms is another problem in 

ensuring the reliability of the organization. Lastly, other challenges that it faces are claims 

management that is being launched following a natural disaster, shortage of talented 

workforce, and struggling hard to meet customer expectations to mention a few [18]. 

The challenges faced by the insurance companies are not only limited to developed 

countries but also in developing countries where the biggest hurdle is to convince the 

consumers to subscribe to their packages, have an awareness of how the insurance might 

benefit them, and above all, to have misconceptions when it comes to religious views about 

the insurance in general. Developing countries such as Pakistan are no except where 

according to the report of SECP, until the end of 2000, the private insurance sector in 

Pakistan was fragmented by intense irregularities in the form of non-professionalism, 

unacceptable ethical standards, and inefficiencies in operational activities as compared to 

the other countries (SECP, 2023; Aziz, et al., 2023). Furthermore, a new law regarding 

insurance was added in 2000, i.e., Ordinance 2000, that replaced the Insurance Act 1938. 

The new regulation primarily aimed to ensure the protection of insurance companies and 

used advertisements for the development of insurance companies [19]. It must be kept in 

mind that in comparison to other countries like Luxembourg, the insurance business is at a 

boom with a contribution of 54.42% in GDP as compared to Pakistan's contribution of 

merely 1.9% [20]. It is to be noted that insurance's contribution to Pakistan's GDP is far 

less than the neighboring country India's insurance business contribution to its respective 

GDP [21]. 

Developing countries like Pakistan are one of the most significant international 

locations with a populace of approximately 241 million, out of which the majority of the 

population, i.e., 96.9 % is Muslim [22]. About 61.18% of the populace has been living in 

rural areas, and 37.2% have been living below the poverty line [23]. Due to these factors, 

as well as a lower income, low literacy rate, and strict non-secular beliefs, the insurance 

industry in Pakistan has been unable to develop in the same manner as other nations in the 

subcontinent, such as India and Sri Lanka [24]. In a country such as Pakistan, a lack of 

supervision, inadequate monetary and regulatory frameworks, and a monopoly of state-

owned insurance firms have also contributed to the decline of the insurance industry [25]. 

Furthermore, the importance of the insurance business in the eyes of buyers is mainly to 

make some profit in the future with the present saved money. The more investments a 

company is engaging in, the more it represents its efficiency. But the question in the end 

remains where and how to get these investments as convincing the customers is a difficult 

task to achieve, especially when it comes to developing countries or countries with a higher 

tendency towards religious beliefs [26]. In a similar scenario, a study proposed that the 

concept of linguistic variables plays a significant role in dealing with the convincing of the 

potential clients. These variables include the power to present the information with the 

proper evidence in a confident tone and, secondly, the careful choice of expressions to not 

reflect any ambiguity in front of the customers coming in over to ask for the information 

is the actual task to accomplish [27]. 

Furthermore, when it comes to a complex decision-making scenario, worthy promises 

are required to allow customers to start at least thinking of this mode of saving as a genuine 

platform to invest, thus making it one of the competitive strategies. It will allow the 

customers to build a better understanding of different available options and make 

considerable comparisons regarding risk or profit expectations attached to each investment 
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plan [28]. A study can justify the importance of making well-informed decisions carried 

out on renowned Taiwan companies where the results indicated that it is the significant 

lack of objective decision-making procedures and assessment criteria of administrators & 

investors that leads to trust issues among the customers to invest in the long-term projects 

[29]. Based on the discussion above, the importance of such a research study serves the 

purpose of evaluating the performance of insurance companies and seeing their service 

quality by measuring their service deliverance, problems, appraisals, and complaints 

throughout their tenure of serving even a single customer. To do so, the current research 

proposes the idea of utilizing the hybrid combination of the MCDM techniques, i.e., 

TOPSIS and Decision Theory. The significance of the techniques can be depicted in the 

form of various complex decision-making applications across various research studies. 

Complex decision-making scenarios such as the evaluation of the smart grid technology 

[30], overcoming the barriers related to biomass energy [31], evaluation of green low-

carbon port [32], assessment of sustainable cities [33] and, the evaluation of the agricultural 

insurance packages [34] are some of the examples of recent TOPSIS applications. 

Furthermore, some of the most relevant research also includes the TOPSIS technique in a 

hybrid combination with other relevant complex decision-making techniques. The recent 

applications include but are not limited to; developing a new MCDM technique for a car 

selection scenario [35], the best manufacturing method for urea production [36], selection 

of a hybrid vehicle in the scenario of a developing country [37], regional development of 

tourism [38] and comparative analysis of different MCDM methodologies [39] to mention 

a few. Furthermore, another technique under consideration for the current study is the 

decision theory, which is utilized to make decisions in complex decision scenarios. It 

studies the mathematical properties and the logic of decision-making under uncertain 

scenarios. It involves various applications across the literature such as in the form of data-

driven decision theory for the analysis of big data [40], renewable resources allocation in 

the case of distribution networks [41], hospital informatization assessment [42] and lastly, 

planning for the insurance market [43] are present in the recent research studies. Similarly, 

it also includes applications in hybrid decision scenarios such as decision-making under a 

quantum value operator approach [44]. Another application includes a hybrid combination 

of regret theory using the triangular fuzzy numbers along with the decision theory to 

provide three-way problem-solving thinking [45]. Similarly, the formation of complex 

evidence theory [46] and integrity services for the US Air Force [47] are some of the recent 

applications of the decision theory 
 

2.1. Research Gap 

Based on these discussions, there's a significant research gap in the form of studies that 

are being carried out for decision-making where the scenario requires effective decision-

making in complex scenarios, both in developing and developing countries. The current 

research introduces a novel combination of the MCDM technique i.e., TOPSIS and 

Decision Theory in the case of a developing country. Based on these combinations, the 

study tries to cover the research gap by trying to find solutions to the challenges faced by 

the insurance companies and to help the policymakers with effective planning, thus making 

this study a one-of-its-kind with its innovative contribution to the overall research. 
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3. RESEARCH METHODOLOGY 

3.1. Data Collection 

The data that we collected was in the form of questionnaires collected via Google Docs 

and Dropbox Application. The link from the Dropbox application was further sent to 

selected representatives. Thus, the average of the collected data was used for the decision 

analysis model. A total of 30 responses were collected, including 25 local Pakistani citizens 

and five from abroad. The respondents' profiles and the number of their responses are 

depicted in Table 1. 
Table 1: Respondents’ profile 

Respondent's Profile  No. of Respondents 

Insurance Policy Managers  11 

Insurance Consumers  9 

Academic Professionals  10 

 

The following variable factors are considered for the decision-making purposes in the 

scenario of the current research: 

 Service/assurance  The service assurance factor contributes towards 

customer satisfaction across various insurance companies and based on this fact, it's 

being considered as one of the criteria factors for the research. The purpose is to 

determine its influence in terms of sorting the challenges faced by insurance 

companies. 

 Premium payable  The second factor under consideration is the premium 

payable that is being paid by the consumers especially those belonging to the business 

class for the coverage of their cars, businesses, homes life, etc. It's a very important 

criteria factor because it is being considered as an income for the insurance companies 

and they might face issues if the policy is canceled by the concerned party for various 

reasons. 

 End benefits   The third factor to be considered as a criterion is the 

end benefits of any insurance policy. It's beneficial when a customer is expecting to 

have long-lasting benefits in case the person gets an early retirement or gets any 

benefit even after he/she loses any jobs etc. It's an insurance security that can build 

long-lasting trust in the company. 

 Tenure   Tenure is one of the most crucial factors when 

acquiring insurance. In technical terms, it is defined as policy tenure that specifies the 

time limit during which the insurance policy should operate and provide coverage to 

the consumers. A lower fee subscription and longer tenure are believed to be a key 

factor in luring in more customers along with easier terms and conditions. 

 Company stability  The company's stability is another factor that can drive 

a customer to acquire insurance. If the company's image is tarnished or is famous for 

any fraudulent activities, the customers might find it difficult to purchase any 

insurance policy. Similarly, the stable financial condition and the ability to 

compensate for any claims are the key factors that are deemed important by individual 

and business customers alike. 
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 Company experience  The last factor under consideration is the company's 

experience in the insurance sector. The company can adjust the annual premium based 

on any previous loss experience and its immediate plan on how it can compensate you 

without hurting the trust of the clients. Any poor experience in handling the premiums 

might end up in the cancellation of the policy by the clients as well as a financial 

business loss for the company as a whole. 

The methodological combination for the current research represents the conceptual 

framework, which is constructive through data and information collected for the study 

purposes. A significant component of formulating and successfully concluding social 

research is the use of different methodological techniques and means of analyzing 

observations [48]. In this modern era, many advanced techniques are available that are easy 

to apply and give sophisticated results. So, for the present research theory, the qualitative 

research technique is utilized in the form of a questionnaire from both personnel staff and 

customers to gain their insights and opinions on the insurance business. The survey 

questionnaire is comprised of two types. The first type of questionnaire was made for 

research purposes. It was distributed among the senior members/employees of some 

insurance companies situated in Pakistan and abroad to get the inside opinion of the 

companies' operations. The second type of questionnaire is made for the public, which 

forms the clientele of insurance companies situated in Pakistan and abroad, rating us about 

the criteria that the company is providing them and their expectations of what they are 

looking for in a perfect insurance company. This category also includes general ideas 

collected from the people who were a victim of any losses and were not insured. In the 

third stage, the data is also gathered from the previous research material similar to the 

current study, i.e., secondary data, to produce authentic outcomes. All of this will help us 

to do the comparison of insurance in both Pakistan and abroad, enabling us to conclude 

something better for the insurance companies and the public for the future development of 

Pakistan. 

It should also be noted that standards are often subjective and qualitative, which has a 

positive impact on decision-makers when it comes to expressing their individual 

preferences in numerical values and evaluating the results of their evaluations. A hybrid 

approach was employed in this article, which combines a classic multi-criteria decision-

making method that relies on numerical data with the ability to work with linguistic 

variables. A multi-criteria decision-making approach is used in this article to determine the 

priority weights of the decision-making criteria, thereby enabling the handling of uncertain 

and imprecise data. Furthermore, insurance plan companies are rated using the classical 

multi-criteria decision-making approach. The steps involved in the application of TOPSIS 

and Decision theory are mentioned in the following sections, followed by the model 

diagram, depicting the structure of the research in Figure 1. 
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Figure 1: Model flowchart for the research. (Source: Author’s Creation) 
 

3.2. TOPSIS Method (Technique for Order of Preference by Similarity to Ideal 

Situation) 

TOPSIS is a technique dependent on multi-criteria choice investigation, i.e., choosing 

various decided options/criteria through weighted measures. The primary aim of TOPSIS 

begins from the idea of a dislodged perfect point from which the sensitive arrangement has 

the most limited separation from the positive perfect solution and the most distant from the 

negative perfect solution [49]. Similarly, an inclination arrangement for every option is 

positioned by their relative closeness. The positive ideal solution is an answer that 

amplifies the advantage criteria and limits the cost criteria, though the negative ideal 

solution boosts the cost criteria and limits the advantage criteria. TOPSIS comprises the 

fact that every standard needs to be either amplified or limited. Hence, the positive ideal 

solution for a paradigm is the "maximum value" of all the undertaking options considered, 

and the negative ideal solution is the "minimum value" of the model for all task choices. 

The steps of the TOPSIS technique are as follows: 
 

Step 1. An evaluation matrix is being constructed that consists of m alternatives and n 

criteria. We, therefore, have a matrix (𝑥𝑖𝑗)𝑚×𝑛. 

Step 2. The matrix (𝑥𝑖𝑗)𝑚×𝑛 is normalized to form the matrix.  

𝑅 = (𝑟𝑖𝑗)𝑚×𝑛, using the normalized method, as depicted in equation 1. 

𝑟𝑖𝑗 =
𝑥𝑖𝑗

√∑ 𝑥𝑖𝑗
2𝑚

𝑘=1

, 𝑖 = 1,2,3, … . . , 𝑚 , 𝑗 = 1,2,3, … … 𝑛 (1) 

Step 3. The weighted normalized decision matrix is calculated by the equation 2. 
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𝑡𝑖𝑗 = 𝑟𝑖𝑗 . 𝑤𝑗 , 𝑖 = 1,2,3, … . , 𝑚, 𝑗 = 1,2,3, … . . 𝑛 (2) 

Where 𝑤𝑗 =
𝑊𝑗

∑ 𝑊𝑘
𝑛
𝑘=1

, 𝑗 =1, 2, 3,.., n so that ∑ 𝑤𝑖 = 1 𝑛
𝑖=1 and 𝑊𝑗 is the original weight given 

to the indicator 𝑣𝑗 , 𝑗 = 1,2,3, … . . 𝑛.  

Step 4. The worst (𝐴𝑤) and the best (𝐴𝑏) alternatives are determined via equations 3 and 

4, respectively. 

𝐴𝑤 = {〈𝑚𝑎𝑥(𝑡𝑖𝑗|𝑖 = 1,2,3, … . , 𝑚)|𝑗 ∈ 𝐽−〉, (𝑚𝑖𝑛(𝑡𝑖𝑗|𝑖 = 1,2,3, … . , 𝑚)|𝑗 ∈ 𝐽+)} ≡

{𝑡𝑤𝑗|𝑗 = 1,2,3, … 𝑛}   (3) 

𝐴𝑏 = {〈𝑚𝑖𝑛(𝑡𝑖𝑗|𝑖 = 1,2,3, … . , 𝑚)|𝑗 ∈ 𝐽−〉, (𝑚𝑎𝑥(𝑡𝑖𝑗|𝑖 = 1,2,3, … . , 𝑚)|𝑗 ∈ 𝐽+)} ≡

{𝑡𝑏𝑗|𝑗 = 1,2,3, … 𝑛}  (4)  

where, 

𝐽+ = {𝑗 = 1,2,3, … 𝑛|𝑗} 𝑎𝑠𝑠𝑜𝑐𝑖𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑡ℎ𝑒 𝑐𝑟𝑖𝑡𝑒𝑟𝑖𝑎 ℎ𝑎𝑣𝑖𝑛𝑔 𝑎 𝑝𝑜𝑠𝑖𝑡𝑖𝑣𝑒 𝑖𝑚𝑝𝑎𝑐𝑡 

𝐽− = {𝑗 = 1,2,3, … 𝑛|𝑗} 𝑎𝑠𝑠𝑜𝑐𝑖𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑡ℎ𝑒 𝑐𝑟𝑖𝑡𝑒𝑟𝑖𝑎 ℎ𝑎𝑣𝑖𝑛𝑔 𝑎 𝑛𝑒𝑔𝑎𝑡𝑖𝑣𝑒 𝑖𝑚𝑝𝑎𝑐𝑡 

Step 5. The separation between the target alternative 𝑖 and the worst condition 𝐴𝑤 is given 

by equation 5. 

𝑑𝑖𝑤 = √∑ (𝑡𝑖𝑗 − 𝑡𝑤𝑗)
2𝑛

𝑗=1 , 𝑖 = 1,2,3, … . 𝑚 (5) 

Similarly, the separation between the target alternative 𝑖 and the best condition 𝐴𝑏 is 

depicted by equation 6. 

𝑑𝑖𝑏 = √∑ (𝑡𝑖𝑗 − 𝑡𝑏𝑗)
2𝑛

𝑗=1 , 𝑖 = 1,2,3, … . 𝑚  (6) 

Where,  𝑑𝑖𝑤  and 𝑑𝑖𝑏  are the separations between target alternative 𝑖 to the worst and 

the best conditions, respectively. 

Step 6. Similarity to the worst condition is calculated in equation 7. 

𝑠𝑖𝑤 =
𝑑𝑖𝑤

(𝑑𝑖𝑤+𝑑𝑖𝑏)
, 0 ≤ 𝑠𝑖𝑤 ≤ 1, 𝑖 = 1,2,3, … . , 𝑚  (7) 

𝑠𝑖𝑤 = 1 𝑖𝑓 𝑎𝑛𝑑 𝑜𝑛𝑙𝑦 𝑖𝑓 𝑡ℎ𝑒 𝑎𝑙𝑡𝑒𝑟𝑛𝑎𝑡𝑖𝑣𝑒 ℎ𝑎𝑠 𝑡ℎ𝑒 𝑏𝑒𝑠𝑡 𝑐𝑜𝑛𝑑𝑖𝑡𝑖𝑜𝑛;  𝑎𝑛𝑑 

𝑠𝑖𝑤 = 0 𝑖𝑓 𝑎𝑛𝑑 𝑜𝑛𝑙𝑦 𝑖𝑓 𝑡ℎ𝑒 𝑎𝑙𝑡𝑒𝑟𝑛𝑎𝑡𝑖𝑣𝑒 ℎ𝑎𝑠 𝑡ℎ𝑒 𝑤𝑜𝑟𝑠𝑡 𝑐𝑜𝑛𝑑𝑖𝑡𝑖𝑜𝑛. 

Step 7. The last step involves ranking the alternatives accordingly by using the equation 8.  

𝑠𝑖𝑤(𝑖 = 1,2,3, … . , 𝑚)  (8) 

3.3. Decision Theory  

Decision theory is a term used for reasoning underlying an insurer's choice. It can be 

divided into two types: normative decision theory, which recommends how to make first-

rate decisions, given a set of uncertain beliefs and a set of values, and descriptive selection 

theory, which analyzes how existing or perhaps irrational dealers truly make decisions 
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[50]. In the decision theory, we are going to employ Bayes' theorem and tree hypothesis 

for our study, with the steps involved discussed below. 

Bayes theorem determines the probability of an event is determined by prior knowledge 

of conditions that could be associated with the event. As an example, if cancer is associated 

with age, then Bayes's theorem can also be used to more precisely assess the probability 

that a person will develop cancer, as opposed to the assessment of the probability of cancer 

made without knowing the individual's age. It can be expressed in equation 9, followed by 

the hierarchical structure depicted in the form of the decision tree in Figure 2. 

𝑃(𝐴|𝐵) =
𝑃(𝐵|𝐴)𝑃(𝐴)

𝑃(𝐵)
  (9) 

4. RESULTS AND DISCUSSION 

4.1. Calculation of the TOPSIS Method 

The current section involves the evaluation using equations 1 to 8, i.e., the steps 
involved in the TOPSIS technique. Averages of the reviews are summarized in Tables A1 
and A2 in the appendix section. The second questionnaire was given to employees of the 
insurance companies to determine the expected attribute weights of criteria that suited the 
insured. The statistics are shown in Table A3 in the appendix. The steps involved in the 
analysis are as follows: 

Step1. The formation of the evaluation matrix is shown in Table 2., given below. 

Table 2: Evaluation matrix 

Criteria Pakistan Foreign 

Service/assurance 3 5 

Premium payable 1 4 

End benefits 3 5 

Tenure 

Company stability 

Company experience 

3 

4 

4 

3 

5 

4 

Step 2. Standardization and then normalization of the evaluation matrix are depicted in 
Table 3. 
 

Table 3: Standardized decision matrix 

Criteria Pakistan Foreign 

Service/assurance 0.5145 0.8575 

Premium payable 0.2425 0.9701 

End benefits 0.5145 0.8575 

Tenure 

Company stability 

Company experience 

0.7071 

0.6247 

0.7071 

0.7809 

0.7809 

0.7071 

Step 3. The weighted normalized decision matrix is calculated by multiplying normalized 

values with expected attribute weights. The results are depicted in Table 4. below 
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Table 4: Weighted normalized decision matrix 

Criteria Pakistan Foreign 

Service/assurance 2.57 .28 

Premium payable 0.72 2.91 

End benefits 2.57 4.28 

Tenure 

Company stability 

Company experience 

3.53 

2.49 

2.82 

3.53 

3.12 

2.82 

Step 4. Determination of ideal and negative ideal solution, with the outcome depicted in 

Table 5.  
Table 5: Ideal and negative ideal solutions 

Criteria Pakistan Foreign Max Value (ideal 

solution)* 

Min Value (negative 

ideal solution) 

Service/assurance 2.57 4.28* 4.28 2.57 

Premium payable 0.72* 2.91 0.72 2.91 

End benefits 

 

2.57 4.28* 4.28 2.57 

Tenure 

Company stability 

Company experience 

3.53 

2.49 

2.82 

3.53* 

3.12* 

2.82* 

3.53 

3.12 

2.82 

3.53 

2.49 

2.82 

Step 5. The fifth step involves separating the positive and negative ideal solutions.  

Separation from ideal solution (Si*)      Separation from negative ideal solution (Si') 

Si*= {2.49, 2.18}                                         Si’= {2.18, 2.49} 

The results are shown in Table A4. and Table A5. in the appendix section respectively. 
The results are then utilized to evaluate the relative closeness in the next step. 

Step 6. Determining the relative closeness to the ideal solution, followed by ranking of the 

factors as shown in Table 6. 
Table 6: Relative Closeness 

Criteria Pakistan Foreign 

Si* 2.49 2.18 

Si' 2.18 2.49 

Si*+Si' 4.67 4.67 

Si’/(Si’+Si*) 0.466 0.533 (max is best) 
 

It can be seen that foreign setup for the insurance companies is better than Pakistan due 

to their better privileges to customers in the criteria range. The results obtained after the 

TOPSIS assessment, based on the data obtained from the experts depict that the challenges 

faced by the companies in the developing countries are still holding them back in gaining 

the interest of the larger clientele. It can be seen that the experts preferred the insurance 

policies that are in the more developed countries in comparison to those available in 

developing countries such as Pakistan. Table 6. Shows that the relative closeness for the 

foreign companies holds a much better score in comparison to those in a developing 

country. The possible reason that depicts this outcome is the lower awareness among the 
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people along with the lower literacy rate, which makes the people unaware of the 

importance of getting insurance. Similarly, the companies that are operating within those 

countries lack proper training and stability and their inability to reach out to the customers 

are some of the major drawbacks. In comparison, the companies that are operating in 

developed countries are run by well-trained staff, they have strong support from the 

government and the entire documentation is tracked, which makes it difficult for the 

companies to indulge in any fraudulent activities similarly, the customers are also liable 

for any fake claims that they might have against the company's policies. Based on these 

facts, show the reason that people would still prefer that the insurance facilities in 

developed countries are much better than developing countries such as Pakistan. 
 

4.2. Calculation of Decision Tree 

The following part involves the steps involved in Figure 2. The decisions and their 

expected outcomes are based on the probabilities and calculated in the case of Pakistan and 

abroad. It can be seen from the assessment that people living abroad with insurance are 

more satisfied as compared with the people living in Pakistan with insurance, clearly 

connecting to the misunderstanding, risks involved, and lesser amount of trust of the people 

in the insurance companies based locally in Pakistan. 
 

4.2.1. Pakistan 

Having insurance and being satisfied: 
0.32*3/5 = 0.192 

Having insurance and being unsatisfied: 
0.32*2/5 = 0.128 

4.2.2. Abroad 

Having insurance and being satisfied: 

0.6*13/15 = 0.52 

Having insurance and being unsatisfied: 

0.4*2/15 = 0.053 

The aforementioned results are in the section 4.2.1. and 4.2.2. are derived from the 

figure 2. That depicts the outcome of the decision theory. The results are based on the 

expected outcomes from the probabilities of the different scenarios and depict that the 

people would prefer facilities that are abroad or in developed countries and it would ensure 

that they will be satisfied with a much higher probability if they have insurance there. 

Similarly, in comparison, it can be seen that the people who have an option of acquiring 

insurance and being satisfied, have a very low probability.  
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Figure 2: Tree Diagram. (Source: Author’s Creation) 

The purpose of the current research was to analyze the insurance policies in both 

developing and developed countries. The aim was to obtain insight regarding the 

preference of the consumers in terms of having the choice of acquiring a local (developing 

country) based company's insurance or from a company that is established and provides 

services abroad. The aim was to assess this via two different methods to ensure whether 

the results obtained depict any difference or not. The current research compares the results 

obtained from both the techniques i.e., TOPSIS and the decision theory, and evaluates that 

the best preferred choice is the insurance policies and facilities provided by the companies 

that are established abroad. Since the results obtained from both techniques second each 

other, it validates the results obtained for the research and calls for the policymakers based 

in developing countries to ensure that the insurance companies can reach out to their 

customers easily and that the people are made aware of the importance of such policies. It 

will ensure that the challenges being faced by the companies in developing countries are 

being addressed and new opportunities are being created.  
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4.3. Sensitivity Analysis 

The results obtained based on the data collected from the various experts are being 

evaluated in the previous sections. The current research goes one step ahead to ensure that 

the results are valid and to do so, the study incorporated sensitivity analysis. The purpose 

of the sensitivity analysis is to check how many variations in the results or a model can be 

observed if the input weights are being changed. To do so, the input weights for the criteria 

were changed for the TOPSIS technique and the final results display slight variations but 

the main outcome stays the same i.e., the top preferred insurance policies are those that are 

based on the foreign-developed countries. The outcome of the analysis can be seen in Table 

7. 
Table 7: Sensitivity Analysis 

Criteria Pakistan Foreign 

Si* 2.45 2.08 

Si' 2.08 2.45 

Si*+Si' 4.53 4.53 

Si’/(Si’+Si*) 0.45916115 0.540838852 
 

From Table 7., it can be seen that the final relative closeness values obtained show that 

even the criteria weights are slightly modified, there is no big difference in the final results 

and thus shows that even if the responses were modified in the actual sense, still the people 

would prefer that the companies abroad are providing much better incentives as compared 

to the local companies i.e., based in developing countries like Pakistan.  

The aforementioned results call for a better role from both the customers and the 

companies to ensure that the challenges are met effectively and that the preferences of the 

people could be changed in acquiring local insurance. Based on the research conducted, it 

has been concluded that the higher the educational status in Pakistan is, the more likely the 

people are to be aware of the importance of insurance plans in today's world. In Pakistan, 

the literacy rate is on the lower side, and it is difficult for them to understand the financial 

terms and their growing importance in this advanced world. People in Pakistan at the 

majority level belong to the middle and lower-class groups, with their incomes only 

sufficient to fulfill the needs of their own and extended families. As there are not many 

savings, less interest is shown by the public towards investments as they always fear they 

might require cash more than the one being invested because insurance for them is a regular 

expense than any profit [51]. People in Pakistan have an aptitude for short-term profits. As 

most of the insurance business pledges to long-term profits, such programs are easily 

rejected before they are even taken into slight consideration. People have rigid religious 

beliefs regarding insurance businesses, which restrict them mainly from investing, so they 

hesitate to buy any such policies no matter how attractive outcomes they guarantee. 

Decision analysis results on the customers' end clearly show that foreigners prefer 

insurance more than Pakistani citizens. Furthermore, the Insurance companies have a 

complicated set of rules and policies that make it more difficult for the common public to 

understand them with ease, rendering them to avoid such plans. Similarly, lack of training 

among the employees keeps them deficient in their communication skills [52]. Even if they 

remain successful in delivering all the information to the public, they lack the convincing 

part, which adds to the anxiety of the insurance business holders. Too much reliance on 
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the companies ' qualified workforce hinders the companies in reaching the actual profits. 

They might remain successful in reaching the mass population but remain unable to 

convince the ultimate target, which is the upper-middle-class group of people. Since they 

do not have a systematic process for delivering messages to the communities using 

seminars, workshops, or other modern state-of-the-art tools, they are unable to attract 

communities to start taking an interest in insurance policies. Companies situated in 

Pakistan lack a level of trust, as shown by TOPSIS and the Decision tree model, and this 

needs to be overcome by the employees of insurance companies. They should advertise 

and make people aware of the fact that insurance is not a category of interest but rather of 

building ultimate trust.  
 

4.4. Practical Implications and Future Recommendations 

The study incorporates a novel hybrid combination of the techniques i.e., TOPSIS and 

Decision Theory to assess the challenges faced by the insurance companies and to analyze 

the preference of the overall experts in terms of acquiring insurance from a local or a 

company based in a foreign country. This study lays down the foundation of a first-ever 

study conducted in such a scenario along with the comparative results obtained from both 

methods. The study will be helpful for the local insurance companies and the policymakers 

to focus on their shortcomings and to ensure that they can provide relatively better services 

to gain the trust of the people. The implication also includes the guidelines for the 

policymakers that increasing the awareness among the people and literacy of such topics 

could ensure positive results shortly. 

The study can be further extended towards the financial formulations for the insurance 

companies in a developing country's context and similarly, many other decision-making 

techniques could be applied to evaluate the different aspects of the insurance sector. It will 

ensure that the sector can function properly and with much better outcomes for the people 

and the economy as a whole. 

5. CONCLUSION 

Insurance companies play a great role in the betterment of the country in terms of providing 

services to the people and businesses and also contributing towards the economy in 

general. A better insurance policy can be helpful in terms of any workplace accidents, car 

damages, and lifesaving situations and it's better to have it to ensure financial security. 

Although the insurance companies play a great role, it also comes with a bigger challenge 

in terms of self-stability and gaining the customer's trust. Profiting from the consumers 

isn't very easy in various scenarios and many companies struggle to get established 

especially when it comes to developing countries. It can be safely stated that companies 

find it more challenging to work in developing countries with meager resources and the 

consumers are less aware of the positive side of the insurance policy. Similarly, a bigger 

challenge also comes in the scenario where the people are less educated, have lesser access 

to reliable resources, are bounded strongly by religious beliefs and especially, when an 

insurance company isn't able to advertise itself properly. For this purpose, the current study 

was carried out to see the satisfaction level of the people if they had a choice between 

selecting an insurance company working in a developing country or a foreign well-

developed country. Our primary target is to increase the awareness of people regarding 

these insurance companies to make their decision with having some background 
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knowledge or idea about what they are getting into is right. This study utilizes two hybrid 

models i.e., TOPSIS and Decision Theory, that are being used for the evaluation. The 

results indicate that the People of Pakistan are not adequately aware of the benefits that 

insurance holds, especially provided by those companies that are based in Pakistan. The 

current study focuses on the comparison of Pakistan with foreign citizens, and the results 

indicate that the people of Pakistan are not satisfied with these insurance companies due to 

trust issues, and they think they might not be able to get an expected return when they 

apply for the claim. Also, due to a lack of awareness of insurance in general, people do not 

want to and try to indulge themselves in this type of situation. The other factors that might 

be affecting their judgment are the misconceptions among the people (Muslims) regarding 

interest and profit. The easy availability of such information for the understanding of the 

citizens, along with proper training of the staff, can be a key to evolving the insurance 

industry within the country. This research will provide significant insights into the 

challenges that the companies are facing, and the solution to the problem can be extracted. 

The study provides conclusive evidence about the choice of insurance companies based in 

developing and developed countries by the people in general. Still, the study is also 

exposed to limitations such as the unavailability of financial data because of the rules and 

regulations of the companies and the time limitations involved in the collection of the data. 
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APPENDIX 

Table A1: Average Criteria Weight of Pakistani Residents. 

Criteria Criteria Weight 

Service/assurance 3 

Premium payable 1 

End benefits 3 

Tenure 3 

Company stability 4 

Company experience 4 

 

Table A2: Average Criteria Weight of Foreign Residents. 

Criteria Criteria Weight 

Service/assurance 5 

Premium payable 4 

End benefits 5 

Tenure 3 

Company stability 5 

Company experience 4 
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Table A3: Expected attribute weight. 

Criteria Expected attribute weight 

Service/assurance 5 

Premium payable 3 

End benefits 5 

Tenure 5 

Company stability 4 

Company experience 4 

 

Table A4: Separation from Si* 

Criteria Pakistan Foreign 

Service/assurance 2.92 0 

Premium payable 0 4.79 

End benefits 2.92 0 

Tenure  0 0 

Company stability 0.39 0 

Company experience 0 0 

 

Table A5: Separation from Si’ 

 

 

Criteria Pakistan Foreign 

Service/assurance 0 2.92 

Premium payable 4.79 0 

End benefits 0 2.92 

Tenure  0 0 

Company stability 0 0.39 

Company experience 0 0 


