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ABSTRACT

Insurance business in India had taken step first in open competitive market then to
nationalization. For almost four decades LIC has been the sole player with virtual monopoly in
the Life Insurance Sector, it was in 1990,s government of India ventured into policy of
liberalization and privatization and once again the insurance sector is back to privatize and
liberalized market. Hence today most of the private players are giving competition to the
public sector company, As private players entered in the market the market is booming in
insurance sector with various products for attracting the attention of customer consequently
by the year 2000-2001 , 12 players entered the life insurance sector .which will effect the
performance of life insurance corporation .Thus the LIC had never faced any competition and
at the same time had monopoly in the market, now has to compete with the private players,. It
is therefore important to study the performance of Life Insurance Corporation after the entry
of the private players and after adapting liberalize policy by the government therefore it
becomes imperative to evaluate the performance of life insurance Corporation of India.
The entry of private players in the market after adapting privatization by the government had
effected in the performance of the life insurance sector, which is the key sector in the financial
system

Hence there is primary need to evaluate the performance of LIC and to study the need
of privatization in Life Insurance Sector at the same time to study impact of private entrants in
Insurance Sector, especially with regard to performance of life Insurance Corporation of India

The broader objective of this study is to evaluate the role of privatization

on the performance of LIC. Following are the specific objectives of this study;
1. To evaluate the performance of LIC
2. To study the need of privatization in Life Insurance Sector
3. To study impact of private entrants in Insurance Sector, Specially with regard to
performance of life Insurance Corporation of India

The suggestion and criticism for the improvement in the research are welcome.
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IMPORTANT ABBREVIATIONS RELATING TO PRIVATIZATIONS AND
INSURANCE INDUSTRY

CRM Customer Relationship Management

EHTP Electronic Hardwarechnology Parks
EOU Export Oriented Wnit

EPZ Export Processimmyn&s

ESIC Employers State Insurance Corporation
FDI Foreign Direct Irstment

GDP Gross Domestic Praduc

GIC General Insuranaeration

HDFC Housing Developmeimance Corporation Limited.
ICICI Industrial Credit and Investment Corporatminindia
IRDA Insurance Regulatdwthority of India
I'T Information Tecklagy

JV Joint Venture

LIC Life insurance Corporation of India

NBEFC, s Non Banking Financial Institutions

NRI Non Resident Indan

OoCB Overseas Corporatdi8®

PSU, S Public Sector Units

RBI Reserve Bank ofitnd

ROC Registrar of Company

SEZ Special Economin&e

SSI Small Scale Sector

STP Software Technol®grks

UPA United Progressivédigkice

USA United States of Aina

WAN Wide Area Network
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CHAPTER - ONE

INTRODUCTION

The woréréar' has only four alphabets like love but both ofrthe
have very different meaning. Whatever man doeshi@tlove of their families always starts
with the background of fear. Generally so many §m& have been asking ourselves that,
what will happen if we were not there, but we keepasking rather than doing something
for it. Time is precious, it never stops for anyeoand we are living in the world of
uncertainty; the uncertainty of job, the uncertaiaof money, the uncertainty of property

and like this the story goes continuous for the letife of a man'

Man faces many risks in his life, to his life amperty throughout his life, losses
certainly occurs to him. The law of insurance sawvies from losses. It predicts the losses
in advance before they occur. An insurance systera developed and well organized
system of redistribution of the costs of lossescblfecting premium payment from every
participant in that system.

Insurance is the man’s constant search for sgaamid finding out ways and means
of ameliorating the hardships arising out of cat#si Here the persons exposed to similar
risk contribute some amount periodically and thegeo actually face the loss are
indemnified out of these fund. Insurance, essdwtiad an arrangement where the losses

experienced by a few are extended over severalanhexposed to similar risks.

A thriving insurance sector is of vital impamce to every modern economy.
» Firstly, because it encourages the habit of saving.
> Secondly, because it provides a safety net to rarmal urban enterprises and

productive individuals. And perhaps most importantl generates long- term

1 Bala Murugan Globalization and its impact on Insurance Industryndia”’, Deep &Deep Publication Pvt
Ltd, 2004, P.45.

2 Bodla B.S, Garg M.C, Singh K.PInsurance Fundamentals, Environment and Procedyr@gep &Deep
Publication Pvt Ltd, 2003, P.3.
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invisible funds for infrastructure building. Thetnee of the insurance business is
such that the cash inflow of insurance companiesisstant while the payout is

deferred and contingency related.

This characteristic feature of their business makesirance companies the biggest
investors in long-gestation infrastructure develeptnprojects in all developed and
aspiring nations. This is the most compelling reasdy private sector (and foreign)
companies, which will spread the insurance habthéensocietal and consumer interest are
urgently required in this vital sector of the econypo Opening up of insurance to private
sector including foreign participation has resulit@® various opportunities and challenges

in India.

LIFE INSURANCE

In England, even before thertality table were available, mutual life
assurance was prevalent in thé"entury commencing with short term insurance dhd a
these mutual offices disappeared with the passfnthe bubble Act 1720 Hence the
business of insurance is not new.

Life insurance in the modermnfowas first set up in India through a British
company called oriental life insurance company B18 followed by the Bombay
assurance company in 1823 and the madras equiif@blesurance society in 1829. All of
these companies operates in India but did not enshe lives of Indians. They were
insuring the lives of Europeans living in India.n$® of the companies that started later did
provide insurance for Indians. But, they were wdahs “substandard”. Therefore, an
Indians lives had to pay an ad hoc extra premiu208b or more. The first company to sell
policies to Indians with “fair value” was the “Bommp mutual life assurance society”
started in1871.

The first general insurance company Teiton InswaBompany lid, was established in
1850. It was owned and operated by the British. fitg¢ indigenous general insurance

company was the Indian mercantile Insurance Companifed set up in Bombay in 1907.

3 Murthy KSN, Sarma KV, Modern Insurance Law”Forth Edition, Lexis Nexis Butterworths, 20027 P.
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Section 2(11) Insurance Act, 1938: Defines Life Insurance Bass Life Insurance
Busines§ means the business of effecting contracts of reasce upon human life,
including any contract whereby the payment of moseassured on death (except death by
accident only) and the happening of any contingethegyendent on human life and any
contract which is subject to payment of premiunrsaféerm dependent on human life and
shall be deemed to include:

(&) The granting of disability and double or trigledemnity accident benefits, if so
provided in the contract of insurance;

(b) The granting of annuities upon human life; and

(c) The granting of superannuation allowances amtuiéies payable out of any fund
applicable solely to the relief and maintenancepefsons engaged or who have been
engaged in any particular profession, trade or eympént or of the dependents of such

persons*

By 1938, the insurance market ididnwas bazzing with 176 companies (both
life and non- life). However, the industry was plad by fraud, hence; a comprehensive set
of regulations was put in place to stem this pnobl8y 1956, there were 154 Indian
insurance companies, 16 non Indian insurance coepamd 75 provident societies that
were issuing life insurance policies. Most of thesécies were centered in the cities like
Bombay, Calcutta, Delhi and Madras. In 1956, trentRinance Minister S.D Deshmukh

announced nationalization of the Life InsuranceiBess.

The reasons for the national@atof the insurance industry are rather well
known and concerned mostly with the unethical prastadopted by some of the players
against the interest of the customers. Nationatimatad lent the industry solidity, growth
and reach which is un — parallel. Moreover, aloritl whese achievements there also grew
a feeling of insensitivity to the needs of the nedykraditions in adoption of modern
practices to upgrade technical skills coupled witbense of lethorrgy, which probably led
to a feeling amongst the public that the insuraimcieistry was not fully responsive to
customer needs. If | want to justify the nationatiian of life insurance business the need

was

4 Section 2(11), Insurance Act, 1938
Page|666
“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSURANCE CORPORATION VIS

A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA”| Sukhvinder Singh Dari



ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848
IR
- For security of policy holders,
- Use of life insurance funds for nations development
- To avoid competition,
- To save dividend paid to shareholders of insuraocepanies,
- To avoid policies which are undesirable by the ngengent of some insance
companies.
- To spread the insurance business into the neglectidx rural areas.
Hence the then goweent under the finance minister Shri S. D
Deshmukh announced nationalization of life insueabasiness on the #9anuary 1956.
Even then the companies continued to exit as sepaatities and the ownership
continued to exit with respective shareholders. &ter passing the bill in parliament by
life insurance corporation Act 1956, all the assatsl liabilities pertaining to the life
assurance business in India of all registered mthaurers, were to be transferred to and
vested in Life Insurance Corporation of India (LIE)nally in 1972, the general insurance
business was also nationalized by setting up Govenh Corporation called the general
insurance corporation with four subsidiaries conm@nfor carrying on the general
insurance business. It was after nationalizatifanitisurance business in India enjoyed the
dominant position in the economy.
» Firstly - on the social point of view,
» Secondly - as a major collective saving institutiomndia, it started helping for the
development of the country.

At the same time the natlmea insurance companies were expected not to
confine themselves to the present activities butld/@over new field in due course. The
new standard of behavior in their dealing with thaistomers the policy holders and
developing a new insurance jurisprudence have Iseeérup by the judiciary in India.
Courts in India, time and again imposed on the ¢exporations as part of their duties to
act in consonance with the principles laid down tive directive principle of the
constitution® It was also observed by the court that “the bussinactivities of the Life
Insurance Corporation (LIC) are not of purely comoiad nature. Life Insurance
Corporation (LIC) is a statutory corporation beig ‘authority ‘or an instrumentality of
the state within Article 12 of the constitutiongtbontract of the life insurance entered into

5 Asha Goel v/s LIC, AIR 1986, Bom 412.
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by the life insurance corporation are for the welfand benefit of the society as it is the
primary goal of the Life Insurance Corporation (L@ promote the welfare of the
people® Hence a writ under Article 226 can lie against th€ for enforcement of its
liability though contractual.

In similardgment of the court in which court has consisyentl
emphasized that it is the duty of the party in pesgon of document which would be
helpful in doing justice in the cause to producanitl such party should not be permitted to
take shelter behind the obstruct doctrine of bumfgoroof. This duty is greater in the case
of instrumentalities of the state. The obligation the part of the state or the
instrumentalities to act fairly can never be overphasized. In a series of cases the
judgment reiterated their strong disapproval dfestendertaking like the ESIEmployees
State Insurance Act), LIC, GIC etc raising techhigkeas to defeat honest claims of

victims of accidents by legally permissible but giaally unjust contention including

narrow limitation®

ERA OF PRIVATIZATION

The liberalization of the Indian insurance sectas lbeen the subject of much heated
debate for some years. The policy makers on ond taamted competition, development
and growth of insurance sector, which is extremebsential for channeling the
investments in to the infrastructure sector. Atatiger end the policy makers had also the
fear that the insurance premium, which are suhbisfamtould seep out of the country; and
thus in the nation's interest, they want to hawawious approach of opening for foreign

participation in this sector.

After a long dission, conferences and fraction among some
political parties, IRDA brought consensus amondidas of different political parties.
Though some changes and some restrictive clausesgasis to the foreign participation

were included the IRDA has opened the doors fopthate entry into insurance.

6 Asha goel v/s LIC, AIR 1986, Bom 412.
7 National Insurance Co v/s Jugal kishore, AIR 1988.
8 Rajasthan State v/s Jhansi bhai, 1987, ACJ 4fitbAasam Wool Export Ltd v/s Export Credit Guarante
Corporation of India Ltd, AIR, 1988, Cal 1.
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The insuran@eter is open to participation by private insurance
entities and recommendation of the Malhotra CongaittThis does not mean that the
public sector entities do not continue their atiég in the insurance sector. After this
privatization both public and private sector eastplay their roles simultaneously. In this
context, financial growth process of insurance, encompetitive environment and rapid
expansion in insurance sector is expected to emeitenew private participants. The
nature and scope of the insurance sector is incfaging with the passing of the IRDA
Act 1999.

THE INSURANCE REGULATORY AND DEVELOPMENT AUTHORITY  ACT,
1999

IRDA Act of 1999 was set out as follows.

To provide for the establishment of an authority,protect the interest of holders of
insurance policies, to regulate, promote and ensuderly growth of the insurance

industry and for matter connected therewith ordeatal thereto and further to amend the
Insurance Act 1938, The life insurance corporatiat 2056 and The General Insurance

Business(Nationalization)Act 1975.

OBJECTIVES OF IRDA

IRDA has various objectives:

Firstly, to protect the interest of policy holderaell as to give fair treatment.

Secondly, to bring out the growth in insurance @efdr the benefit of the common man,
and to provide long term funds for acceleratingaghoof the economy.

Thirdly, to ensure speedy settlement of genuinemdao prevent insurance fraud and
other malpractices and put in place effective gmee redressal machinery.

Fourthly, to promote fairness, transparency andertydconduct in financial markets

dealing with insurance and build a reliable manag@ninformation system to enforce
high standards of financial soundness amongst mpl&gers.

Fifthly, to take action where such standards aae@quate or ineffectively enforced, and

® www.irdaindia.org accessed on 9/1/2009 at 1 pm.
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Sixthly, to bring about optimum amount of self rigion in day to day working of the
industry consistent with the requirement of prugdmegulations?

The life insurance industry was nationalized uniher life insurance corporation Act of
India. In some ways, the LIC has become very ssfokedespite being a monopoly, it
has some 60- 70 million policy holders given the tndian middle class is around 250-
300 million. At the same time the level of customeatisfaction is high for the LIE
(finding of the Malhotra committee) market pengtmna in the rural sector has grown
substancially,around 48% of the customers of th@ ate from rural and semi —urban
areas. This probably would not have happened hadtliarter of the LIC not specifically
set out the goal of serving the rural areas.

But the era of globalization of the Indiaconomy that started in the early 1990’s
began to have its impact on the monopolistic stmecbf the Indian insurance industry.
The liberalization of insurance market was amorgy d@bjectives of the Uruguay round
negotiations conducted under the auspices Genegatefment on Trade and Tariff
(GATT). However Life Insurance Corporation (LIC) svput on its toes when in 1993; the
government of India appointed a committee headedRllYy Malhotra to examine the
reform required in the insurance sector. After tleeision of government to accept the
recommendation of the committee on reform in treuiance sector and to constitute an
interim Insurance Regulatory Authority, by an exe@iorder in January 2, 1996, to look
into the modifications, the regulatory frameworktbé insurance sector, has resulted in
the establishment of a statutory body, for regotatine players and in broadening the
sector by admission of new players from the prisatetor.

In India today, the gross domegtioduct of the country is predominantly
derived from the service sector is an interregraat ps more than 42% of the country’s
current GDP is being generated by the servicesoiseobviously necessary steps are
required to be taken to sustain this process oftir@nd towards this end a co — ordinate
approach is necessary and insurance being a sandigstry, could prima facie Act as an

engine of growth?

10 www.irdaindia.org,acccessed on 92/1/2009 at 1 pm.
11 Findings of Malhotra Committee repatkessed on 19/1/2009, at 2 pm..
12 sen, Subir, An Empirical Analysis of the Indian Live Insuranielustried, Institute for Social and
Economical Change, Bangalore. A Paper Presentdeabnnual conference of the Indian Econometric
Society held at Gurunanak Dev University, Amritskm. (2006) P. 5-7.
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RATIONALE / NEED OF THE STUDY

Insurance business in India h&enastep first in open competitive market then
to nationalization. For almost four decades LIC bagn the sole player with virtual
monopoly in the Life Insurance Sector, it was i®Q8 government of India ventured into
policy of liberalization and privatization and onagain the insurance sector is back to
privatize and liberalized market. Hence today mofktthe private players are giving
competition to the public sector company, As pevatayers entered in the market the
market is booming in insurance sector with varipusducts for attracting the attention of
customer consequently by the year 2000-2001, lye@aentered the life insurance sector
.which will effect the performance of Life Insuran€orporation. Thus the Life Insurance
Corporation (LIC) had never faced any competitiod at the same time had monopoly in
the market, now has to compete with the privatgeyk It is therefore important to study
the performance of Life Insurance Corporation after entry of the private players and
after adapting liberalize policy by the governmémerefore it becomes imperative to
evaluate the performance of life insurance Corpamatf India..

The entry of private players in the nmdrlafter adapting privatization by the
government had effected in the performance of ifeenisurance sector, which is the key
sector in the financial system

Hence there is primary need to evaluéwe performance of Life Insurance
Corporation (LIC) and to study the need of privatiian in Life Insurance Sector at the
same time to study impact of private entrants sutance Sector, especially with regard to

performance of life Insurance Corporation of India

PURPOSE / OBJECT OF THE STUDY

The broader objective of this study is to evalulie role of privatization on the
performance and regulations of Life Insurance Capon (LIC).

Following are the specific objectives of this study

1. To evaluate the performance of LIC.
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2. To study the need of privatization in Life Insnce Sector.
3. To study impact of private entrants in Insurar8ector, Specially with regard to
performance of life Insurance Corporation of India.

RESEARCH QUESTION

What is the impact of privatization on Life InsucaCorporation?

What are the legal compliances provided by IRDAtl@ private insurance companies

and LIC?

What is impact on the performance of LIC aftévatization?

LITERATURE REVIEW
This research examines the significant studiesezhiwut by the researchers on the
Life Insurance business. Some of the relevant ssudilating to Life Insurance conducted

in India and abroad are reviewed as under:

Hampton John, in his bookinancial Decision Making: Concepts, Problems aras€s”

In the study looked at the life insurance purchgdmehaviour of young newly married
couples. The relationship between two dependeniahlas, amount of life insurance
purchased and type of-life insurance purchasedt@&isd against a number of explanatory
variables. The independent variables like sociaienac variables, demographic variables,
psychographic variables and other explanatory factsome of which have not be
investigated before, are examined by means of pheltclassifications analysis. Six
independent variables were statistically significam explaining the amount of life
insurance purchased: education of husband, cunmrgehold income, expected household
income (10 years), net worth of household, huslsandurance before marriage and wife's
insurance before marriage. The purchase of a lahger average amount of life insurance
was found to be much more likely in households whét) the husband did not attend
college, (2) current and expected household inconege in the low and high ranges, (3)
net worth was greater, (4) the husband had purdhagdife insurance before marriage,
and (5) the wife had purchased term insurance éefarriage. Three of the independent
variables were found to be statistically significamexplaining the type of life insurance
purchased: net worth, wife's insurance portfoliobe marriage and influence of insurance

agent. The purchase of term insurance was fourgetmuch more likely in households
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where : (1) net worth was greater, (2) his wifeghased term insurance before marriage,
and (3) the insurance agent did not influence #w@sibn. This suggests that the wife and
the insurance agent are playing an influential il¢he type of insurance purchased by
young married households.

Bala M.in his book."Globalization and its impact on Insurance Industryndia” studied
the influence of the business cycle on the lifeiraace industry. The purpose of his study
was to analyze empirically the impact of cyclidactuations on new purchases of ordinary
group, and industrial life insurance during the tpear recessions experienced in the
economy between - October 1945 and February 196&.empirical evidence indicates
that new purchases of ordinary life insurance hagt been affected severely by the
business cycle. This can be partially explainedtly fact that large amount of new
ordinary purchases is attributable to the uppesnme groups who are relatively immune to
the cycle. Personal income and general consumpmigrenditures have also tended to
remain relatively stable during the downswing ofcycle which would permit the
continuance of new purchases during the contragiltase of cycle. The empirical data
suggest that the business cycle has had littleuenfte on new purchases of group
insurance. New purchases of group insurance hawbited a strong upward trend which
has tended to counteract the dampening impacteotyhle. Finally, many group benefits
are a result of collective bargaining, which maguiee increased benefits at some future
period. It is possible that the economy may be B&peing a cyclical downturn, yet the
increased group benefits may still be purchaseduser of the collective' bargaining
contract. Finally, the data indicate that new pasds of industrial insurance declined
relatively during the downswings of cycle Ill and &s unemployment during these two
cycles was more severe than the earlier cyclesbgrtie fact that there was a structural
shift away from industrial insurance which waslstibntinuing during the contraction

phases of cycle lll and I

13 Hampton John, J.20@@nancial Decision Making: Concepts, Problems aras€s New Delhi:PHI.P.433

14 Bala M.2004Globalization and its impact on Insurance Industnyindia. Deep & Deep Publication Pvt
Ltd.P.45.
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Fortune (1973) applied the expected utility hypeihieof choice under uncertainty,
developed by Daniel Bernoulli and popularized byiethman and Savage, to the
explanation of the optimal amount of life insuramaea rational individual. The empirical
implications of the expected utility hypothesis tbe demand for life insurance are then
tested by multiple regression analysis using datathe decade of the 1960s. The
theoretical model developed implies that three kgglical variables should explain
cyclical variations in the quantity of life insui@ demanded: the rate of discount, the
amount of non-property income (i.e. wages and salpexpected to be received over the
period of analysis and the amount of non-human twdald at the time the decision to
purchase insurance is made. The empirical resuifirozs the importance of these
variables and is consistent with the behavior atingrto the expected utility hypothesis.
The results suggest confirmation of the theory: ahly unambiguous implication of the
theory—a negative non-human wealth effect is supplorand the index of consumer
sentiment is statistically significant with the sasign as the human wealth effect. Wage
and salary income (or human wealth) has a positiypact on the quantity of net insurance
demanded, the impact of the real rate of discoaiaiso positive. The non-human wealth,
human wealth and real interest rate elasticityésadiraround 3.0, indicating a high degree
of sensitivity of the demand for net insurancehargges in these variabtés

Goldsmith (1983) in the paper developed and ingastd the relation between a wife's
human capital accumulation and household purchafdds insurance on the husband. The
degree to which households substitute the wife'mamu capital (education) for life
insurance on the husband was empirically invesihatsing data on buyers and non-
buyers of insurance in 1980. The tobit estimatechhique was utilized to eliminate the
problem of selectivity bias. Households with a medeicated wife, ceteris paribus, were
found to have a lower likelihood of purchasing teimsurance on the husband.
Additionally factors that reduce uncertainty asatex with the marketability of the wife's
human capital appear to enhance the substitutibherohuman capital for life insurance
and reduce likelihood of a purchase. The resu#ts ptovide support for the hypothesis that
households substitute accumulated, marketablehnaran capital assets for life insurance.

15 Fortune, Peter ‘A Theory of Optimal Life Insurance Development dedt, The Journal of Finance,
Vol.28, No.3, June, (1973), P.587-600.
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Current household income, existing coverage, curren-term insurance purchases,
household characteristics and the decision-makimgranment were all found to have
significant influences on the decision to purch@sm insurance on the husband. The stock
of human capital embodied in the wife is opt toyvaver her life cycle. Health, education
and on-the-job training enhance the stock, whilprel@ation and obsolescence reduce
human capital. As a result, the level of life irwe coverage desired by the household is
expected to vary over time. Unfortunately, the #xgsstructure of the insurance relation
prevents households from altering their insuranalelihgs along a complete continuum.
The level of coverage can be increased to the etb$avel by purchasing an additional
policy. However, once a long-term contract is appth the coverage level can only be
reduced by terminating premium payments and hewgosgerage. This institutional
constraint, limited downward adjustment flexibilitmay account for the lower likelihood
to purchase term life insurance on the husband gnhamuseholds with better-educated
wife.16

Burnett and Palmer in the study examined variousadgaphic and psychographic
characteristics in terms of how well they relate differing levels of life insurance
ownership. Life insurance ownership was measuredugh three different dependent
measures. The data were analyzed through multipkesification analysis. The results
suggest that belief in the traditional work etatalism, socialization preference, religion
salience and assertiveness were the most impgatadictor variables. Education, number
of children and income were the best demograplediptors. The findings of this study
have several implications. The non-significancethef ‘Life Insurance salience’ variable
suggests that the purchase of life insurance isamoatter of believing or not believing in
life insurance. Rather life insurance appears ta peoduct associated with specific needs
and personality traits. The study results pertainio the most significant predictor
variables suggest that people who own greater @avanage amounts of life insurance are
individuals who are self-sufficient and believetthizey are in control of their own well-
being. These individuals also have a lesser belighe traditional work ethic, are less

assertive, prefer quieter activities, and havelatively lower interest in religion. Other

16 Goldsmith, Art, Household Life Cycle Protection : Human Capital &(es Life Insurance The Journal of
Risk and Insurance, Vol.50, September, No.3, (1988Y3-86.
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significant variables also provide important inggykhoncerning life insurance ownership.
Owners of large amounts of life insurance are bettiicated, have larger families, have
higher incomes, are not opinion leader, are gedageafy stable, are greater risk takers',
are not price conscious, are not information sexkae low self-esteem, are not brand
loyal and believe in community involvement but thdp not rely heavily on the
government’

Bickelhaupt and Ran (1986) in the article identdpd summaries research on
international risk and insurance. The research lasstied according -to purpose,
methodology and perspective. In addition, inteoral insurance studies are subdivided
into fifteen different types. As to purpose and meeiblogy, five major combinations of
these types are selected for further discussiond€scriptive-qualitative, (2) descriptive-
guantitative, (3) normative, (4) economic risk theeonstructions, and (5) quantitative
models. As to perspective, relevant referenceslassified as examples of one country,
cross-country and global research. The currens sfatesearch is analyzed and suggestions
for future studies are presented. A strong recondagon is made for international
insurance research groups to provide more studrgshasizing theoretical, quantitative,
cross-country and global approaches. Descriptiaigtive research will continue,
producing general studies most often journalistiamature. However, new articles should
now advance the development of theories of inteynat risk and insurance. Sound
theoretical and conceptual studies are necessdnighwnay provide guidelines for better
international insurance practices. The availabibtynore empirical data should permit an
increase in research which is primarily analytiaall which is more cross-country and
global in viewpoint. Research by international eesh-groups is strongly recommendéd.

Rao (1989) in his article titled 'Lifensurance Business in India: Analysis of
Performance' analyzed the growth of Life InsuraBasiness in terms of new business and
coverage area. Life insurance business has sha@teady progress in relation to a range of
macro-economic aggregates. The numerical valuegawbus indicators point to a vast

scope for improvement. Growth has been due to th@nizational changes that have taken

17 Burnett,J.John and Palmer,A.BrucExamining Life Insurance Ownership Through Demobiapand
Psychographic CharacteristitThe Journal of Risk and Insurance Vol 51,Septamido 3, 1984, P.453-67.

18 Bickelhauupt, L. David and Ran Bar Ni\Résearch in International Risk and Insurance: Sumyma
Synthesis and Prospett3he Journal of Risk and Insurance, Vol 53 No arbh, 1986, P. 240-56.
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place with the decentralization of functioning a¥isional offices and decentralization of
policy servicing of branch offices. There is alswrease in rural business and group
insurance business since mid-1970's. The analf/Zisral business reveals that business is
greater in the more urbanized Zones. In spiteldha life business continues to be low in
terms of coverage and contribution to national meand savings. There is large potential
for future development of life business in IndiaonSidering the trend towards
liberalization, LIC should aim for more autonomydamestructuring programmers. LIC can
equip itself to compete in a global world with atipeivate insurers?

Simon (1989) stressed on the need for traininggants which was necessary for
healthy growth of LIC and agents. He opined thaining at STC's and IFSERT along
with induction training by development officers arefresher training at branch offices
could help in professionalizing the agency forcel ld€. However, he suggested for
continuous performance appraisal of agents andniinkraining with rewards such as
certificates of appreciation, newsletter announcgmehonoring in special functions, etc.
to bring about a positive change increase prodiigi@nd excellence in organization. In an
interview on reorganization of LIC Prof. Ishwar a1 992) expressed his satisfaction on
the implementation of the reorganization schemd_l§y. However, he reorganized the
presently customers were demanding better and dae superior services. He opined that
changes in the behavioral patterns of LIC's custentbe attitudinal changes and the shift
in customer expectations in the recent past woalictlto permeate the whole organization
if it wanted to become customer driven. He furthigggested review of the reorganization
scheme for further improvemerits.

Browne and Kim in the study found that the sendgeetor of the world economy has
grown substantially since World War II. The worldisiinsurance industry has had average
annual growth rate of over 10 percent since 1956irg the mid-1980s, the international
life insurance grew at an average annual rate g@rélaan 25 percent. This study identifies
factors that lead to variations in the demand iferihsurance across countries. Important
factors are found to be dependency ratio, natiom@me, government spending on social

security, inflation, religion and price of insuranef these variables, two variables income

¥ Rao G. V./Playing It Saf¢, IRDA Journal, Vol.1, Nov., No. 12, (2003) P. 15-
20 Simond J.J, MRD for our Agency ForceYogakshema, (September-Oct.) (1989) P.13-16.
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and inflation are statistically significant. Thecame variable is positively correlated with
life insurance. As income increases, life insurdoeeomes relatively more affordable. The
inflation variable is negatively related to lifesurance and has a dampening effect on the
amount of insurance purchased in a country. Thas#infs suggest that economic
development and economic stability greatly incrddisensurance consumptica.

Shotick and Showers (1994) augment the empiritaialiure on insurance demand by
examining the impact of selected economic and stag#ors on the purchase of insurance.
To account for the fact that not every householatipases insurance, a Tobit procedure is
used to estimate marginal impacts on purchasensglsas the changes in tpeobability
of purchasing insurance. Demand effects are doetnély the marginal impacts from
existing purchasers of insurance. Although inconmel aumber of earners are both
positively related to the demand for insurance, nierginal effect from an increase in
income is greater for single earner households tbamulti-earner households. Also, as
either family size or age increases, the margimareiase in insurance expenditure
diminishes. As the composition of U.S. householdslwes, change in household’s
characteristics will effect the demand for insuenSpecific changes will, in many cases,
impact various types of insurance differently. Altigh the total insurance demand model
provides insight into the overall demand of hou$#$odis-aggregated demand models
must also be examined in the future, as they hatea past. Understanding how insurance
consumers decide upon the different! types of msce is important for policy-making in
both the private and public sectors with the issetisocialized insurance, governments
must be aware of different effects on the typessifirance from socio-economic factors. A
better understanding of the factors that affecaltatsurance, as well as individual’s
insurance demand, can provide valuable insightsb@iih the public and private sectors
concerning future insurance needs and alternatives.

Gandolji and Miners (1996) in their article dealghwhusbands and wives separately
and examines the differences that exist betweean tbé&tive to life insurance coverage. In

addition, the impact of household production fumativariables on life insurance is

21Browne and Kim Life Insurance as RH Investment — A critical studecision, July 1983 P.169 -70

22 shotick and ShowersManagement of Indian Financial InstitutionHimalaya Publishing House, New
Delhi, (1991), P. 600 — 601.
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investigated and differences in their effect foslhands and wives are highlighted. No
other study examines wives' life insurance, coverdige effect of household production
variables on wives and husbands and wives in thee damilies. The results indicate that
there are meaningful differences between husbandswaves in their demand for life
insurance functions. Many of the differences in anis of coverage seem attributable to
the wife's labour force participation and the ir@e in the number of women in the labour
force has accounted for much of the increase ireslilife insurance over the last few
decades. However, there is evidence that in additm insuring money income,
contributions to household production also influetive purchase of life insurance. Home
ownership, which usually entails more householdsdpction, is strongly positive for
both husbands and wives. The amount of the eféetiree times as great for husbands and
for wives, but the effort of the income variablesifaur times as great for husbands as for
wives. In addition, the dependent years per chddables are significant in explaining
individual life insurance of wives but not of husida??

Bernstein (1999) in his paper discussed the tatefof productivity growth in the
Canadian Life Insurance industry for the period 289. Since services are two-thirds of
Canada's gross domestic product, careful undegaMimoutput and input measurement for
services yield a clearer picture of Canada's prindtyc performance and thereby, its
competitive position. The proportion of GDP contitikd by the manufacturing sector
during the last three decades has been about Edd@mt while the service sector has
continued to grow, reaching 67.0 percent by 199#oilighout this period, the insurance
industry has kept pace with the service sectorasae. Insurance accounts for about 0.70
percent of GDP. The GDP contribution of Life inggréom 1981 to 1992 increased from
0.30 to 0.42 percent.

Hua (2000) in his article takes into account tlwpiitlation values and liquidity of
estate assets and the ability of life insuranceéhdeanefits to by pass the probate process.

To bit regression based on the model are run usi@dgJS survey of Consumer Finances

23 Gandoliji, Anna Sachko and Miners, Lawren&gehder Based Differences in Life Insurance Ownefshi
The Journal of Risk and Insurance, Vol.63, Decemblr.4, Symposium on Catastrophic Risk, (1996),
P.683-93

24 Bernstein | JefferyTotal Factor Productivity Growth in the Canadiarfé.insurance IndustfyCanadian
Journal of Economics Vol 32, April 1999, P. 500-17.
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1989 data set. The results showed that demographipersonal characteristics seem to be
less important than financial and wealth variatesxplaining the life insurance holding
of a retired single. This is so because life insoeais a financial asset. Second, this article
establishes a death-contingent claim model of avidwll who allocates his or her
resources into consumable and bequeathal wealth. nibdel attempts to capture the
relation between the holding of life insurance atiger assets. The regressions show that
net liquid conventional asset holding in the opmslirection (keeping net worth and
annuity wealth constant) has a negative effectferiisurance holding, i.e. it decreases life
insurance holding. Third, an increase in annuityglite(keeping net worth and net liquid
conventional asset holding constant) increases iifsurance holding, supporting
Bernheim's (1991) conclusion that life insurancaesed to counteract the forced savings in
annuity wealth due to excessive social securitgdajkourth, it is likely that an increase in
net worth (due to an increase in non-liquid conieral asset holding, other things the
same) raises life insurance holding. The regressesults are consistent with these
implications. This article conjectures that Bermh'si conclusion that life insurance is an
inferior good might be a result of the lack of accwate estimate for the pure term
component of life insurance policies and the omissf net liquid conventional asset
holding in his regressions. Finally charitable besjumotives proxies by past charitable
donation have a positive effect on life insuranokelimg 2

Gupta and chuganee in their article “LI@rfes to tango” emphasized on the various
steps to be taken by LIC in order to compete whthiew players up the monopoly of the
giant has been challenged with this .LIC is to faceld class competition at last. Several
major steps are to be taken to rise to the occasiate areas of products, services,
information technology etc. LIC is gearing to attaew heights through involvement of all
its vast workforce there is excess of manpowehe dorporation but the management is
not going to be any down sizing the surplus is gdio be utilized in rising business

volumes through scale upgratiéh.

25 Hua, Arthur, tiquidity, Estate Liquidation, Charitable Motiveand Life Insurance Demand by retired
Single$ The Journal of Risk and Insurance, Vol. 67, N¢2D00) P.123-41.

26 Gupta,Aarti and Chuganee,Bhakti 2002.”LIC leam3ango”Insurance Chonicle Business India . June —
July .source www.icfaipress.org.
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Mr. N. kannan in his article explained teatce 1991 the insurance industry has gone
through many sea changes .The competition LICestdecing from these companies were
threatening to the existence of LIC. Since therfbeation of the industry the insurance
industry has never looked back and today stanch@®me of the most competitive and
exploring industry in India. The entry of the priggplayers and the increased use of the
new distribution are in the limelight today. Theeusf new distribution techniques and the

IT tools has increased the scope of the industtizgérionger ruri’

Tapen Sinha, over the past century, Indian ins@randustry has gone through big
changes. It started as a fully private system wibhrestriction on foreign participation.
After the independence, the industry went to thesoextreme. It became a state-owned
monopoly. In 1991, when rapid changes took placenamy parts of the Indian economy,
nothing happened to the institutional structurénstirance: it remained a monopoly. Only
in 1999, a new legislation came into effect Sigmgala change in the insurance industry
structure. We examine what might happen in theréutwhen the domestic private
insurance companies are allowed to compete withesfomeign participation. Because of
the time dependence of insurance contracts, itighlyh unlikely that these erstwhile

monopolies are going to disappear.

Jayakar says that new products innovati@tribution and better use of technology
and helping the new breed of private life insureake market share away from the
monopolistic of yesterday. Earlier it used to be glovernment owned insurance companies
that had on edge over any other company. With thafwation of insurance sector and
with the entrance of many players, the world ofunasmce may have a cut throat
competition with the private sector gaining on emereasing edge over the public seéfor.

Dhunna and kumar in their articleetit] “liberalization of insurance sector “Social

implications emphasized that IRDA has to create emvironment where insurers,

27 Tapen Sinha,CRIS Discussion Paper Seri2802Professor, School of Business University of
Nottingham, UK

28 Jayakar Roshni 2003,covering lives :business totlaye 8.pp.68
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consumers and other groups can co exit and opkmatbe promotion of the insurance.
The success of the insurance reforms depends dratieparency in the work environment
and an effective regulatory authority, so as tov@né liquidation, speculative trading and
restrictive business practicés.

Rangachary, chairman IRDA participated the forth global conference of
Actuaries during the course of discussion, sevessales were raised and a need to bring in
risk based capital the emphasis on fair value atoog system for insurers was felt .The
IRDA chairman also expressed the need to develeghéalth and the pension sectors of

importance of life insuranc®.

Tara pore in his article titled “neaiof Indian financial system “emphasized that
financial crises the world over have revealed thatk working in financial system and
their poor supervision, contributed to macro- ibs8iy. Along with the stronger
supervision, discipline of the market also needsbé& re — emphasized with rapid
technological changes, the leader in innovation ldioelaim the best business. The
financial system would need to be guided by thegeiirements viz transparency, rigorous
norms and appropriate incentivés.

Banerjee in the article “Branch ireag the 1990,s inculcating the public relation
culture opined that the public relations activit&suld not be confined to a few persons
meant exclusively for that purpose but should ber@ged by all right from sub-staff to the
branch manager and also by agent and developmé&oersfin the branch office. He
stressed smiling, courteous and efficient serviitl the policy holders to meet the rising
consumer aspirations. He suggested the need fer ffosv of information from LIC
branches to divisional, Zonal and central offiges.

2% Dhunna Mukesh and Rajan A Kumar 2002,"liberali@atdf insurance sector: social imliocations”Indian
management studies journal vol 6,pp 117
30 Rangachary N 2002"4global conference of Actuaries 14-15 Feb New Delhi
31 Tara pore S.S 2000"Malice of Indian financial gyst need for reform” Economic and political weepgly
2821-26.
32 Banerjee A.K 1992 “Branch image in the 90,s thecBRure
‘The insurance times pp 17-18.
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Mishra “productivity management in LFGund that there were enough market
potentialities for the insurance people in India kghlighted the prevailing competition
among agents. He viewed that may insurance poligid®e past could not continue for the
tenure because of lack of services to the polichdrs. He suggested opening of new
branches, training if LIC agent at periodical intds, arranging regular meetings of agents
with pace setter agent, new classification of agastleaders, challengers, followers to put

the morale of agents at higher le¥el.

Singh in the article titled “caveat emptasttessed on the role of the tariff regulatory
committee. The insurance regulatory has receivedhale up call, at last, following the
entry of foreign players into the country. The pt& insurers blame the tariff committee of
being biased and favoring the public sector insteazompanies. The regulatory have led
to barring of few companies from participating hetinsurance sector. It is to be seen
whether the tariff advisory committee will prove be a boon or a bane for the Indian

insurance industr¥#

Rao emphasized that a role of life iasge industry in the context of the national
investment. The life insurance corporation of Inalidhe end of march 2003 dominates the
investment scene with 99.2% to total life funds velas the rest of the 12 life players in the
private sector contributed 0.8% of the life fundpresenting the impact of liberalization of
the insurance sector .The industry has raisednigstment in government and other
approved securities from about 53%in 2001-02 taiabd% in 2002 — 03. In the approved
and other market securities it has dropped fromuaBd%to about 22 %.This shifts may
have an impact on the investment returns for tlee 803-04. In the case of pension and

annuity business there is a significant drop in2208 of the invested fun®.

Sinha (2000) in his paper titled 'Privatizationlim§urance Market in India’ concluded
that one sure sign is emerging in the insurancenbss is the convergence of the different
parts of the financial sector. The IRDA has takesiavly-slowly approach. It has been

very cautious in granting licenses. Too many regua kill the incentive for the

33 Mishra MN 1985 “Productivity Management in LIC “@linsurance Times vol 5 pp 10.
34 Singh Gina 2001,"Cavet Emptor “, Insurance ChriasicBusiness world April, source www.icfaipresg.or
35 Rao G V 2003 “Playing it safe IRDA journal, volrigv, no 12, pp 14-15.
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newcomers while two related regulations may ind@aéure and fraud that led to
nationalization in the first placg.

Ayyar (2001) in the article examines the varioumies of significance to LIC and to
policy-holders on the entry of new players into ith@ustry. New entrants in this area have
technical collaboration with companies having hegdtgrs in countries like the USA, UK,
Australia, etc. They will bring in new insuranceogucts and administrative procedures.
This will be like opening of all windows and allavg the wind to blow in from all
directions. Thus, it is expected that the life nagswce business in India will benefit and
grow on sound lines. Competition will be in therfoof new products from other insurers.
If the LIC agents are not fully conversant with thew products of other competing
insurers, they will lose out in trace and miss thes. The way to ensure that such a
situation would not develop is to train agents dmatMs happen around and help them to
convert the emerging challenges opportunities. ege LIC is gearing itself up to attain
new heights through involvement of its entire vastkforce. LIC marketing its products
more aggressively and identifying the markets, Whiglans to tap with specially trained
agent Agency training should emphasize the priedipat the interne of the consumer and
not what the agent earns should be super Corpaggats may eventually be allowed.
legislation is anvil for brokers to be appointedewN distribution channels insurance
products are being tried. Banks have been ropachie authorized to sell insurariée.

Gupta\and Chuganee (2001) in their article rol¢hef Tariff Regulatory Committee.

The insurance regulatory has received a wake up atalast, following the foreign

players into the country. The private insurers ldatme Tariff Committee of being

biased and favoring the public sector insurancepaones. The regulatory have led to
barring of foreign companies from participatingthre insurance sector. It is to | seen
whether the Tariff Advisory Committee will prove tee boom or a bane for the

Indian insurance industr.

36 Sinha, Tapan, Privatization of Insurance Market in India / From the British Ri@j Monopoly Raj to
Swaraj”, The University of Nottingham (2000).

37 Ayyar M, “Data mining The Secret Weapon — Technology andnlien Insuref’ IRDA Journal, July
VOL 11 8 July P. 36 — 39.

38 Gupta, Aarti and Chuganee, Bhakti,IC Learns to Tangb Insurance Chronicle, Business India, June-
July, (2001), P.455-457. Source: www.icfaipress.org
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Rao (2002) is of the opinion that a regulator i morole the Kumar (2002)
emphasized on the investment management in thiedfgisset liability match, interest
rate risk, and mitigation measures and derivativesuments by the life insurers. Life
insurance is a long term business and for detengithe premium the expected
interest rate over the term of the policy is onetle key inputs. Bonus rates are
decided on the basis of surplus determined by datuealuations which is done every
year. Investment income, which depends also upenréturn on fixed interest
investments, is a significant contributor for sumpl Decline in rates of returns
obtainable from time to time revision of rates efurns offered by the insurers. A life
insurer puts money in government bonds and govarhmgearanteed bonds which
carry almost no default risk and consequently héwmeer expected returns in
comparison to riskier investments. This is doneabse security of the funds is among

the life insurer’s foremost concer#fs.

In an article titled, "LIC faces stiff challengepublished in the national newspaper
"The Hindu' in 2002, S.B. Mathur, Chairman of L&mphasized on the theory and stiff
competition from new entrants in the life insurarssetor. 12 new players had entered
Indian Life insurance sector and posed a challéngiéne growth of the world's biggest
insurance corporation LIC of India. They all hadisg background and high brand equity.
According to Mathur, the new players might not leewethical in all respects. Competitors
would concentrate on those areas which were natredvby us and development officers
must work carefully to ensure that the people atweaned away from LIC. LIC was

setting apart Rs. 55 crores to be utilized forrmggviaptops to its 19000 DO's countrywide.

Beck and Webb (2003) in their article 'Determinamitd.ife Insurance Consumption
Across Countries' emphasized on the importancédeoinsurance companies as part of the
financial sector to the individuals and the econamsya whole. Life Insurance provides
individuals and the economy as a whole with a nunab@mportant financial services. In

the face of increasing urbanization, mobility ofetipopulation and formalization of

39

Rao, D. Tripathi, Life Insurance Business in Indid&conomic and Political Weekly, Mumbai, Vol.34,
No.31-35, July 31, (1999) P. 2174.
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economic relationships between individuals, fammild communities. Life insurance has
taken increasing importance as way for individusisl families to manage income risk.
Also life insurance products encourage long-termings and the re-investment of

substantial saving, they have become effectivenasument for encouraging substantial
amounts of savings in many countries around thddwbeveraging their role as financial

intermediaries, life insurance have become a keyce) for long term financ®.

Kundu (2003) in an article titled 'What's next imdia's Insurance Market' discussed
the changes in various issues of insurance indagtey the entry of new players. Despite
its terming one billion population India still has low insurance penetration of 1.95
percent, 51st in the world. Despite the fact timatid boasts a saving rate of around 25%,
less than 5 percent is spent on insurance. Witretttiey of competition, the rules of the
game are set to change. The market is already fiegirto witness a wide array of
products from players whose number is set to gidve profile of the Indian consumer is
also evolving. Today, people are increasingly lagknot just at products but at integrated
financial solutions that can offer stability of wets along with total protection. In today's
highly competitive financial services environmehechnology will play an increasing role
in aiding design and administering of products a#l im efforts to build life long customer
relationshipst

Kumar (2003) in his article titled, 'Developmentlo$urance in India' had emphasized
on the various issues relating to insurance busines India like liberalization,
privatization, regulator's issues and future poksds, etc. A thriving insurance sector is
of vital importance to every modern economy. It@mages the savings habit, provides
safety to rural and urban enterprises and prodeiatigividuals. It generates long company
biggest investors in long-gestation infrastructdevelop project in all developed and
aspiring nations. This is the compelling reason \phyate sector (and foreign) company
which will spread the insurance habit in the seMevasumer interest are urgently required
in this vital sector economy. Potential privaterants therefore expect to score the areas of

customer service, speed and flexibility. This wilean better products and choice for the

40 Bech Thorsten and lan Weblpéterminants if Life Insurance Consumption acrossintrie$ source;
www: ideas.repec.org, 2003.

41 Kundu, Sumit, What's Next in India’s Insurance MarkétKnowledge Digest Com., (2003) May12.
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customer. Witnessed in other countries where lllz@t@gon took place recent years,
nationalized players will continue to hold the nerishare positions, but there will be
enough business for entrants to be profit4ble.

Parekh (2003) in the article deals with corporatgegnance in the Indian insurance

industry. The last two years have made sea chamghis area at the same time

Samuel (2003) traces the evolution of the insuranagket in India. The paper deals

with the theoretical aspects, historical perspestiof insurance in India, the business

and investments of life and non-life insurance ad assessment of insurance
penetration in India in comparison with world stards. This article also discusses the
role of insurance in financial savings of the hdwdds sector and regulation of
insurance in India. Though the performance of theblip sector insurance
companies—LIC and GIC was quite satisfactory, tigian insurance business, both
life and non-life, left much to be desired as coredao International standards. There
is low penetration and general lack of efficienéye per capita premiums are very
low when compared to the standards of both inchlsged countries and other
emerging markets. With the entry of private playiets the insurance business, it is
expected that competition would increase and olvéwalktioning of the insurance
sector would improve. The liberalization processgiated in the insurance sector is
expected to bring about better integration of thmarfcial markets and promote
financial development of the countfy.

Mathur (2003) has the opinion that joint effortsedeto be made by all insurance
operators for the market to extend the coveragmilitons of insurable people who need
and can afford life insurance. LIC, since natiaration, has performed exceedingly well
and contributed immensely to the process of econatevelopment through its multi-
dimensional activities. As just one example, tharstof life insurance funds in household
financial savings has gone up from 7 percent in31®9to 12.1 percent in 1999-2000. In
terms of GDP, insurance funds were 1.5 percen98942000. LIC today services over 12
crore policies which is a record for any life insaice company in the world. It settled over

86.55 lakh claims including survival benefits paytseand maturity claims during the

42 Kumar, Rajan, Life Insurance for the Rural PogrThe Insurance Times. Vol.7 No.7, (1987) P. 7-8.

43 parekh, Ashwin, Reporting for Valug IRDA Journal May, Vol.1, No.6, (2003) P. 4-5.
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year. There is no other life insurance companyéworld that settles such a large number
of claims. During 2000 the Indian insurance indpsts a whole witnessed an inflation
adjusted growth of 16.6 percent as against 6.6epérof the global growth rate. Time
relevant, customer need-based, products are te\maped in the background of cost and
intrinsic return. At present, there are 58 prodie®mg sold by LIC. However, some of the
product has been re-structured on the basis of ettiwe needs and emerging market
demand. The growth rate of first premium incomedapect of individual pension plans
during the year 2001-02 was 355.15 percent andthwth rate in respect of policies was
120.09 percent. Yet, the pension market in Indistigoremains untapped and this is
probably the most potential segment of the lifairasce market in India. For low income
people, low premium risk cover will be desirableor Rhis segment group insurance
policies like Jan Shree Bima Yozana have been lethby LIC which will be attractive
and useful. There is also a need for promoting féerént distribution channel for
expanding the rural insurance market. We need te l@very structured approach to
capture various market segments in rural and uabeas invested funds.

Shah (2003) believes that simply selling insurgm@slucts through banking channels
and vice versa does not symbolize a good baneassustrategy and is bound to fail
sooner or later. A baneassurance strategy can ediardy if it provides a cost-effective
way to build distribution capacity, especially foew market entrants, it provides a shift
from total dependence on tied-agency for existirggifers, it helps to penetrate new market
segments across channels abroad and it increasdity qpf business. By successfully
mining their customer databases, leveraging theputation and distribution systems to
make opportunities and utilizing sales techniqued products tailored to the middle
market, banks can easily provide and convert a Inugeber of insurance leads into sales
and achieve outstanding sales productivity for arghan traditional distribution channels
alone—more than enough to make baneassurancela altdrnative. Bancassurers need to
have a comprehensive understanding of themseland the bancassurers feel that

'baneassurance’ is their corporate strategy.

44 Mathur, S.B., Life Insurance Corporatich Business World, Vol.23, No0s.23-26, November, lkath,
(2003), P.51.

45 Shah, Rumeer What Makes Bancassurance Haphe¢RDA Journal, Vol.1, No.9, Aug., (2003) P. 18-19
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In contrast successful bancassurers actively dpvalstrategy based on differentiation,
niche selection and cost leadership. A receodTs Technical newsletter has made
interesting observations about the success of bkancance around the world and
particularly in Asian countries. The most cruciattor is undoubtedly the legal and fiscal
environment of the country. National regulationayph major role which was illustrated in

Italy by the Amato Law authorizing banks to investinsurance companies. A low

penetration rate in life insurance, encouragin@ifpr insurers to invest in bancasurance
can also have an important impact. In fact thesaras often choose alliances with local
banks which have well established networks andcastomer-oriented in terms of their

proximity. Since both banks and insurance compame® their individuals, it would be a

good idea to pool their resources.

Watson (2004) is of the opinion that India is uniehsured and there is a challenge for
the industry and regulators to increase market tpsinen. Indian Life insurance market
displays many essential characteristics of an emgrgibrant and dynamic market—a
relatively high level of awareness of life insurana growing pool of technical expertise
and regulations that are not too onerous. Lifesui@s are playing an important role in the
growth and dynamism of the Indian market. Re insuhave been closely involved with all
new companies in developing business plans, predactl underwriting standards and
providing reinsurance support. New individual-pobiggn products in markets such as the
US and the UK are heavily re-insured, whereas vearge is relatively under utilized by
life insurers in Asian Markets. A study by Swisgygests that reinsurance cessions in
Japan, the second largest life insurance markéeinvorld, are just one percent. China and
India have cession rates that are estimated tedsethan half of that, and in southeast Asia
the rate is still a low at five percent. In Indile life insurance market has grown at over 20
percent annually in real terms in the last fivergeand the business of new entrants has
grown at well over 50 percent in the last two ye&tstwithstanding the rapid growth in
life insurance premiums in the past few years,rii@surance premium has been relatively
small. Retention levels are high compared to theraye size of policies and quota share
treaties are rar®.

46 Watson Graham Life Reinsurance — A PerspectiviRDA Journal Vol.2, March No. 4, (2004) P.26-27.
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Khansili (May 2004) in the article deals with thenovation in product design and
pricing by the LIC. Innovation in the life insurananarket is generally attributed to
initiatives taken by private companies. Today theidn Life Insurance market is vibrant.
Private life insurance companies have joint venpeners from the countries operating in
the US, UK, Germany, Canada, Australia, France &adth Africa and naturally, the
practices of the life insurance market of thesentioes are reflected in the products being
made available in our country by these privateitiirance companies. This is reflected in
all the products, be it individual life productsnsion products, different riders, group
products, unit linked products universal life prottuor health products/riders. Not long
ago, it had introduced a novel product for womesggvan Bharti revering congenital
diseases. Recently, it has brought out a new ptodamed Jeevan Saral which is
considered unique product not only in India butmost developed countries also. The
maturity value depends on the entry age and tenmgiéath risk coverage is the same
irrespective of age. This reflects a change ingreluct pricing concepts of LIC and an
interest in introducing something new in the fateampetition?’

Ahuja (2004) is of the opinion that the insuraneguiator in India, the IRDA, is
entrusted not only with regulating the Indian irsswe market but also developing it. The
IRDA imposed social obligations take the form of/eong certain minimum number of
individuals in certain well identified sections tie society by both life and non-life
insurers in each year of their operations. Thelrakdigations are in terms of certain
minimum percentage of total policies written byeliinsurance companies and the
obligations are in terms of percentage of totakgrnpremium collected. The impact of rural
and social obligations on extending insurance ® itliended people has been positive.
However, certain aspects with respect to thesgaitidins are already becoming quite clear.
One is that social and rural obligations need tsUiggplemented by other provisions with
the view to guide the development of rural and adgiisiness in the country. Sensing this,
the IRDA has already come out with a concept papemicro-insurance in which it has
spelt out its thinking on what these supplemenfamgvisions could be. For example,
putting a floor on the minimum level of benefit thaust be provided under micro-

insurance, defining a role of micro-insurance agent so forth. Another important

47 Khansili, Dinesh Chandra, A“New Way of Thinking — Innovation in Product Desagml Pricing by the
LIC”, IRDA Journal, Vol. 11, No.6, May, (2004) P.25:26
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recommendation of the insurance reforms committag @n using organizations, such as,
mahila mandals, panchayats, etc. in extending amagr especially in the rural areas. This
is already being achieved by the IRDA's rural anidmbligations and this trend will get a
further boost once a set of regulations for miecredrance are in place. As far as rural and
social obligations are concerned we are very made realm of experimentation where
the scope for learning by doing is considerdble.

Ravishanker (2004) in his article argues that tienging business environment where
returns are critical, insurance companies shoultsider several options while investing
their funds. It is a fact that many insurance conms have diversified investment and
hedging options, but their persistent demand forenapportunities continue to exist, such
as for international investment and properties.r&he need to focus on regulatory norms
for investment in line with the business needs. &@mple, the life insurance companies
need to focus on investment objectives based opdhey period and commitment ranging
between five and 25 years whenever the investmigiective is for a longer period, it is
essential that one considers the asset allocatinoiple. The regulatory guidelines need to
be fine-tuned to this reality rather than havintfiaral limits on different asset classes.
Hence insurance companies must be allowed thebfléyito allocate funds across the
asset classes based on the business needs. Thétt@aegulator has to be to only caution
the insurance companies by prescribing capital @aeg norms and refrain from
specifying the limits for several asset classessids, there is a need to introduce a
number of quality initiatives in the investment pesses of insurance companies. The
traditional approach of passive investment stylasstnbe replaced with the dynamic
approaches of measuring, monitoring and managimgsiments for optimizing the return
and minimizing the risk?

Sen (2004) analyzed the Indian Life insurance itrgiustter the privatization of the
insurance market. The entry of privately owned &rfarming joint ventures with foreign
heavy weights in Life Insurance provisioning wapested to raise both price competition

and service competition. As debates increase regatie dominance of LIC to persist

48 Ahuja Rajeev,Even Development — Reaching Rural Areas and thal§o@/eak, IRDA Journal, Vol llI,
2004, P.28 — 29.

4% Ravishankar, D.,Where to Sow, How to Reap — Investment Optionsnfarrance Compani&sIRDA
Journal, Vol.3, Dec., No. 1, (2004) P. 18-20.
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and that of struggle among privately owned firmsctmtinue to gain market share,
concentration indices are constructed on the bafitheoretical underpinnings to see
whether or not there is any change in the competsgtructure of the life insurance market.
Using regression model, the relation between diffeconcentration indices with premium
and policy figures have been analyzed to obtain riin@st appropriate measure of
concentration. The study concludes that there lin&d of movement towards a more
competitive regime but there is a good level of petition among the private companies
to capture the market shafe.

Forte (2(105) conducted a study on Rural insuramegket. Accordingly to the
findings of the study, the more educated have mighenings capabilities and are potential
insurance customers. The usual scenario seemswhér@ the chief wage earner insures
himself, thus protecting his family and his wife the beneficiary. Majority of the
respondents were able to name the types of polityduld not recall the actual name of
the policy. Most had purchased the money back iesliand penetration of whole life
policies was very low. Policies with a sum assurédess than Rs. 50,000 accounted for
the most policies taken. A significant number adpted for a higher value policy of upto
Rs. One lakh. There was a great deal of simildér@yveen the policy actually purchased by
the respondents and the policy recommended by ¢emtaat the time of purchase,
suggesting that a great influence is exercisedhbyaigents in the selection of insurance
products. Policy-holders were generally satisfiathwhe overall insurance process, the
premium payment process and their dealings withatient. This may also suggest that
consumer’s expectations are not very high. It isnfbthat insurance companies have to
create awareness about security and savings irdvaivi@surance and develop the felt need
among these potential customers. Some people wrdradieve that life insurance offers
better return on savings, as they may not be awho®rrect rate of interest offered by
banks and post office. In case of private institosi (private banks and the NBFCs), the

perception of security is generally &

50 Sen, Subir, An Empirical Analysis of the Indian Live Insurankelustries”, Institute for Social and
Economical Change, Bangloar. A Paper Presentdteatrtnual conference of the Indian Econometrice®gci
held at Gurunanak Dev University, Amritsar, Ja®0@) P. 5-7.

5! Forte ‘Study on Rural Insurance MarReBima Vidya, management Development Centre, LfGnalia,
January-March, (2005), P.39-46.
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Aggarwal (2005) in the article deals with the irswe status in India for the poor.
Insurance is more concentrated in relatively finahc stable urban areas, but the
requirement for a cushion to absorb risks in greateong rural and urban poor. Even after
the opening of insurance to private players indnds penetration is very low compared to
that in developed nations. Therefore for the dgwmlent of the economy, insurance
penetration in India should grew, but that growthl Wwe possible only when suitable
products become available. The poor and needyifiadrance a risky proposition with
their uncertain and irregular incomes and with rtHemited ability to read about its
benefits. The male literacy rate in India in thery2000 was 68.4 percent and the female
literacy rate was only 45.4 percent. Thus, accesst sufficient in rural areas in India.
Health insurance, whether social or private whethiarmal or informal,
is extremely limited in India. Although a number pifivate insurance companies have
entered the field, no significant change in healdurance has been observed either in the
availability of new health insurance products othe volume of business. Agriculture in
India is the industry on which most poor in villagdepend, and therefore provisions,
produce and reforms must be designed after comsgléinese segments the population

seriously??

RESEARCH METHODOLOGY

The study is related to the performance of Lifairasice Corporation of India .The study
will cover 15 years up,s and down'’s in life inswarsector that is from 1993 to 2008. This
study will be based on secondary data which wiltbkected from relevant annual report

of IRDA, various magazines like LIC plus, insuraticees and number of other websites.

LIMITATION
The study is related to the performance of Lifeuragce Corporation of India. The study
will cover 15 years up, s and down’s in life ingura sector that is from 1993 to 2009. This
study will be based on secondary data which wilcbkected from relevant annual report

of IRDA, various magazines like LIC plus, Insurafiémes and number of other websites.

52 Aggarwal PreetiA Note on the Insurance Status in India for Ppdklliance of
Business Research, 2005 P. 35 — 45.
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ORGANIZATION OF THE STUDY
The study has been organized into VII chaptersidinl this chapter which is Introductory

in nature and explains overview of insurance sector

CHAPTER I
This chapter will be related to regulations iniénavith regard to insurance laws

especially to life insurance, also other rules @gllations after privatization.

CHAPTER Il

This chapter is an attempt to throw light on théqgoes of the Government of India towards
FDI. The chapter lists out the options as welltees ¢orresponding procedures prescribed
by the Government for the foreign entity to invastindia and also deals with the

advantages and drawbacks of FDI in Life Insurandestry.

CHAPTER IV
This chapter will deal with privatization in ingurce sector and rules of IRDA, its

license and procedure.

CHAPTER V
Chapter V will evaluate the performance of Lifesumance Corporation (LIC) after

privatization.

CHAPTER VI
Will show the effect of the entry of private plageon the performance of Life

Insurance Corporation (LIC) and also the legal dmpes on the private players.

CHAPTER VII
This chapter will present Summary and Conclusiothe study.
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CHAPTER TWO
PRIVATISATION OF INSURANCE

Public enterprises in any country cannot perforhthed economic and business activities
efficiently. Even in a socialist country, publicterprises in all the fields cannot discharge
their full responsibilities. Complete nationalizati will lead to serfdom and anarchism.
Now we are living in competitive world, public erpeses will have to compete with the
private enterprises. If any public enterprise igno sick or weak it may be replaced by
private enterprise with efficiency and productivitiberalization of the Insurance sector
commenced with the setting up of the Insurance IReScCommittee by the Government of
India in 1993. Among other things, the Committeeoramended that private insurers be
allowed to co-exist along with the government conigs like Life Insurance and General
Insurance Corporation of India. The move towardtsaahg private sector into insurance is
motivated by prospective gains in efficiency, casto service and general awareness of
insurance operations in the country. It will alsos@re a greater mobilization of funds
required for the development of infrastructure.

Over the past decade India has beeertaking a program of economic reform,
and at the same time the economy has been growiad@gh rate. As part of the reform
program, and in line with prevailing economic thimk India has been privatizing its large,
ungainly public sector. One assumption underlyimg program is the dogma that public
sector enterprises are deemed to inefficiency, thatl competitive market forces can be
relied on to make firms more efficient once they privatized.

In the insurance sector, jingney from private entities to nationalization

and back to the private sector has been quite eNefithere were several reasons and
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certain historical developments. Nationally andbglidy, this persuaded the government of
India to take steps to open the sector. Since by difties or thereafter, it was not
uncommon for the developing countries to resodeotral planning of a substantial part of
the economy, as a tool to speed up the growth psaiteerein. In the initial stages in most
of them, the government, in one form or the otlmervened through strict controls to
foster development in all sectors, including insgeg After its initial success, the flaws
and drawbacks of centralized planning and intergaitt strategy surfaced, and over a
period of time, there was a swing in policy towaliberalization. This unshared in an era
of reform in all sectors in most countries of therld, India includes, with the main
objective of accelerating the pace of development.

Insurance has always been a politicedlgsitive subject in India. Within less than
10 years of independence, the Indian governmerdnadized private insurance companies
in 1956 to bring this vital sector under governmewointrol to raise much needed
development fund%

Since then, state-owned insugacompanies have grown into monoliths,
lumbering and often inefficient but the only altatime. They have been criticized for their
huge bureaucracies, but still have millions of pplolders as there is no alternative. Any
attempt to even suggest letting private players ihis vital sector has met with resistance
and agitation from the powerful insurance employas®ns. The then Narasimha Rao
government (1991-96) which unleashed liberal changéndia's rigid economic structure
could not handle this political hot potato. Irorigait is the then coalition government in
power which has declared its intention of openiqgimsurance to the private sector.
Ironical because this government is at the mercupport from the left groups which have
been the most vociferous opponents of any such midegolicy initiatives have yet been
announced, but the then government has alreadfiediait will not privatize the existing
insurance companies. But while the decision has hedcomed by the big companies who
were planning to make a foray into this lucratiusibess, the move has been criticized by

trade unions and even some left supporters of tkergment?

53 Bhatia B.S, Puri thsurance Sector in India in Post — LiberalizatiBeriod’, Global Competitiveness and
Productivity"2005, P.240-56.

54 pewter, Fortune “ATheory of Optimal Life Insurance Development Badt”, The Journal of Finance Vol
28 No3, June 1973 P.587 — 600.
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In some ways it was inevitable-adigsents of the financial sector had been
opened to private players and it was only a mattéime before insurance followed. The
bigger private players claim that opening up insaeawill give policy holders better
products and service; the opponents of privatinaéigue that in a poor country like India
insurance needs to have social objectives and maersowill not have that commitment.
Many international players are eyeing the vast mak of the Indian market and are
already making plans to come in. It was clear thatFDI in insurance will not be more
than 26 %. But, with the change of time today Maharo Singh (UPA) Government had
escalated the FDI limit to 49%.

NEED FOR PRIVATIZATION

Need for privatipat of insurance may be judged from the following
grounds. A large number of public enterprises dmeirtsize and variety have given
complex problems. Some of them are on account ofquiural defects and too much
rigidity in their operation. But many problems @mberent due to the basic principles of the
public enterprises. They lack flexibility effectivess and efficiency of private enterprises.
Over the last decade, the experiences of publierpnses particularly of departmental
undertakings have been very discouraging. The olentvver performance and routine
operations have been too rigid or too fearful ®ld/ihigher productivity. The functioning
of Government companies has been better than thfogther forms of public enterprises
but they could not override the private enterprisdéswas considered that the public
corporations could perform better than the otheblipuenterprises but many public
enterprises did not comply the expectations. The@e@onent is having a nationalized
insurance institution which serves both the goveceaand social welfare of the people.
Privatization! Do we need it or not? Few other gioes can kick start a heated debate as
this. What is seen now is that India is slowly dfegli by an enthusiasm to privatize
anything and everything. Even while the left partim India staunchly oppose the
“privatize all” move, the proponents present it agpanacea to problems of the poor,
incompetent services and loss making performanicpslbic sector units.

The IRDA was authorized to allow companigcorporated in India to transact life
insurance business, provided the foreign sharehadenot exceed 49 %. There are 13
private life insurance companies are doing thesurance business in India. There are 12
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private companies are operating in general inseramarket. Competition between private
insurance sector and public insurance sector ithyeto the holders of policy because
where there is a competition; there should be algmvice and sound business to the
insured. In the year 2000 the market share of Litisiness was about 92 % but in the year
2005 the share has come down to 78 %, because abthpetitors® So the public sector
companies are going to face stiff competition itufa. In order to compete with private
sectors the LIC and the GIC should introduce nemowative products in the insurance
market.

TABLE NO: 3 NAME OF THE INSURANCE COMPANY AND THE SHARE
HOLDING PATTEN

Name of the Insurance Company Shareholding
Agricultural Insurance Co Bank and Public Ins Co
Bajaj Allianz General Insurance Co. Ltd. Privately Held

Cholamandalam MS General Insurance Co. Ltd.  Privately Held

Export Credit Guarantee Company Public Sector
HDFC Chubb General Insurance Co. Ltd. Privately Held
ICICI Lombard General Insurance Co. Ltd. Privately Held
IFFCO-Tokio General Insurance Co. Ltd. Privately Held
National Insurance Co. Ltd. Public Sector
New India Assurance Co. Ltd. Public Sector
Oriental Insurance Co. Ltd. Public Sector
Reliance General Insurance Co. Ltd. Privately Held

Royal Sundaram Alliance General Insurance Co. Li Privately Held

5 Hampton John, J.,Financial Decision Making: Concepts, Problems ands€S, PHI, New Delhi.
(2008),P.433
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Tata AIG General Insurance Co. Ltd. Privately Held

United India Insurance Co. Ltd. Public Sector

Source- www.irdaindia.org accessed on 01 Febr@@@ at 10 am

There are a total of 13 life insurance companiesatpg in India, of which one is a Public
Sector Undertaking and the balance 12 are Privet®oSEnterprises.

List of Companies are indicated below:-

TABLE NO: 4 NAME OF THE LIFE INSURANCE COMPANY AND THE SHARE
HOLDING PATTEN

Name of the company Nature of Holding
Allianz Bajaj Life Insurance Co Private
Aviva Life Insurance Private
Birla Sun Life Insurance Co Private
HDFC Standard Life Insurance Co Private
ICICI Prudential Life Insurance Co Private
ING Vysya Life Insurance Co. Private
Life Insurance Corporation of India Public
Max New York Life Insurance Co. Private
MetLife Insurance Co. Private
Om Kotak Mahindra Life Insurance Private
Reliance insurance Private
SBI Life Insurance Co Private

TATA- AIG Life Insurance Company Private

Source- www.irdaindia.org accessed on 01 Februd®@ 2t 10 am
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LIFE INSURANCE COMPANIES OPERATING IN INDIA

Srno Public sector Privatetses

1 LIC Bajdlianz

2 Birla Sun life

3 HDFC Standard
4 ICICI Prudential
5 ING Vysya

6 Max New York
7 MetLife India

8 Kotek Mahindra
9 SBI Life

10 TATA AIG

11 AMP Sanmer
12 Aviva

13 Sahara India
14 Shriram Life
Leading Life Insurance Companies in India 2007

Company Gross Written Premium Rs in Million
LIC (Public) 709,019.0

ICICI Prudential 23,638.2

Bajaj Allianz 10,016.2

Birla Sun life 9,154.7

HDFC Standard 6,866.3

SBI Life 6,011.8

TATA AIG 4,970.4

Kotek Mahindra 4,661.6

Max New York 4,134.3
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It was found that from the aboveleéathe LIC of India stood at top position in
the market; however it has lost its market shaoenf®2 % in 2000 to 78 % in 2007. The
ICICI Prudential is number one in India among thegie companies.

Indian insurance industries boththe life and non life sectors need to be
experimented with the low cost insurance modelss Ehessential for a country where 27
% of the populations still live below the poverigd. In order to cover all kind of people
and compete with the private rivals, the PSU’s havitroduce new multiple distribution
channels and post product services should be stremech®
Unlike in the manufacturing sector during the liserraj, a government license is not a
guaranteed ticket for success in insurance andkadfestablishing a strong competitive
presence by private insurers is not easy. The nayers are also aware that their entry is
not going to be all that smooth and they have ke enormous pains to carve out a market
share for themselves. Any insurance company, vergfunewly into business, has,
therefore, to be patient and prepared to sustairessiart-up losses for the first few years.
The new entrances are entering a different mankéthence, even though they have new
products already, they cannot offer them in Indiateey are. It is necessary for them to
tailor them to local conditions and customer neesBich is again a matter of time.
Moreover; the existing insurers enjoy a strong tranesence, well spread distribution
networks and significant local knowledge and catstgarameters which can be matched
by new players only over a period of time. Theeatill target market niches because
most lack the local relationships necessary forcessful retail operations. Public and
Private firms can coexist in liberalized marketd #ms can help enlarge the market. This is
a matter of patience for the new companies whiehjust setting down, and it will not be
until 2010 for the life side, and 2009 for the nda business that competition will really
hot up®’ Since some start up losses are inevitable, oblyioasly those companies which
have a strong financial base, and are perhaps edgageady in more than one line of

business, would find it possible to step into thisa. Similarly, despite their experience

%6 Mathur, S.B., Strategies of LIG IRDA Journal, December, Vol.11, No.1, (2003) 2
57 Khansili, Dinesh Chandra, A“New Way of Thinking — Innovation in Product Desagwl Pricing by the
LIC”, IRDA Journal, Vol. 11, No.6, May, (2004) P.25:26
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and strength in other countries or other industiiewill still take some time for the new
insurance companies to build up the high qualitiyastructure capable of providing
superior services .This is not just a matter of teehnology and the hardware to sustain it;
it is equally a question building up a network ffiaes and branches as also of identifying
recruiting, and in some cases, training and ratrgirompetent staff, especially on the
marketing side. The existing companies took moranttl25 years to set up their
infrastructure. New players will naturally need éfo match it. Another handicap for the
new players relates to not having an easy accesslitble data for establishing right
prices. Insurance is priced on a cost plus basigrevthe cost is the expected claims
payment, for which information of the actual claiped in the past, has to be available to

them are the board claims.

GLOBAL SCENARIO

Reform have a global context and one cannot igtioeeinternational compulsions and
pressures as also the experience in many coumtri@gich liberalization in the financial
markets produced several benefits. Rapid develofméen telecommunications and
information technology have made world financial rkeéss highly dynamic and
increasingly integrated. Like other financial sees, insurance companies also no longer
operate within given national boundaries. With thsia background, no country even those
that follower an isolationist policy for decadesulb remain outside the process of
globalization. Naturally, the integration of thedian insurance industry more closely with
the world economy became inevitable. Numerous gowents developed and developing
countries redefined the role of the state, andapi@ation in the insurance sector has been
part of policies pursued by them. Thus, since 19%fan has been liberalizing its
insurance sector and china too in the course ofa$telOyears, has cautiously started the
process of liberalization. Brazil has also liberadl its insurance market as well as begun
privatization. Out of the only four countries inetlvorld which persisted with a closed

insurance market, India has only recently activetpved out, and has opted for
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deregulation. The other countries which still halased insurance market are Cuba, North
Korea and Myanmai®

As India has signed the Generaleggrent on Tariff and trade (GATT) and has
become a member of the World Trade Organization@)yWhether it is essential to open
up the borders for foreign insurance companiesbdsnger remained an issue or a matter
of choice. Structural changes were introduced abttie insurance industry could attain its
full growth potential and be in a position to intag with, compete in, and benefit from,
the world economy?

The insurance industry, which has bieeexistence for so long in India, naturally
acquired some strengths but it also developed sshmtcomings. The Malhotra
Committee, apart from eliciting opinions from theergons it interviewed, also
commissioned an agency to make an independentsasses of the prevailing public
opinion about the strengths and weaknesses in tnkivg of the two organizations and

drew some conclusidf.
INDIAN POSITION AFTER NATIONALIZATION

After nationalization, the government of Indid bring about or at least attempted some
gualitative improvement in the working of the inttys This was in terms of improved
delivery systems, a larger number of products derpfjeographical spread, reach and
presence in remote areas served by a wide netwadrkesmediaries, systems to manage
very large funds collected almost on a daily basig)stantial funding of infrastructure
creation, fulfillment of social obligations, anccemtly, better service through a fair amount
of computerization. As a result, over the years, rthtionalized industry built-up a sound
financial base, and improvements. In the areasiored above. In is served by a large and
gualified staff, some of it with experienced praiesal talent. There have been some more

initiatives from the public sector units to furthemprove their work culture, but being of

58 Triplett E. Jock and Bosworth P. BarnRrince, Output and Productivity of Insurance: Copizeal Issues
“, Brookings Institute, Washington D.C. , U.S.ASISRC Conference on Index Number Theory and The
Measurement of Prices and Productivity (2004).

59 Rangachari, N.,Fourth Global Conference of Actuarfe§eb.14-15, New Delhi (2008) P.87.
60 Dhunna, Mukesh Liberalization of Insurance Sector: Social Implicat” Indian Management Study
Journal Vol 6, 2007 P.109-117
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recent origin, they are still to best full forcedaso the quality of work still leaves
tremendous scope for improvement. Even in a diffitield like re-insurance, the general
insurance sector under government control has esfjua good standing in the
international market! All this strength have put the public sector unitsopposition to
successfully compete with other companies if threyfeeed from unnecessary government
controls and are allowed to take timely, forcefud avell directed action.

BENEFIT OF NATIONALIZATION

1. Distribution: Distribution will be a key determ@nt of success for all insurance
companies regardless of age or ownership. Themaized insurers currently have a large
reach and presence. New entrants cannot-and doesmect to supplant or duplicate such
a network. Building a distribution network is exgere and time consuming. This will

restrict new entrants to penetrate in the markstyea

2. Variety of Product: The product policies of Mai@lized Insurance Companies are varied

and focus the need of Indian customer. Thus evesmall village there is a nationalized
policyholder. New entrant cannot at the initialgetaexpect the penetration and variety of

product as the small amount of policies will ingeaheir carrying cost.

3. Trust and Faith: Being government owned subsidaad existent since 1956, people of

India have real faith and are confident in partihgir valuable savings with Nationalized

Insurance Companies.

4. Large Work force of Agents: Being in operatiooni 1956, Nationalized Insurance

companies have large and scattered human resaounagh is very important for targeting
huge mass. The same will not be possible for thre prévate entrants in the initial years,

and if so they will lack in experience and patienghich is foremost quality of an agent.

61 Karat, Kamal Nayan, Nationalization of LIC, Economic & Political Weekly, 21(47), Nov.22,
(2007),P2045 - 53
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Despite of the above benefit there are many atineas in insurance sector where with
planned strategy the new entrants can penetratestiees in the market.

OPPORTUNITIES

The variety of constraints put ofytits owner, viz the government, was both a
reason as well as an alibi for the under perforraasfcthe nationalized insurance sector.
Now that restrictive government policies are begigen up and public sector units are
being given empowered to make independent decidiey, should be more free to decide
their own growth path. It should also be possiblethem to prove their potential strength
by exploiting the tremendous opportunity such a®stantial potential for growth;
exploring untapped niche areas and forming limjtedt ventures with suitable partners.
Easy access to developments in the more advancdeitsgrovides further opportunities
to upgrade their working. Technological, financ@ specific area based avenues of
absorbing improved systems are also now more easijlable. The expectation that
private sector entrants would necessarily take toreecure a foothold in the market was in
itself an opportunity. In practice, though, the nemtrants have made inroads faster than
expected and are now all set to expand their peesenthe market. It is therefore, upto the
public sector companies to move quickly and attlgasvent further incursion into their
territory. If they do not move fast enough, a valesopportunity will have been lost.

The new entrants would be best serveghioyo-level pronged strategies.

1. They can introduce innovative products offerirg right mix of

flexibility/risk/return depending which will suihe appetite of the customers.
2. They can target specific niches, which are poselved or are not served at all.

3. Being the agrarian economy again there are immepportunities for the
new entrants to provide the liability and risksaasated in this sector like weather

insurance, rainfall insurance, cyclone insuranogp msurance etc.

4. The financial sector is aggressively targetiatait investors. Housing finance,
auto finance, credit cards and consumer loandffelt an opportunity for insurance
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companies to introduce new products like creditosurance etc. Similarly,
organized sector sales of TVs, refrigerators, wagimachines and audio systems.
Only a negligible portion of these purchases isiied. Potential buyers for most of
this insurance lie in the middle class. This mayhbge market for new private

entrants.

5. The lack of a comprehensive social securityesgstombined with a willingness
to save in India will lead to a large demand fongien products. However, current
penetration is poor. Making pension products intivaetive saving instruments
would require only simple innovations already ptewt in other markets. For
example, their returns might be tied to index-lthlKends or a specific basket of
equities. Buyers could be allowed to switch fundfobe the annuities begin and to

invest different amounts at different tinf@s.

6. Health insurance is another segment with gredential because existing Indian
products are insufficient. By the end of the Gl@®lsdiclaim scheme covered only 2.5
million people. Indian products do not cover disigparising out of illness or disability for
over 100 weeks due to accident. Neither do thegrcavpotential loss of earnings through
disability.

DISMANTING RESTRICTIVE BARRIERS

It is common knowledge that tlestrictive barriers to growth were inevitably
put up when the industry operated in a public sestould. Promoting growth demands
vision, but restrictions are easier to evolve addiaister, and are therefore, strongly
favored by bureareaucrats and politicians. In fasgre and more controls are often
considered as the solution to any problem thatigm As a result, the interventionist
policy followed for more than 4 decades, unfortehatdegenerated into a system of rigid
controls causing certain inefficiencies and burdetiee country with a heavy cost. It is,
therefore, essential that drivers of economic ghosttould hereafter shift from government

control to competitive force®. It is in this context that the government decidiedave a

62 Tanted Nitin“Growth and survival strategy for Indian Insuranaampanies in the era of emerging global
competitiori, ICFAI, Faculty, Accessed on 07 /01/2009 at 1la4®.
63 Dayal, Ishwar Reorganization of LIC — A Rewarding Experieéh¢cérogakshema, 2006,17— 18.
Page|706
“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSUJRANCE CORPORATION VIS
A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA”| Sukhvinder Singh Dari



ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848
IR

close look at that industry and the policy connéatgth it, and to consider if and what
reform we are needed. The examination was entrusteithe Malhotra committee on
reforms in the insurance sector, which submittedeport in January 1994. The question
which the committee addressed it self to be asvid|

If competition is an allowed in thenkiang and non-banking sector, should life and
general insurance remain state monopoly? If pagosErnment’s shareholding in selected
public sector enterprises is being offered from fhdlic, should a similar policy be
adopted for the insurance industry? If so, howsfasuld disinvestment go in order to make
the insurance companies operationally autonomdfisieat and competitive?

The committee recommendation for settipgof any insurance regulatory authority
in the form of a statuary autonomous board was asea sure signal of deregulation and
was, therefore oppose tooth and nail by the empoyad some ideologues. Monopolies
are bad in themselves, more so when they are govgrinmonopolies, because they fail to
realize in time that there needed to change the tivay participated in the marketing to
remain viable when new competitors emerged. Attime of the nationalization of the
insurance business, it could not have been unkrtbainthe creation of state monopolies
would lead to lack of competition. Yet, at that qtoof time, it was believed that control
over the huge fund and there utilization was alisblunecessary to ensure that state
priorities for investments were observed. This tiiduoverruled any considerations to
enterprise, efficiency, choice etc.

Public sector companies have not been accustomembrtgpetition and the challenges
thrown up by it. They are now learning to live withe fact of larger number of players
operating in the market. They must quickly discdwete rigid and outmoded structures and
procedures which impede fast decision making aretst&ffing. This then results in high
cost of services, the lack of a marketing appraaut the inability to respond promptly to
environmental changes. However, such a changetimeuessary in a controlled regime

and hence the need for disengagement of the goeeitrfnrom there day to day working.

POSITIVE EFFECT OF COMPETITION
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The opening up of markets fuelsmpetition, the stimulating effects of which
are now well documented. Insurance is a fast cingnfield and its full potential can be
better exploited in a free market where dynamism immovation is encouraged. This is
possible when there is a judicious mix of regulatamd healthy interplay of the market
forces. The under developed insurance market i loffers an enormous opportunity for
growth if conditions are made favorable for the eafor this to happen there had to be a
large enough number of players so that none of tbamd individually or in combination
with others, dominate the market. Accordingly, tharket was opened and currently there
are 20 new players in the two sectors of insuraBeen with the entry of a limited number
of players, the pressure from the market to imprpeeformance and service is felt.
Encouraging and building up meaningful competitioexpected to encourage insurers to
seek out new market potential more energeticallyill also widen the financial base in
the economy and will provide an addition stimuloscépital formation and more efficient
use of capital. For instance, in developed marléis, the USA, insurance companies
contribution to funds injected in capital markegeyernment bonds, and securities is in the
region of 16 % as again just 1 % in developing toes’* Competition has provided
improved opportunities to the customer for bettavdpcts, with more reasonable and
affordable pricing. The customer is also gettingckier service. As a result of the enhanced
saving rate, larger long term funds for infrastunet development will be available.
Moreover; an open regime will substitute a dynamarket for the efficient, protected one.

Thus, in insurance, the demand for privatizaionot necessarily in response only to a
lack of profitability. In fact, Indian insurancerfis have been making modest profits and
have contributed to the government bonds. It iseffieiently argument, in addition to that
of improving public budgets, that is advanced tedpthe case for privatization. The
possibility of these gains has been corroboratedther countries that liberalized the
insurance sector. Thus China, Malaysia and Singapave witnessed a rapid growth in
premium volumes, an enhancement in the domesticngsvrate, advancement in

information and communication technology, and imeroent in service®.

64 Tripathy, Nalini Prava and Pal Prabirntian Insurance Industries — The Paradigm Shifhsurance
Theory and Practice, New Delhi, (2005) P.29.
65 Mathur, S.B, LIC Faces Stiff Challeng&sThe Hindu, Nov. 15. (2007),P.87.
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Privatization is neither anpaea for all the ills in a system, nor is it tmele
objective. It is only an enabling environment anfirst step in bringing about the desired
change. Therefore, it is questionable whether pmadon will immediately enhance
efficiently and company profitability. The expereanof a number of developing countries
shows that some of the benefits may not arisedrsttort run. A lower level of profitability
may be accepted by private insurers in the ing&iod for various reasons. For example,
increased competition may put pressure on prematesrand profits. Greater competition
and increased advertising may also enhance thecfsublaims consciousness and lead to
more claims, thereby actually causing some log3esgain, in view of the sudden spurt in
demand for them, the requirements of higher skifiadf may not be immediately met, and
therefore, the expected higher efficiency gains may be immediately obtained. The

higher compensation demanded by them may causéherfstrain on their expenses.

BENEFITS OF GLOBALISATION

In this age of global integratior@ country can operate in isolation because in
every economic, social and political activity, thers considerable interdependence
between countries. A greater integration of the ketawith the rest of the world is
accelerated by the breakdown of geographical artee the movement of capital across
countries. Each country, therefore, operating i@ itternational market, has to follow
international norm and behaviour. Essentially; glddation brings benefits to all
participating countries. The host country becomescgient of large foreign investments
and foreign investors secure access to new andapevg markets. Several benefits then
flow in either direction in terms of expanding met¥k improved products and services,
new marketing and production technologies, and neaecepts of management.

So, faur participation in global market in virtuallyl slectors
of the financial services sector has virtually sdictors of the margin and our insurance
institutions in particular have been relativelyulaed from world market. Now, due to the
advantages of opening up that could accrue to |ruaisiness has operated beyond the
national boundaries. In the main, globalizationl wiécure for India’s larger inflows of
foreign capital needed to sustain our GDP growth.atldition, new entrants with a
Page|709

“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSURANCE CORPORATION VIS
A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA”| Sukhvinder Singh Dari



ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848
IR

professional approach and state of the art teclygolill revolutionize the market by
bringing about tremendous improvement in servicerédver; global competitors will help

in building expertise with their best global praes.

BENEFITS OF PRIVATIZATION

1. Creation of jobs
New insurance companies are expected to help iarekpg the employment resulting in
more employment opportunities. Greater the markeaeds, higher the opportunity for

new employment.

2. New and Innovative business

Privatization leads to the development of new amsbvative products in the field of Life
& General insurance. Entry of foreign players witieir professional approach and
innovative temperament will accelerate the trendntoducing tailor-made, need-based

business.

3. Greater management skill

Entry of global insurance giants with much mord msanagement skills and greater risk
absorbing capacity will ensure introduction of prots having deeper and wider insurance
converge. New entrants will like to focus on thegw area and thus opting to offer

products with new coverage.

4. Greater operation of freedom
Investment managers in private sector enjoy greaprational freedom than their
counterparts in the public sector and consequeh#yprivate companies can expect to

obtain a better yield on investments than Life rasge & General Insurance Corporations.

5. Customer needs and service

This impetus of liberalization will see the indystiransforming approach towards its
customer. Unfortunately in recent past there has Imeuch lip talks on this than any actual
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improvement coming up from public sector insur&slieved from bureaucratic shackles,

industry could become more sensitive towards custameeds and service.

6. Expansion of Insurance Market

Greater the expansion of insurance market, higieeopportunity for so many other sector
of the economy to grow. This can provide a susthimarket for a variety of businesses
like, market for hardware and software productgjntng institutes and professional
services such as legal, consultancy, financiagrimediary and large pool of long term

resources for financing infrastructure development.

7. Social Security

The new era of liberalized insurance sector wikuee over all economic growth of the
country and bring more and more people under therege of insurance. This will ensure
extending the benefits of social security to lasgetions of our population. The left trade
unions have expressed some reservation and apgrehgem allowing private entry on the

following grounds.

1. The private companies would concentrate mainlthe urban segment.

2. Without adequate regulation the funds may nathied the public for their benefit.
Although there may be some grain of truth in ther fend apprehensions aired by left trade
unions and the employees of Life Insurance & Gdnasarance Corporations, the benefits
to the nation would certainly outweigh them. Thusiclear that the action of our present
Government in passing the Privatization Bill is the whole a step in the right direction
and also in the best interest of the country. TlowegBiment which has considered the
opposition to this in-depth has also given solessueances to safeguard the interest of the
employees of Life Insurance & General Insurancep@@tions which, of course is one of

the public sector institutions.

DEMERITS OF PRIVATIZATION
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Merits or advantages of taking a company from sbateed to a private company are that
it will force the company to operate efficientlythout state subsidies. If it does not do so,
it will go out of business. It will be forced to rmpete with other companies and will have
to reduce costs.

The big demerit or disadvantegthat the company will no longer operate in
the public interest. While a state-owned companmmarily serves the citizens of the state,
the primary goal of a privately operated companyoisnake profit. It may make these
profits at the expense of its customers withowisgrthem properly. For example, it may
choose the market which is most profitable to ojgeiraand leave less wealthy customers

without a service.

THE ABILITY TO COMPETE

This is a new business environment for both thdipws well as the private sector. It is
new to the public sector in the sense that competis new to them, although they are
very well-acquainted with insurance, For the pevaéctor, it is new in the sense that they
have not dealt in insurance, although they are wezl} accustomed to managing other
business. Some aspects of operating in an opemoanvent will be learned only by
experience, which will enable new companies to stdju the pace challenges and prices of
new market. For the private companies, especially partners from overseas, Knowledge
of local condition and practices is absolutely aigséand even foreign companies which,
if the IRDA Rules permitted, have the ability tov@st a 100 % of their capital, would still
like to have an Indian partn&.They could start off with certain advantages sashan
established brand image, global strength, and wasipped potential. They are also likely
to have access to new distribution channels, apérége in different /new product areas.
Their competitive strength will increase with thadoation of the latest technology and also
enjoy substantial labour cost advantages. Howeles, will have to build up their own

local strength in due course.

66 Krishnamurthy, R., Blueprint for Success - Bringing Bancassurancenthid’, IRDA Journal, Vol.l, No.9,
August, (2007) P.20-23.
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Some of the intending entrants, who were activéndiia prior to nationalization, may
assume that they know the Indian market well. Tédas be only partially true since
conditions in the last few decades have changedrensly. They cannot, therefore, bank
on their earlier familiarity with the Indian markét the case of joint ventures, the foreign
partner has to ensure that they send to India ifleebt-rated marketing and management
staff. Some USA and Canadian life insurers trieddinduct overseas operations from their
corporate headquarters without assigning their muoatified insurance executives. These
companies relied instead on less experienced juexecutives in other countries which
proved to be a formula of failure for mafry.

The new companies have to be equally carefuéanuiting staff from the open market.
And, where they have lured away handpicked stafhfthe public sector, mainly in senior
levels, efforts are afoot to wean them away from government culture. They face a
difficult task because they are required to botbues returns and reduce expenses. They
have also to be more flexible and provide new petglin an environment of economic
instability. They will have to tackle problems ireveral other areas too to acquire
competitive strength. These areas relate to seteati partners, selection of lines of
business, size of concerns and size of businessn aif command and procedures,
intermediaries, the adoption of the latest and watiwe technologies, computerization, and
IT. Cost control is a matter of great relevanceloth private as well as public sector units
and here, the new companies have an edge over ubléc pinits. Immediately after
nationalization, the nationalized units launched aomprogramme of branch expansion,
without, perhaps, much consideration for the ecaosmf the same. These need their cost
very high. The new entrants are more careful astesyatic in opening their branch office.
Hence they are likely to be more cost effectivenc8ithe nationalized companies cannot
easily close down branches that are already irtends and have been for years, there is an
exercise going on to re-examine the necessity afimoing with the branches that are
economically not viable at present or in the futuBerprisingly, at least some of such

branches are closed and their business is entrigstatier suitably located branch offices.

THE CHALLENGES

67 Bernstein | JefferyTotal Factor Productivity Growth in the Canadiarfé.insurance IndustfyCanadian
Journal of Economics Vol 32, April 1999, P. 500-17.

Page|713
“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSJRANCE CORPORATION VIS

A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA”| Sukhvinder Singh Dari



ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848
IR

Liberalization, globalization, economic slowdowallihg interest rates, uncertainties of the
international situation and heightened customereetgtions are posing challenges before
the industry. In the coming few years, the industyl have to tackle a variety of
challenges. They include the following — bringirigpat a vast improvement in the quality
of service; broadening the range of products; cagjla large enough chunk of the market;
making their operations cost — effective; competingthe basis of their inherent strength;
designing products to suit the Indian market; resgithe break — even point in as short a
period as possible; and improving geographicalraadket reach. One of the challenges is
going to be balancing the growth in business orotie hand and risk management on the
other. The concept of insurance potential has twoedsions. One dimension is the
‘extension’ of coverage in terms of the ‘number’prbspects, the other dimension relates
to the ‘intensity’ of coverage, i.e, in terms oktlamount’ of insurance cover in view of
paying capacity and need for insurance. Intenditgoverage will be largely determined
but the pattern of distribution of income in theisty, level of employment in the country,
area —wise concentration of people in the middlgigl income range, level of insurance
awareness, etc.

Individuals in countries with a high GDP mapita have high amount of insurance per
head, defined as the ‘density of insurance’. Howeaeagiven rate of increase in the GDP
may result in varying degrees of increase of instgaper point is defined as the
penetration of insurance. As seen above, the cigdke are many; but the time is short.
Competition has already set in and could make Xitieg players lose some share of the
market if they do not act fast enough to change 8imtegy along the above strength that
would sustain them in a competitive environmentm@ianeously, they will also attempt to
minimize the weakness by adopting a suitable gjyadé motivation and reward.

One significant advantage for tlaglyeentrants or movers could be in terms of
retention of the customer base, since customeinsfiwd it difficult to switch over to
another company after the initial purchase of acgoFor the later entrants; therefore, the
challenges will be to tap the vast unexplored s easily accessible market. The chances

are that the early entrants will have already aaotthe business that was easy to reach.
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CHAPTER THREE

REGULATION AND INSURANCE LAWS

Insurance in India s&dr without any regulation in the Nineteenth
Century. It was a typical stories of a colonial eradew British insurance companies
dominating the market serving mostly large urbames. After the independence, it took a
dramatic turn. Insurance was nationalized. Firbg tife insurance companies were
nationalized in 1956, and then the general ins@wadngsiness was nationalized in 1972.
Nationalization of Life Insurance business costcéd responsibility to the LIGOnly in
1999 Private insurance companies have been alldaeki into the business of insurance
with a maximum of 26 % of foreign holding, And ndlae UPA Government under Prime
Minister Dr. Manmohan Singh had raised the foremgiding from 26 % to 49 %.The

foreign joint venture partners have consistentlgrbasking for raising the ceiling beyond

68 LIC VIS Parvatavardhini, AIR 1956, Mad 357. & Némdia Assurance V/S Solochana, 1962, Assam.
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the level 26%, Finally the government under theléeship of Dr. Manmohan Singh had
raised the foreign holding to 49 %.

It is not enough for the government merely to mabkdicy
announcements about the need for change in theaimsei sector, and then expect it to take
place automatically or on its own violation anddure course of time. In case of insurance,
because of the heavy opposition from vested inerélse government had to be almost
aggressive in pushing ahead with change, whichinedjit to take an active lead in
- Laying down clear and transparent policies;

- Safeguarding various interests;

- Ensuring the adequate spread of insurance cover,
- Improved services;

- Mobilizing large resources;

- Ensuring capital adequacy;

- Taxing policies;

- Social responsibilities;

- Setting up regulatory machinery;

- Changing the law whenever required

Fortunately, substantial action has already takeallithese respect;
though much more remains to be done as soon athleossll the above plays a pivotal
role for developing the insurance industry. Henigatrfrom the beginning we have seen

various laws, committees and reforms in insuraectos.

INSURANCE REGULATIONS

Life insurance in the modern form was first setujndia through a
British company called the Oriental Life Insuran€Cempany in 1818 followed by the
Bombay Assurance Company in 1823 and the Madragdbigl Life Insurance Society in
1829. All of these companies operated in Indiadidtnot insure the lives of Indians. They
were there insuring the lives of European livinglidia. Some of the companies that
started later did provide insurance for Indianst, Baey were treated as "substandard” and
therefore had to pay an extra premium of 20 % oremdhe first company that had
policies that could be bought by Indians with "faalue” was the Bombay Mutual Life

89 The Times of Indial2 January 2009.
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Assurance Society starting in 1871. The first gahmisurance company, Triton Insurance
Company Ltd., was established in 1850. It was ovaretioperated by the British. The first
indigenous general insurance company was the InMarcantile Insurance Company
Limited set up in Bombay in 1907.

By 1938, the insurance market in India Wwagzing with 176
companies (both life and non-life). However, thdustry was plagued by fraud. Hence, a
comprehensive set of regulations was put in placgtém this problem. On formation of
the LIC the provision of the insurance Act 1938 lgpp life insurance business only as
modified by section 43of the LIC Act, 1946. These provisions apply tgulate the
working of the LIC and one of various effe¢tBy 1956, there were 154 Indian insurance
companies, 16 non-Indian insurance companies angra@gident societies that were
issuing life insurance polici€d. Most of these policies were centered in the cities
(especially around big cities like Bombay, Calcuielhi and Madras). In 1956, the then
Finance Minister S. D. Deshmukh announced natipatdin of the life insurance business.
WHY REGULATIONS

Any sector, which touches the life of the commommaeeds regulation, particularly so
when inequalities and disparities of different tymdbtain or likely to occur on account of
the action or inaction on the part of the econoagents involved. For example, there can
arise inequalities of opportunity; inequalitiesiméome; wealth; regional imbalances; inter-
sectoral imbalances; inequalities in social infiature, etc. This becomes patrticularly
relevant in developing countries when they launohadiberalization programme. As the
market in such countries are not well developedy ttannot be relied upon for ensuring
that in the process of deregulation, public mon@solare not replaced by private

monopolies.

Regulation of insurance acquirgmificance in sensitive areas life financial
transactions, where chances of mismanagement, tilmtefpaud etc, are more possible. If

such malpractices do occur, the loser is the commmam does not understand the

0 Srinivasan M N, Principles of Insurance Law'Eighth Edition, General Editor — J Ranganath &lisr
Publication — Wadhwa and Company, 2006 P.45.
"I Bodla B.S, Garg M.C, Singh K.Pirfsurance Fundamentals, Enviornment and ProcedyrBgep &Deep
Publication Pvt Ltd, 2003, P.14.
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intricacies of the transactions and can be misléence, social supervision, that is,
government supervision, becomes essential. Thisiésfor all the sectors in the financial
services viz banking, stock market, and insurallmceommon with other financial services,
insurers are repositories of public trust, and ptogoney from the insured in return for a
promise of payment at some future date or on tlveroence of some particular event. An
insurance company can fulfill this commitment onfyit has adequate professional
capability, is financially soundly managed, holdeguate reserves to meet the requirement
of fund switch reference to the nature of term iabilities, and invests its huge funds
carefully. This need explains the paradox that evkeihe on the one hand, countries with a
very stiff restrictive regime are trying to dismi@nsome of the redundant controls, and on
the other hand, countries with less interventiopdicy are attempting an increased level
of regulation. Collaboration with foreign companwekich are globally experienced and
are large in size are no guarantee that all suafpanies will behave well. Reckless rate
wars, undercutting, unhealthy links with industrirduses and a disregard for prudential
norms are not totally unknown in other markets. ¢¢grthere is a need to regulate them
strictly. Accordingly, they are subjected to claggulation by the state in all countries,
with the objective of ensuring that their businessun fairly, is conducted by competent
persons, and protect the legitimate interest ofrikering public.

It is nas if regulation becomes necessary only when there
private players in the field. There are an operatidich requires professional regulation
even in the nationalized sector, particularly ina& relating to expenses, customs service,
and claim settlement resolution of disputes, reallamess to tariffs and prevention of
restrictive trade practices. The Malhotra Commitiés® felt that the insurance regulatory
apparatus should be activated even in the pressnups of the insurance sector and
recommended the establishment of a strong andtefaosurance regulatory authority in
the form of a statutory autonomous board on thesliof the SEBI. The experience of the
banking sector and the capital markets, where agyl mechanisms have been set up and
regulation has been enforced with some firmness bean good. Thus the banking sector
has a board for financial supervision, since Novemt®94, and the stock markets are
overseen by the SEBI. Insurance has seen the emtergé the IRDA, which has become
functional since the beginning of the year 2000thWhe private sector’s entry into the
insurance business, a regulatory system became reve® necessary in the insurance
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industry where large monetary stakes are involvetlfar which there are parallels in other
part of the world. The Malhotra Committee also obed that while regulation over the
other financial sectors has been strengthenedrefelation of insurance industry was
organized in a peculiar manner under which the strgutself was also its regulator. This
reddened the concept of regulation itself ineffextiegulation over the insurance business
would become all the more urgent if the sector weree liberalized.

Regulation is often opposed on the ground thguletions render the market less
competitive, less efficient and inhibit entreprership. Regulations are also perceived to
be inflexible, expensive and administered as iorarnand and control fashion. It is argued
that the resolution of these issues by an open ehamkl obviate the need for any
legislation. On the other side, there is a forcefiliool that insists that such regulations are
needed because the private sector incentives eiMémbe adequate. It is too costly and
virtually impossible for individuals to monitor Ig& institutions, and the government can
do so more efficiently with various instrumentsitat command. Without regulation, the
individual would be unable to differentiate betwdmmest, unscrupulous or shaky insurers.

There are alternativbaf the most effective is the rule of law. The
government has the authority to impose penaltiedfeach of contract and mechanisms
for determining when that has occurred. Regulaisoa preventive approach that attempts
to set boundaries for behavior beyond which theveld/be an implicit or explicit breach
of contract. Such a breach would have to be harulfgtie courts or by arbitration, or by a
similar law — dispensing agency.

The conclusion is that Bishop was rightnaarning the efficient distribution of
economic loss, when he said that courts do not learigh information to make this
appears to be true also of the insurance factodsjualges are aware of this. Consequently,
there is reason to believe that judicial perceptbmsurance has influenced significantly
the rules of liability developed by the works. Timduence of insurance and insurers is
seen most clearly in parliament, in the form ofsp@sion, and in the courts in the conduct

of litigation. In each case the influence has b®estly to moderate or restrict liability.

OBJECTIVES OF REGULATIONS

72 Malcolm Clarke, Clarendon Law Series Policies and Perceptions sfitance Law in Twenty First
Century”, Publication Oxford University Press, Edition A@2D07 P. 333.
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Regulation in insoca are a general set of principles covering mihima
requirements for best practices in the areas dan$img, prudential regulations and
requirements; supervisory powers, managing assdityjand loss provisioning and most
importantly, enhancing corporate governance in rauste organizations - all
unexpectationable in principle. However, there © umiversally accepted model of
regulation and different countries have differemaagements. There can be shades of
control by the regulator — regulation can be stoicit may be liberal; supervision can be
strict or it may be more intrusive or less; a laagea of activities may be more intrusive or
less; a large area of activities may be brougheutite purview of the regulatory authority
or it would be limited. The exact set up will dedeon the economic and political
philosophy of the country concerned. The objectivefore a regulator also change from
country to country, depending on its accepted igaliphilosophy and its history in relation
to a given industry (according to Malhotra ComngjteThere is however, no globally
accepted model of regulation. Each country haswts laws and regulatory arrangements
depending upon its experience, administrative aéipab and socio economic and political
preferences. These vary from tight regulations rotimg virtually every aspect of
insurance business to liberal off site supervis@hregulatory arrangements try to create
system whereby alarm signals are triggered in gmoel in respect of insurance institutions
drifting towards mismanagement and insolvency.Hab timely correctives can be applied.
One of the most important aspects of regulatiothas while the role of regulation cannot
be overemphasized, one has to bear in mind thataton is a means and not an end unto
itself. Its ultimate aim should be to facilitateetievelopment of a healthy insurance market
and to protect the genuine interest of consumérs.Malhotra Committee pointed out that
these two objectives are not mutually exclusive boith should receive due consideration.
The health of the companies can be improved bydloiting competition into the market,
while protection of consumer interest can be emburg guarding against unfair and
unbridled competition.

The regulator has to be alert about these poggbiland must have a system to produce
alarm signals in advance to be followed by timalggautionary action to deal with them.
In the main, the regulator has to ensure capitatjadcy of the insurers in order for them to

be able to cover the risk of advance events, asaidise, and liability underestimation to
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write new business at adequate premium rates. limpasapital requirements can be a

simpler mechanism than waiting to see if claims lbaisettled.

MILESTONES OF INSURANCE REGULATIONS IN THE 20TH CEHNJRY

Year Significant Regulatory Event

1912 The Indian Life Insurance Company Act.

1938 The Insurance Act: Comprehensive Act to régutesurance business in India.

1956 Nationalization of life insurance businestfia.

1972 Nationalization of general insurance busimessdia.

1993 Setting up of Malhotra Committee.

1994 Recommendations of Malhotra Committee.

1995 Setting up of Mukherjee Committee.

1996 Setting up of (interim) Insurance Regulatonthrity (IRA) Recommendation of the
IRDA.

1997 Mukherjee Committee Report submitted but nadenpublic.

1997 The Government gives greater autonomy to GIC and its subsidiaries with regard
to the restructuring of boards and flexibility mvestment norms aimed at channeling funds
to the infrastructure sector.

1998 The cabinet decides to allow 40% foreign gguiprivate insurance Companies-26%
to foreign companies and 14% to NRI's and FII's199%@ Standing Committee headed by
Murali Deora decides that foreign equity in Privatsurance should be limited to 26%.
The IRA bill is renamed the Insurance Regulatory Bevelopment Authority (IRDA) Bill
1999 Cabinet clears IRDA Bill.

2000 President Gives Assent to the IRDA Bill.

April, 2000 — the IRDA actually came in to beingthveffect from April 19, 2000, vide a
government notification.

May 1, 2002 — Sweeping changes in all India firdftevere introduced.

June 14, 2000 — Insurance Regulatory and Developmghority (licensing of insurance
agents) Regulations, 2000 issued.

June 14 2000- General Insurance - Reinsurance &emsd, 2000.
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June 14 2000 — Insurance Regulatory and Developfghbrity (obligation of insurers to
rural and social sector) Regulations Notificatia@0O.
July, 2000- IRDA announced guidelines for entryn¥ate insurance companies.
October — December, 2000 — the IRDA began issuiogns$e to private companies
.Originally expected in January — March, 2001 iasge schemes from private insurers
became available to the public from December 2@0@ addition products have been
entering the market since then.
July, 2002 — the bill to delink the four subsidegrifrom the GIC passed. After the assent of
the president of India, the bill was converted irttee general insurance business
amendment Act 2002, by which the companies nowdstigfinked
October 2002 — guidelines for licensing and rulespmeration of direct and reinsurance
brokers announced.
January, 2003 — first set of licenses to insurdomokers issued.
March 20, 2003 — drastic changes in remuneratidteqpaof direct insurance brokers
issued’?
Since UPA government has taken power time and abaire was a demand to raise the
FDI but with the opposition within the UPA governmé-DI cannot be raised. But, in 2009
government had raised FDI to 49 % now it is theetim see that what will be the effect of
the raise in the foreign holding on the life inswra corporatiori
There was a demand againagadh to raise the foreign holding in insurance

sector hence the union cabinet had given approviile insurance (amendment) Bill, 2008
for amendment to Insurance Act 1938, General Ima@rabusiness (nationalization act
1972 and IRDA Act 1999 at the same time they hab aiven approval to the life
insurance corporation (Amendment Bill) 2008 in Lakbha on the basis of the
recommendations.

The amendment will remove aichand redundant provisions in the
legislations incorporate certain provisions to pdeviRDA with flexibility to discharge its

functions effectively and efficiently

73 Tapan Sinha, “privatization of the insurance maikéndia: from the British raj to monopoly raj to
swara”,tapen@nottingham.ac.W&RIS paper series 2005 Accessed 0f012009, at 11.03 am.
7 The Times of India®January 2009.
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Raising FDI cap in the ireure sector from the existing 26 % to 49 % is a
welcome initiative as it would encourage severatifgn insurance companies to enter the
Indian Insurance market and contribute to strengttgeof the insurance sector. Raising the
FDI limit to 49 % may increase the total FDI in tlife insurance industry by almost 2.5
times from the current levels of approximately REB@ crore’® The increased in FDI will
add to the foreign inflow into the Indian economivigg boast and will enable the
Insurance Industry to grow and reach out to thgtleand breadth of the country. It is the
opinion of UPA government that Increase in FDI wbalso help the insurance sector to
further expand, launch innovative, distribution whels, upgrade technology, enhance the

current product portfolio and bringing in globakberactices.

REFORM IN INSURANCE INDUSTRY

Although Indian markets were privatized and opeapdo foreign
companies in a number of sectors in 1991, insuraeomined out of bounds on both
counts. The government wanted to proceed with cautWith pressure from the
opposition, the government (at the time, dominditedhe Congress Party) decided to set
up a committee headed by Mr. R. N. Malhotra (trentBovernor of the Reserve Bank of
India).

MALHOTRA COMMITTEE

Liberalization of the Indian insurance market wasommended in a
report released in 1994 by the Malhotra Commitiegicating that the market should be
opened to private-sector competition, and ultinyatigreign private-sector competition. It
also investigated the level of satisfaction of thistomers of the LIC. Curiously, the level
of customer satisfaction seemed to be high. Theruof the LIC made political capital out
of this finding’®

> Kayakers, Roshni, “Covering Lives: Business Toddyihe8, (2008) P.68.
6 wwwmaoism.org, Accessed on fllanuary 2009, at 2 p m.
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The following are the purposes of the committee.

(@) To suggest the structure of the Insurance bngluso assess the strengths and
weaknesses of insurance companies in terms oflijeetives of creating an efficient and
viable insurance industry, to have a wide coverdgasurance services, to have a variety
of insurance products with a high quality serveed to develop an effective instrument for
mobilization of financial resources for development

(b) To make recommendations for changing the stracof the insurance industry,
for changing the general policy framework etc.

(c) To take specific suggestions regarding LIC &€ with a view to improve the
functioning of LIC and GIC.

(d) To make recommendations on regulation and siglen of the insurance sector in
India.

(e) To make recommendations on the role and funictgpof surveyors, intermediaries like
agents etc. in the insurance sector.

() To make recommendations on any other mattechviare relevant for development of

the insurance industry in India?

e The committee made a number of important and fachieg recommendatiors.
(a) The LIC should be selective in the recruitmeiLIC agents. Train these people after
the identification of training needs.
(b) The committee suggested that the Federatiomsfrance Institute, Mumbai should
start new courses and diploma courses for interaniedi of the insurance sector.
(c) The LIC should use an MBA specialized in Mankgt(a similar suggestion for the GIC
subsidiaries).
(d) It suggested that settlement of claims werddodone within a specific time frame
without delay.
(e) The committee has several recommendationsadupt pricing, vigilance, systems and
procedures, improving customer service and usecbinology.
(f) It also made a number of recommendations tr difte existing structure of the LIC and
the GIC.

7 www.irdaindia.org, Malhotra Committee Report'accesse®n 19/1/2009, at 2 pm.
"8 www.irdaindia.org, Malhotra Committee Reportaccessed on 19/1/2009, at 2 pm.
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(g9) The committee insisted that the insurance camegashould pay special attention to the
rural insurance business.

(h) In the case of liberalization of the insurarsmctor the committee made several
recommendations, including entry to new players dahd minimum capital level
requirements for such new players should be Rs.ctbfes. However, a lower capital
requirement could be considered for a Co-operat@ators' entry in the insurance business.
() The committee suggested some norms relatingrémoters equity and equity capital
by foreign companies, etc.

On the recommendations of the Malhotra Committexegment
has set up an interim insurance regulatory apparassential for proper monitoring and
control of the Insurance Industry. The IRDA is heddy a chairman who is also the
controller of insurance and chairman. The other bems of the IRA, not exceeding 7 in
number of whom not more than 3 shall serve fulletinshall be nominated by the

government?

MUKHERJEE COMMITTEE
Immediately after the publication of the Malhotraorfimittee Report, a new

Committee (called the Mukherjee Committee) wasugeto make concrete plans for the
requirements of the newly formed insurance comgani recommendation of the

Mukherjee Committee was never made public. Butnftbe information that filtered out it

became clear that the committee recommended thesion of certain ratios in insurance
company balance sheets to ensure transparencycaurang. But the Finance Minister
objected. He argued (probably on the advice of sohtbe potential entrants) that it could

affect the prospects of a developing insurance ey

VARIOUS DUTIES OF THE REGULATOR
A regulatory authority htes shoulder heavy responsibilities and has to

perform a difficult role. On the one side of them;at has to guard against malpractices and

7® Razdan Dheeraj, “Insuranpeinciples, Applications and Practiceublication Cyber Tech Edition 2009
P.34.
80www.irdaindia.org,‘Mukherjee committee reportaccessedn 20/1/2009, at 1 pm.
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at the same time, it has to impose restrictiona manner by which the normal working,
the progress has to monitor the flow of informatémd adherence to legal and accounting
standards and should feel confident that the compamder its supervision are performing
sufficiently well. While monitoring the new playerg has to ascertain that they have
probity, adequate professional capability and faaxansolvency. Other important aspects
would be an emphasis on premium control, fair ptemrates, approved policy wordings,
control of investments and continuing audit aném¢ntion, equitable allocation of profits
between different groups of policy holders, gocetsinn for money and speedy settlement
of claims. Failure of insurance companies couldeann account of one or more of the
following factorsg!

. Inadequate pricing

. Improper method of reserving

. Poor/Inappropriate investment strategy

. Failure to maintain adequate solvency margin

. Poor underwriting and claims control

. Uncontrolled growth of the company’s business

~N O o~ o WwON P

. Inadequate control system and efficiency

The regulator has to bertasbout these possibilities and must have a
system to produce alarm signals in advance to bewed by timely precautionary action
to deal with adequacy of insurers in order for thtenbe able to cover the risk of adverse
events, assets failure, liability underestimati@isurance failure, excessive expenses and
temptation to write new business at adequate pramates. Imposing capital requirements

can be a simpler mechanism than waiting to selairhs can be settled.

PROTEST OF IRDA BILL, 1999

The attempt to introduce thié dvoked protest from some segments of the
industry as well as from section of politicians.eTteason was its perceived political and
ideological implications. It was seen as a sighal if the insurer sector, which was than
totally state controlled, was opened up, it wouldicate the government’s resolve to

extend the process to other sectors as well aiposiot readily accepted by political

81 www.irdaindia.orga, accessed 01 February 2009 at 10am.
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parties with leftist leanings. The Lok Sabha hadspd by voice vote the Insurance
Regulatory and Development Authority Bill, 1999mad at opening up the insurance
sector to private companies amidst walkout by te#, L[Samajwadi Party and Rashtriya
Janata Dal. The house adopted the bill after riejgell the Opposition's amendments and
accepting the four moved by Finance Minister Yaghtv&nha following pressure from the

Congress. Earlier, in his reply, Sinha had inforrtieel members that the government had

accepted most of the suggestions made by the Csmgre

The IRDA Bill 1999, providingif a maximum foreign equity of 26 per cent,
passed the first stage with its passage in the alha after the government bowed to
Congress pressure and moved four official amendménseven-hour discussion marked
the adoption of the IRDA Bill. The amendments imgd one for inserting the social
obligation clause and penalty provision for defandt The amendment moved by
Rupchand Pal (CPI-M) was subjected to division. 8athers were withdrawn. The bill
seeks to open insurance, presently dominated byubéc sector the General Insurance
Corporation and the Life Insurance Corporation tie private sector. Responding to a
demand from Communist Party-Marxist member RupcHaldand others that the private
insurance companies provide for 25 per cent ofinlesible funds for the social sector,
Sinha said;We are agreeing to 50 per cent. What percentageyau talking about? Such
regulations shall apply uniformly to all the insm@e”. After the six-and-a-half hour
debate, only one amendment moved by Pal was sabjeotdivision and all the others
were either withdrawn or negative by voice votee Till seeks to provide for a maximum
of 26 per cent foreign equity in the insurance aegiresently dominated by the public
sector GIC and LIC.

The bill provides for:

« The establishment of IRDA as a corporate body tulage insurance business in
the country.
« Establishment of insurance advisory committee wadhmore than 25 members.
« IRDA to make guidelines and rules for the insuraseetor.
« The entry of private companies.
- A cap of 26 per cent for foreign equity, includifogeign institutional investors.
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« The four amendments adopted stipulate obligatidmssarer in respect of rural and
unorganized sector and backward classes and pdoafgilure to comply with the
provisions.

- IRDA to levy fees and other charges and supenhgeftinctioning of the tariff
advisory committee.

- Specifying percentage of life insurance busineskganeral insurance business to
be undertaken by the insurer in the rural or sesator.

« Adjudication of disputes between insurers and mesliarie8>.

The IRDA BiIll 1999 is ahet step in the hourglass after the British rulers
brought the insurance business under regulatiat®88. In 1956, the Indian government
nationalized the life insurance business and cdethie Life Insurance Corporation of India.
Another step came in 1972 when the General Inserdnsiness was nationalized by
creating the GIC, resulting in diminishing the rafeController of Insurance. The newly
drafted IRDA Bill 1999 was again introduced by tajpayee government on October 28
in the first session of 13th Lok Sabha.

The main two political poles of Indian politics ket Congress Party and the Bharatiya
Janata Party (BJP) - are both in favor of the refddnly the extent of the reform and who-
will-bell-the-cat-and-get-the-(dis)credit factorrthem in reaching a consensus for more
sweeping reforms. The populist out-of-fashionedastic jingoism, masking these parties
rightist ideology, is fast losing its appeal to timasses. This will only hasten the reform

process.
POWERS AND FUNCTIONS OF IRDA

The IRDA has the duty to regulate, promote anduengrderly growth of the

insurance and reinsurance business. The powersiactibns of the IRDA includ&:

(a) registration/modification/cancellation of refation of insurers;

82 www.irdaindia.orgaccessed on 01 February 2009 at 10 am
8 Section 14 of IRDA Act 1999
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(b) to cause compliance of the requirement of eamitructure of the companies as also
solvency margin, insurance business in rural anciakcsector, submission of their
returns/reports, approval and preparation of themse of amalgamation and transfer of

insurance business;
(c) To issue of license to insurance intermedsaoieagents;
(d) Control over management of insurers;

(e) Search and seizure,

(f) Protection of interest of policy holders,

(g0 Promotion and regulation of professional orgations conducting

insurance business,
(h) Regulation of investment of funds by insuaeompanies,
(i) Investigation and inspection of the affasfghe insurers,
(j) Adjudication of disputes between insurerd arsurance intermediaries,
(k) Supervising functions of Tariff Advisory Conittee,
() And to frame regulations to carry out purpe®f the Insurance Act, 1938.

Pursuant to its power under IRDA Act, the IRDA has framed 27 sets
of Regulations on various topics like preparation gubmission of actuarial reports,
obligations of insurers to rural and social sectoegistration of Indian insurance
companies, preparation of financial statements aanditor’s report of insurance
companies, form of annual statements of accountraodrd, insurance brokers, etc.

These regulations are important constituents oRtbgulatory regimé?

TARIFF ADVISORY COMMITTEE

84 Taxman'’s tnsurance Law Manual with IRDA circulars and Natiftions”, Edition 2006 Published by
Taxman Allied Services Pvt Ltd p 1.9.
Page|729
“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSJRANCE CORPORATION VIS
A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA”| Sukhvinder Singh Dari



ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848
IR

The Tariff Advisory Comna# (“Advisory Committee”) is a body
corporate, which controls and regulates the ratégent ages, terms and conditions offered
by insurers in the general insurance business Atlvesory Committee has the authority to
require any insurer to supply such informationtatesevents necessary for discharge of its
functions. Any insurer failing to comply with sugrovisions shall be deemed to have
contravened the provisions of the Insurance Actkerfunsurer is required to make an
annual payment of fees to the Advisory Committearofamount not exceeding in case of
reinsurance business in India, one percent of dted premiums in respect of facultative
insurance accepted by him in India; and in casaryf other insurance business, one

percent of the total gross premium written dirgchbm in India®®
INSURANCE ASSOCIATION OF INDIA, COUNCILS AND COMMIT TEES

All insurers and providemiceeties incorporated or domiciled in India are
members of the Insurance Association of India (frasce Association”) and all insurers
and provident societies incorporated or domiciléskwhere than in India are associate
members of the Insurance Association. There are twancils of the Insurance
Association, namely the Life Insurance Council d@nel General Insurance Council. The
Life Insurance Council, through its Executive Cortte@, conducts examinations for
individuals wising to qualify themselves as insuwaragents. It also fixes the limits for
actual expenses by which the insurer carrying fanitisurance business or any group of
insurers can exceed from the prescribed limits uride Insurance Act. Likewise, the
General Insurance Council, through its Executiven@ittee, may fix the limits by which
the actual expenses of management incurred bysameincarrying on general insurance

business may exceed the limits as prescribed imthaance Act®
OMBUDSMEN

The Ombudsmen are appointed in accordance withRegressal of Public Grievances
Rules, 1998, to resolve all complaints relatingstdtlement of claims on the part of
insurance companies in a cost-effective, efficiemd effective manner. Any person who

85 Sec 64 U Insurance Act 1938.
86 Section 64 A Insurance Act 1938.
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has a grievance against an insurer may make a aothpb an Ombudsman within his
jurisdiction, in the manner specified. However,oprio making a complaint, such person
should have made a representation to the insuiredher the insurer has rejected the
complaint or has not replied to it. Further, thenptaint should be made not later than a
year from the date of rejection of the complaintthg insurer and should not be any other
proceedings pending in any other court, Consumeurir@r arbitrator pending on the same
subject matter. The Ombudsmen are also empowenextéd/e and consider any partial or
total repudiation of claims by an insurer, any digpn regard to the premium paid in terms
of the policy, any dispute on the legal construttid the policies in as much such a dispute
relates to claims, delay in settlement of claimsl dhe non-issue of any insurance
document to customers after receipt of premium. @hg&budsmen act as a counselor and
mediator and make recommendations to both paririi¢gke event that the complaint is
settled by agreement between both the pdittielmwever, if the complaint is not settled by
agreement, the Ombudsman may pass an award of osatfmn within three months of
the complaint, which shall not be in excess of Whignecessary to cover the loss suffered
by the complainant as a direct consequence of nkered peril, or for an amount not
exceeding rupees two million (including exgratial amther expenses), whichever is lower.
Ombudsman within his jurisdiction, in the manneedfied. However, prior to making a
complaint, such person should have made a repsggento the insurer and either the
insurer has rejected the complaint or has notedgh it. Further, the complaint should be
made not later than a year from the date of regactif the complaint by the insurer and
should not be any other proceedings pending in @hgr court, Consumer Forum or
arbitrator pending on the same subject matter. @hdéudsmen are also empowered to
receive and consider any partial or total repudratf claims by an insurer, any dispute in
regard to the premium paid in terms of the polayy dispute on the legal construction of
the policies in as much such a dispute relatedaims, delay in settlement of claims and
the non-issue of any insurance document to cus®ra#ter receipt of premium. The
Ombudsmen act as a counselor and mediator and reedmendations to both parties in
the event that the complaint is settled by agre¢retween both the parties. However, if
the complaint is not settled by agreement, the Qislman may pass an award of

compensation within three months of the complairtich shall not be in excess of which

87 Section 67 of Insurance Act 1938.
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is necessary to cover the loss suffered by the tngmt as a direct consequence of the
insured peril, or for an amount not exceeding rep&e million (including ex gratia and
other expenses), whichever is lower. Every insgemking to carry out the business of
insurance in India is required to obtain a cedifecof registration from the IRDA prior to
commencement of business. The pre-conditions fptyayy for such registration have
been set out under the Act of 1938, the IRDA Adt #re various regulations prescribed by
the Authority.

INCOME TAX ACT

The tax laws in India have alwaysxairaged people to save through life
insurance or other instruments, by proving reliehf tax liabilities. The details provided
herein are, as on a date when the course was eitbgn. These could change at any time,
through budget provisions or otherwise. The aganull keep himself update which the
changes. Offices of the insurance companies woatdhally communicate the effect of
such changes for the benefit under a policy.

The amount of incora& payable on the total income, is reduced by a
percentage of the aggregate amount paid towardsaimse premium contribution to
provident fund or approved superannuation fundjonat savings certificate etc. The
percentage of deduction was flat 20 % of the aggeegubject to limits. Most of the
assesses could get the rebate to the extend of5R@01some could get mofe.This
position had changed since 2002. The deductioncedas the income slab goes. The
wealth Tax Act exempt life insurance policies tiytgirovided premiums are payable for a
period of 10 years or more. If the policy termasd than 10years, proportionate value of
the right or interest of the assesses in the palidybe exempted. Hence such policies will
have to be included in the net wealth as on the divaluation.

If the income tax is wrongly deductedlBC the complainant who was a member
of group superannuation fund scheme, if he leaeejab with the employer. The LIC
offered the amount after deducting income tax at@es. A complaint was filed for refund
of the amount along with interest. The record réacéhat the income tax was deducted as

per the instructions received from the employemuslimo deficiency of services on the part

88 Ravishankar, D.,Where to Sow, How to Reap — Investment OptiongnBurance CompaniésiRDA
Journal, Vol.3, Dec., No. 1, (2007) P. 18-20.
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of LIC was found cause of action, if any was adathe employer. Since the compliant
against LIC was not maintainable, it was dismisSed.

MARRIED WOMEN'S PROPERTY ACT 1874
Section 6 oM W P Act provides that a policy of insurance eféecby any married

man on his own life and expressed on the face fof ithe benefit of his wife and children
shall be deemed to be a trust for the benefit ®falfe and children and shall not be subject
to the control of the life assured or his creditoi$rom part of his estate. The implications
of this act for life insurance policies.

The rules prayithat no policy can be given to any married women
for more than the policy of her husbai{d.

LEGISLATIVE DEVELOPMENTS AFTER 1999

The Insurance Amendment Act, 2002 permitted, by wafaysertion

of S.2 (8A) in the Insurance Act, 1938 insuranceoperative societies, registered under
the Co-Operative Societies Act, 1912 or Multi-St&e-Operative Societies Act, 1984 or
under any state law relating to co-operative sgcietcarry on any class of insurance
business. However, the IRDA has been empowerecdmgt an insurance co-operative
society from the application of any of the provisoof the principal Act or application of
its provisions with exceptions, modifications orapthtions? The Amendment Act
provided for insurance intermediaries, includingurance brokers and consultants, and
provisions for the payment of commission, brokeragiee to them, thereby introducing in
this country the business practiced the world awehis area. Further, S.49 of the Act has
been modified provide shareholders an entittemdntatuarial surplus. By virtue of
amendment to S.64 VB, the IRDA has been authotizgulescribe the mode of payment of
premium, i.e., through credit cards or throughittternet which in turn might result in an
increase in insurance business? Moreover, the @endnsurance Business
(Nationalization) Amendment Act, 2002 made the Gainlmsurance Corporation the only

reinsures to carry on exclusively reinsurance tessinn India. It ceased to carry on general

89 Dariyave Singh B Karnawat v/s LIC 2005 2 CPJ 72a@t State Commission
9 LIC v/s Satendra Kumar Chauhan 2005 2 CPJ 172tdfé Sommission
1 Section 94 a (2) of Insurance Act 1938
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insurance business as also to control four sub@diaThe Central Government was

authorized to discharge its functions in respe¢hese subsidiaries in future.

Thus it must be appredatsat the IRDA and other regulations wasted no
times and has seriously set about accomplishingmission of establishing effective
supervision over, and regulation of the insuranasiriess in India. It has so far issued
guidelines relating to several aspects of insuranch as the following: appointed actuary;
actuarial report and abstract; vency margin of riasce; reinsurance for the non life and
the life insurance business; registration of Indiesurance companies; obligations towards
rural and social sector; preparation of final stegat and auditors report and several others.
Whenever and where required, it has also reviewet ravised the same, so as not to
obstruct the smooth working of the insurance ingugthen there was demand to raise the
FDI to 49% which was also considered by the Actatpdthe foreign direct
investment(FDI) stands 49 % no doubt with the ojmsof the other parties and even the
agitation of the employees on the life insuranaga@tion. Now it is high time to see the

effect on FDI on Life Insurance Corporation.

*kkkk

CHAPTER FOUR

Role of FDI in Insurance Business

India has made many great owpments over the last decade in achieving
economic growth and poverty reduction. The mostiBgant advancement came in 1991

when India removed governmental obstacles and atloits doors to open to foreign
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investment. Foreign Direct Investment (FDI) has eyed as an eminent source of
economic development and employment generationdéweloping countries (including
India) as it contributes in creating a more contpetibusiness environment, enhances

enterprise development, human capital formationiatgtnational trade integration.

This chapter is an attempt to throw light on théqgoes of the Government of India towards
FDI. The chapter lists out the options as welltes ¢orresponding procedures prescribed
by the Government for the foreign entity to invéstindia and also deals with the

advantages and drawbacks of FDI in Life Insurandestry.
DEFINITION OF FOREIGN DIRECT INVESTMENT

Foreign direct investment can be termea@ long term investment by foreign direct
investor in an enterprise resident in an econorhgrathan that in which the foreign direct
investor is base®fA foreign company planning to set up business djmers in India has
the option of either setting up as an Indian congpamas a foreign company, As an Indian
Company.

A foreign company can commence operationindia by incorporating a company
under the Companies Act, 1956 through Joint Vestu(dv) or Wholly Owned
Subsidiaries.

JOINT VENTURES

Foreign Companies can set up thearations in India by incorporating a joint
venture Company with an Indian partner and or withgeneral public and operating either

as a listed company or as an unlisted company.

Meritsof joint venture for a foreign investor:

92 Bhasin Niti, “Foreigninvestment in India 1947 — 48 to 200 ublication New Century, Edition July
2008, P 54.
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1. Established distribution/ marketing set up @f khdian partner.
2. Available financial resource of the Indian pars.

3. Established contacts of the Indian partnerschvhielp in smoothening the process of

setting up of operations.

4. A good strategy for first entering a foreign kedr especially when the commercial risks
and country risks are high.

5. It creates more flexibility for adapting the og®on to meet the requirements under
different competitive conditions.

6. It incurs lower cost and lower resource commithier entering foreign markets.
Demeritsof joint venture

1. An artificial and uneasy atmosphere is createdriaiyg to combine the resources
and the management approaches of two separate o@spavith different
nationalities, backgrounds, experiences, abiliiiesone enterprise to pursue a
common goal, to agree on common means and to waikruthe same authority,
which creates problems in the day-to-day operadioth the future planning for the
joint venture.

2. There is fear of the leakage of technical seciietesa strong foreign partner could
use this technology for its own competitive advgetand perhaps create a future
detriment to the parent company.

3. JVs have to share the profit with local partnersvall as reinvest the revenues for
future expansion purposes.

WHOLLY OWNED SUBSIDIARIES

Foreign companies can also set up wholly ownedigialng in sectors where 100% foreign
direct investment is permitted under the FDI paliEgr registration and incorporation of
the company, an application has to be filed witlgiBtear of Companies (ROC) as well as
RBI. Once a company has been duly registered aratporated as an Indian company, it
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is subject to Indian laws and regulations as appleto other domestic Indian companies.
Foreign equity in such Indian companies can beoul®0% depending on the requirements

of the investor, subject to equity caps in respdcthe area of activities under the FDI

policy.

MERITS:
1. Maintenance of effective control over its sulmmiés. The control in every business
plays an important role. If the subsidiary is 100%n it can maintain the effective control

over its subsidiaries.

2. Transaction costs including the cost of negoiiatind transferring information and
capability to another firm, cost of personnel tnagy cost of losing the opportunity to
having direct sales or getting the full amount @dfpp and the threat of creating a

competitor in markets beyond the purview of theeagrent might be avoided..

DEMERITS:
1. Involves highest level of risk and commitmentthg foreign investing companies

PROCEDURES PRESCRIBED FOR FDI

FDI in relation to control or ownership of a compan India takes one of two routes:

Procedure under "Automatic Route."

FDI in sector activities to the extent permittedlenautomatic route does not require any
prior approval either by Government of India or RBhe investor are only required to
notify the Regional office concerned of RBI ancefihe required documents with that
office within 30 days of receipt of inward remittzas. The investment should be in
accordance with the prescribed guidelines. Thiscgutare is applicable only for fresh
investments directly in Indian companies and notpiarchase of shares from the existing

shareholders.

This route is available to all sectors or actiwtibat do not have a sector cap i.e. where
100% foreign ownership is permitted, or for investts that are within a sector cap and

where the Automatic route is allowed.
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For New ventures

All items/activities for FDI up to 100% by Non-Rdent Indians (NRI)/Overseas
Corporate Bodies (OCB) fall under the Automatic Roexcept those that expressly
require a prior Government approval. InvestmenPimlic Sector Units as also for units
located in Export Oriented Units (EOU)/Export Pregiag Zones (EPZ)/Special Economic
Zones (SEZ)/Electronic Hardware Technology Parks$TE)/ Software Technology Parks
(STP) would also qualify for the Automatic Route.

Investment under the Automatic Route is governedhey notified sectoral policy and
equity caps and RBI ensures compliance of the safAmy change in sectoral
policy/sectoral equity cap is notified in the Depaent of Industrial Policy & Promaotion.
But for insurance sector the cap limit is only 490%FDI in insurance sector is not the

position in India.
LIST OF SECTORS WHERE FDI IS RESTRICTED

Sectors where FDI is not permitted are restricteRailways, Atomic Energy and Atomic
Minerals, Postal Service, Gambling and Betting, td&igt and basic Agriculture or
plantations activities or Agriculture (excludingoRtulture, Horticulture, Development of
Seeds, Animal Husbandry and Cultivation of VegetapMushrooms etc under controlled
conditions and services related to agro and afiextors) and Plantations (other than Tea

plantations) Today, FDI in insurance sector staatdd .96°
SECTORS WHICH ATTRACT CEILING ON FOREIGN OWNERSHIP

Telecom, Coal and lignite, Mining, Private sectanking, Insurance, Domestic airlines,
Petroleum (other than refining), Refining, Invegtioompanies/ Services sector, Atomic
minerals, Defense industry sector, Broadcastingjrgeup hardware, facilities such as up
linking, HUB, etc., Cable network, Direct-to-Homeerrestrial Broadcasting FM, Small
scale industries (SSI) sector, Satellites, Teaose€trint Media and ceiling in insurance

sector is 49 %.

93 Bhasin Niti, “Foreigninvestment in India 1947 — 48 to 200&ublication New Century, Edition July
2008, P 59.
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TAXATION IN INDIA

Foreign nationals working in India are generallyeié only on their Indian income. Income
received from sources outside India is not taxabless it is received in India. The Indian
tax laws provide for exemption of tax on certaimds of income earned for services
rendered in India. Further, foreign nationals hthe option of being taxed under the tax
treaties that India may have signed with their ¢guaf residence.

Remuneration for work done in India is taxable dpective of the place of receipt.
Remuneration includes salaries and wages, pendees, commissions, profits in lieu of
or in addition to salary, advance salary and pertps. Taxable payments include all
allowances and tax equalization payments unlessfgjadly excluded. The stock options
granted by the employer are taxable as capitalsgatirthe time of sale of shares acquired

due to exercise of options.

PROPOSAL TO HIKE FDI IN INSURANCE TO 49%

The Finance Minister, while presenting the firstdBat of the UPA Government, has
proposed to raise the FDI cap in three sectorddedding upon the decision he said, “FDI
will continue to be encouraged and actively soughtticularly in areas of infrastructure,
high technology and exports. Three sectors of gemy fully meet this description.
They are telecommunications, civil aviation andunasce.” The specific proposal for the
insurance sector is to raise the FDI cap from 26qye to 49 percent.

PRIVATE PLAYERS, FOREIGN EQUITY AND PROFITABILITY

The Union Government had opened up the insuranc®rstor private participation in
1999, also allowing the private companies to haweign equity up to 26 per cent.
Following the opening up of the insurance sect@rptivate sector companies have entered
the life insurance business. Apart from the HDF@Gicl has foreign equity of 18.6%, all
the other private companies have foreign equity2@®fper cent. In general insurance 8
private companies have entered, 6 of which hawedarequity of 26 per cent. Among the
private players in general insurance, Reliance @hdlamandalam does not have any
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foreign equity. The following table gives an aggregpicture of the current scenario of the
insurance sector in India.

Type of Nos. of Public Nos. of Private Total
Business Sector Companies | Sector Companies

Life Insurance 01 16 17
General Insurance | 06 11 17
Re insurance 01 0 01
Total 08 27 35

Source- www.irdaindia.org accessed on 01 Februd®@ 2t 10 am

According to the Annual Report of the IRDA, 9 odttbe 16 private Companies in life
insurance suffered losses in 2002-03. The aggrelgate of the private life insurers
amounted to Rs. 38633 lakhs in contrast to theR8.@6ores surplus (after tax) earned by
the LIC. In general insurance, 4 out of the 8 pgevimsurers suffered losses in 2002-03,
with the Reliance, accompany with no foreign equéynerging as the most profitable
player. Infact the 6 private players with foreigqu#y made an aggregate loss of Rs.294
lakhs. On the other hand the public sector insurergeneral insurance made aggregate
after tax profits of Rs. 62570 lakPsNot only are the public sector insurance companies
more profitable than the private ones, the privatsurer which is most profitable
(Reliance) is one this has no foreign equity. Ibfpability is taken to be an important
indicator of efficiency, it is clear that the cafe further hike in the FDI cap in the

insurance sector cannot be made on efficiency gisun
ABOUT FOREIGN PARTNERS
The record of some of the foreign companies wheelstarted operating in India is being

guestioned abroad. An article published in the Boust (May 4, 2007) on ‘AlG’s
Accounting Lessons’ (AIG is Tata’s partner in Ind@me with the screaming headline

% Vvan, Horne, James, CFihancial Management and PolicyPearson Education Asia Delhi (2008) P .87.
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which said it all: The world’s largest insurance company shows howpdlish profits
statement.®> The Prudential Financial Services (ICICI's partmerindia) is facing an
enquiry by the securities and insurance regulatorthe U.S. based upon allegations of
having falsified documents and forged signatured asking their clients to sign blank
forms (New York Times, May 31, 2003 and Wall Strdetirnal, May 31, 2003}. This
follows a payment of $ 2.6 billion made by prudehtio settle a class-action lawsuit
attacking abusive life insurance sales practice9®7 and a $ 65 million dollar fine from
state insurance regulators in 1996. It is evidéat the questionable activities of these
insurance companies are not deterred by state sdppgnalties and litigations. The
financial health of many of the foreign insuran@mpanies operating in India is also a
cause of serious concern. The Economist (April Q043 reports the sorry plight of
Standard Life of UK (HDFC'’s partner in India), whigs unable to remain afloat without
the possibility of raising money in debt or equitvarkets. AMP closed its life operations
for new business in June 2003Royal Sun Alliance also shut down their profitable
businesses in 2002. A recent report by Mercer ©Wgman, a consultancy, found that
European life insurance companies are short otalapy a whopping 60 billion euros. The
reason for the short fall in capitalization, amanther things, is due to European Unions’
new regulation on solvency called’ Solvency 2’ thall be enforced across Europe from
2005 through 2007.

According to the Mercer Oliver Wyman Report the i@an, Swiss, French and British
insurers suffer from severe capital inadequacy,clwvhs a result of undertaking risky
investments in equity and debt instruments in thst.pSeveral issues 8igma a reputed
Swiss journal on insurance, have reported thatUtf®. and Europe based insurance
companies are faced with gloomy growth prospectiénadvanced country markets, with
several companies experiencing negative growthhen recent past. Moreover, tighter
capital adequacy norms and other regulations thatcarrently being imposed in the
advanced countries are forcing these insurance aoiepto seek less regulated markets in
developing countries to undertake their high-risktures. Raising the FDI cap in India at

this juncture would expose our financial marketsh® dubious and speculative activities

95 The Economist May 4, 2006.

96 New York Times, May 31, 2003 and Wall Street Jolrskay 31, 20076

97 The Economist April 1, 2008.
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of the foreign insurance companies at a time whenvirtues of regulating such activities

are being rediscovered in the advanced countries.

COMPETITION IN THE INSURANCE SECTOR

Even after the liberalization of the insurance sedhe public sector insurance companies
have continued to dominate the insurance markg@yieig over 90 per cent of the market

share. In fact, the LIC, which is the only publex®r life insurer, enjoys over 98 per cent

of the market share in Life insuran®e.

Market Share of Life and non-Life Insurance Sectors

(As % of total premium underwritten by insurers)

2004-05 2005-06
Insurance Sector
Life Insurance Private Sector 0.54 1.99
Public sector 99.46 98.01
General Private Sector 3.68 8.64
Insurance Public sector 96.32 91.36

Source: IRDA Annual Report, 2004-06

Given the huge market share enjoyed by the publitos companies, the argument, which
is often made by advocates of greater liberalipatibat the entry of private players would
bring down the cost of insurance due to enhancedpettion, does not seem to be
convincing. The price making capacity of the matkatlers in the public sector is likely to
remain intact for the time being. The foreign irswe companies do have the reputation of
charging less premium compared to the risks inwblaad promising abnormally high
returns, in order to grab greater market shareh $ompetition, however, although capable
of bringing down the ‘cost’ of insurance for a wéhihas often led to gigantic frauds and

bankruptcies. Moreover, as is the case in othekatsyrthe initial flurry of entries into the

98 Tarapore, S.S.,Malice of Indian Financial System - Need for RefyrEconomic and Political Weekly,
(2005) P.2821-26.
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Indian insurance market would invariably be follelivéy a phase of mergers and
acquisitions that would lead to cartelization, jwdtg the possibility of competition
driving down the costs in the medium run. In thedaun, other forms of non-price
competition like aggressive advertisement wars lkely to lead to increasing costs,
eventually harming the interests of the consumé&hese phenomena in the insurance
market have been observed in several advancedrmsurif the public sector companies
start imitating the strategies of the foreign irgwre companies in order to defend their
market shares, it would be at the cost of undemgirtheir important social objectives,

which they have been fulfilling so impeccably thte.

IMPLICATIONS FOR RESOURCE MOBILIZATION

A major role played by the insurance sector is tbiize national savings and channelise
them into investments in different sectors of thermmy. However, no significant change

seems to have occurred as far as mobilizing savoggie insurance sector is concerned,
following the liberalization of the insurance secto 1999. Data from the RBI show that

the trend of the savings in Life Insurance by tbadeholds to GDP ratio, while showing a
clear upward trend through the 1990s signifyingreasing business for the insurance
sector, does not show any structural break afté®18 can be inferred therefore that the
foreign capital which flowed in after the opening of the insurance sector has not been
accompanied by any technological innovation initisgirance business, which would have

created greater dynamism in savings mobilization.

RATIO OF SAVINGS IN LIFE INSURANCE BY HOUSEHOLD TO GROSS
DOMESTIC PRODUCT

Far from expanding the market for the insuranceosethe business activities of the
private companies are limited in urban areas, whefairly good market network of the
public sector insurance companies already exidte glaring evidence for this is the
composition of agents operating in the insuranaoseAccording to the IRDA Annual
Report the number of insurance agents in urbarranad India was in 100:76 ratios in the
public sector companies, in 2001-02. For the pevasurance companies this ratio was
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100:1.4. Due to their urban-biased operationalvagtithe private insurance companies can
neither increase the insurance base of the ecoffomy.

Significantly, nor lead to substantial employmeanegration. Given This scenario, further
increase in foreign participation is only goinglead to intensified competition for the
urban insurance markets, rather than leading teoath in overall savings. While the
proposals for hike in FDI were placed, the argurmeivanced were that FDI will continue
to be encouraged and actively sought, particulamlyareas of infrastructure, high
technology and exports. Are these arguments tebdidte New technology or product is
brought into the country. The issue of foreign égis often linked with induction of new
technology and products. The private insurance emias have nothing to offer in this
respect. In the insurance sector, there is no tdogy needed to be brought in from other
countries, leave alone high technology. The maytatates and other principles of
insurance are based on the Indian conditions, lsec#tte policyholders are from this
country. The products of LIC are being renamedHhgy grivate insurance companies and
are sold as their own products. Hence, foreign iigeeis also not involved in this sector.
So there is no justification even on this countwéis also argued that competition will
expand market and the foreign insurers will briregtdér products. This has simply not
happened. The size of the market has remaineddYaage the same and from this market
the private companies are picking up the creamgiagecin the metros seriously eroding
the ability of public sector to cross subsidizaesptoducts in the rural areas. Life insurance
is all about mobilizing the savings for long ternvestment in social and infrastructure
sectors. It was also argued that opening up oframsxe market would enable huge flow of
funds into infrastructure. The record of privatenganies on this is dismal. More than fifty
percent of the policies, they sell are unit-linkesurance where the decision on investment
of savings element in insurance is taken by theyoblders. In fact as per a press report,
ninety five percent of policies sold by Birla SuifeLand over 80 percent of policies sold
by ICICI Prudential were unit-linked policies dugi?003-04. Under these schemes, nearly
50 percent of the funds are invested in equities tlimiting the fund availability for

infrastructural investments. As against this, th€ bas invested Rs. 40, 000 crores as at

99 Khan, M.Y., ‘LIC in the Capital Market: Its Record and Respoiliies”, Eastern Economist, Feb.9,
(2007), P.222-29.

Page|744
“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSJRANCE CORPORATION VIS
A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA” | Sukhvinder Singh Dari



ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848
IR

31/3/2003 in power generation, road transport, watgply, housing and other social
sector activities®

The Law Commission of India released a consultapaper on 16 June 2003 on the
revision of the Insurance Act, 1938. The consuitapaper proposes a suitable amendment
to Section 27 C of Insurance Act allowing insurespecially carrying on general insurance
business to invest funds outside India. So, oneelatv is amended to allow insurers to
invest funds abroad, the exports that these pris@atgpanies would generate, would be the
export of savings of the people. Raising the FIl aso does not seem justifiable as far as
channelising savings into investments are concerfid life insurance sector invested a
total of Rs. 31335.89 crores in the infrastructsertor in 2002-03. Out of this the
contribution of the LIC was Rs. 30998.16 croresjclvhwas 98.92 per cent of the total
investment in infrastructure by the entire lifeurence sector. The figures provided by the
IRDA Reports further suggest that the share ofpiliaic sector life and non-life insurance
companies in investment in infrastructure is gne#ttan their market share. Despite the
FDI cap being set at 26 %, the investment fromitiseirance sector to the infrastructure
sector was predominantly from the public sector pannes. Therefore, the argument that
raising the FDI cap in the insurance sector wouddp hin mobilizing resources for
infrastructure does not hold. On the other handatgr foreign control is more likely to
lead to a decline in the share of investment ofgheate insurance companies into the
infrastructure sector, given the record of the ifpreinsurance companies in siphoning
resources for speculative financial ventures. laliso worth mentioning that the only
insurance company involved in insuring Indian expas the Export Credit Guarantee
Corporation of India, which provides insurance aoteeexport credit®® The ECGC has
been inexistence since 1957. It is functioning uritie United India Insurance Co. No
private player with foreign partnership has verduirgo this area. Moreover, the LIC and
other public sector units are the only ones to ta#le overseas operations, as reported by
the Annual Reports of the IRDA. Foreign participatihas also not helped in marketing

Indian insurance products abroad.

100 Kumar, Rajan, Eife Insurance for the Rural PorThe Insurance Times. Vol.7 No.7, (2006) P. 7-8.

101 Mishra M.N “Productivity Management in LIC2007, The Insurance Times, Vol 5, No .10.
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List of Private Companies in Life Insurance

Name of the Private Life % of Foreign Name of the Foreign
Insurance Company Equity partner
Allianz Bajaj Life 26 Allianz
Insurance Co. Ltd
Birla Sun Life Insurance 26 Sun life
Co. Ltd.
HDFC Standard Life 18.60 Standard Life

Insurance Co. Ltd.

ICICI Prudential Life 26 Prudential
Insurance Co.Ltd.
ING Vysya Life Insurance 26 ING
Co. Ltd.
Max New York Life 26 New York Life
Insurance Co. Ltd.
MetLife India Insurance 25.99 MetLife
Co. Ltd.
Om Kotak Mahindra Life 26 Old Mutual
Insurance Co. Ltd.
SBI Life Insurance 26 Cardiff
Co.Ltd.
Tata-AlG Life Insurance 26 AlIG
Co. Ltd.
AMP Sanmar Life 26 Sanmar Life Insurance co

Insurance Co. Ltd.

Dabur-CGU Life 26 CGU Life Assurance

Insurance Co. Ltd. Company

Source- www.irdaindia.org accessed on 01 Februd®@ 2t 10 am
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The union government had finally raised the cagaseign direct investment to 49 % for
private sector insurance players in the country.pAdsent, foreign equity stake in the
insurance companies is capped to 49 %. Foreignh ya@nture partners have consistently
was asking for raising the ceiling beyond the lesfeR6 %. Right from the beginning the
IRDA is not opposed to an increase in the FDI ngilto allow the domestic players to
recapitalize to comply with solvency requiremenfs160 % prescribed by IRDAY?

Already the foreign partners have been bringingcapital through indirect means to
comply with IRDA guidelines. The favored methodhsough warehousing of the foreign
equity with the domestic joint- venture partneiSo, almost all the domestic non life and
life insurance now require additional capital foist&ining their respective growth. Life
insurance business has been growing at a muclr fzste as much as 46 % for the first
nine month of the current fiscal. The high averbhgavever was largely driven by unit
linked policy growth that is treated as capitai@éint, since the investment risk were on
the policy holders. But private sector players als® beginning to look at the savings
linked and pure risk policies for powering theirrauforays that tends to be capital

intensive.

PRESENT SITUATION

The foreign partners of the private companies Hamg experience in the insurance field.
If they are allowed to augment their share capitedy can build up most modern
technology oriented insurance services which wellob great help for providing up to-date
and state of the art services to the customers.th®airgent need of the situation is to
increase the level of FDI in every company in whioheign players are partners. The
insurance partner of foreign origin of Indian otstfihas established great name and
international credibility. The share participatioihforeign companies are mostly within 26
% but the Dr Manmohan Singh (UPA)Government haisedathe foreign holding to 49 %
which is boon to the private players in our counthe foreign companies when they
operate in many emerging countries of Asia have ¥®G&hare in respect of foreign
investment in their own companies. Life insurapeeetration is less than 3 % and 25 %
of the insurable population in India has got a iifsurance cover of some kind. If we see

condition in China the market is developing at mtnan 25 % per annum and the

102 Bhargava B.D fhsurance Theory and Practit®earl Books 2008, P. 227.
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potentiality has been increased consumers havenieeaeal beneficiaries in the life
insurance business of the country. If we talk aldapan 30 % of the all household saving
go to life insurance. Whereas in India only 15 %tle household saving go to life
insurance?® India requires more awareness about the liferamae and more investment
has to be made to increase this awareness. Agstiapital base would go a long way to
increase the level of awareness about life ins@dnesiness and enhance the insurance
penetration. The industry source also feel todaj@l limit is 49 % this will bring lot of
capital and would spur faster growth. This woullyelop into a large scale insurance
business which would maximize the economies ofesead Indian insurance industry
would be forced to be reckoned with only if thappans. The life insurance company
requires 3 to 5 year for attaining break even a % tyear for earning profit, since its
commencement of business but in India. The liliiance business was suffering due to
the lower FDI cap and the time horizon for breakreis being lengthened due to lack of
capital. More FDI in insurance will increase thagntiality of the life insurance sector and
more invisible fund will be available for other s&s such as for infrastructure, bonds and
gills. FDI limit in banking sector has been inged to 49 % long time ago. India has
allotted foreign institutional investment in varowther sectors too FIl money is more
volatile in nature than FDI. FDI investment is dpoterm in nature and investors bring in
capital with firm commitment.

The entry of the State Bank of India with its pregbof bank assurance brings a new
dynamics in the game. If we study the collectivpezience of the other countries or whole
Asia who had already deregulated their markets e allowed foreign companies to
participate. If the experience of other countriesany guide, the dominance of the Life
Insurance Corporation and the General InsurancpdZation is not going to disappear any

time soon.

ARGUMENT AGAINST FDI IN PRESENT SITUATION
As government had raised the F D I, hence it is eigortant to see its limitations if | talk

about the demerits of F D | then it can be seenaba

103 Anderson R Dan, Nevin JohtDeterminants of Young Married Life Insurance Puasing Behaviour:
An Empirical Investigatioh The Journal of Risk and Insurance, Vol 42 S€9&75 — 87.
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1. India has no infrastructure till then there s meed of FDI. China is getting 10 times
more FDI than India because they have investedands and bridges and airports. India
need infrastructure to manage incoming F D |. Heheee is a demand for clear policy.

2. India is already getting money from FlIs aro®i@ billion. At the same time India gets
$5 billion, of FDI whereas china gets around $30dmi. In china they don’t have the stock
exchange of our kind. So the concept of Fll isintd existence in china. In India Fll is at
$12 billion then it means that few Indians haveddbleir shares to Fll, so that free cash
gets invested somewhere within India by Indians fifoney goes into land, buying stocks
and into banksThe fundamentals of money are that it goes whegets sound returns
Therefore, if you keep up our policies it gets mprigence the big insurance tycoons like
Mittal steel, Reliance, TATA, Vedanta and otherizgm$ companies are going to invest Rs
2 lakh crore in the coming years. FDI is not a isgue because Indian is in a position to
raise big money and invest in India. The governnséiould see that people get return. The
private companies in India functioning in collabgya with foreign companies simply
cannot expand their business without injectinghfeirtcapital. One option was for the
Indian promoters to provide the required 74 % fapital expansion in order to attract
additional capital from their foreign partners, floeeign partners confined to 26 % of the
total was the position till 20084 When lakhs and lakhs of people are losing theimngs
worldwide due to financial meltdown, why is our govment proposing an increase of
Foreign Direct Investment in Insurance?

The Current government had contemplated furtheralization of financial sector.

Following are the features against FDI.

LIC has completed 52 years of its pusptul existence. During this LIC’s track record
has been stupendous. LIC has a world record imslaettlement with a claim settlement
ratio of 99.66 %. LIC has registered a surplus sflB, 600 Crores for current year out of

which around 830 Crore is Given to Indian governma dividend on its capital and

104 shrivastava, R. M., Management of Indian Financial InstitutionHimalaya Publishing House, New
Delhi, , (2007)600 — 601.
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balance amount is given to policy holders in themfaf Bonusl®® LIC has contributed
immensely to the development of the nation by mogpip the savings of the people Death
due to Murder and Terrorism are Covered by only ld@d its fact PVT insurance
companies Don’t Cover that. This assumes a gr@aortance when you compare LIC’s
performance with that of private insurers globalhsurance Industry in USA, Europe and
Japan are in serious crises and in stress toadiional capital to meet their obligation to
policy holders. Almost all foreign partners of ladi Private Companies are in great
difficulty in their own countries. When this is tliésastrous performance of these private
companies, government of India had attempted tease FDI limits to help them to have
greater access to the savings of Indian people.pEn@rmance of LIC has shown to the
world that only a strong public sector Insurance gave much needed security to the

policy holders’ monies.

ADVANTAGES AND DISADVANTAGES OF FDI IN INDIA

As there was a demand to raise thedardirect investment now it is a big question
that whether raising of foreign direct investmesntai good move or not. There are many
people who are against the FDI in the country, isflgcthe persons who belong to the
developing country like India. They always declimetake a stand on the hike of FDI.
There are sub- plots within the main story, asitiseirance industry consider whether or
not the FDI cap in the insurance sector will adjubé raised. The common man’s picture
of the fight for FDI was seen solely as a politioak where the left is acting spoilsport in
raising the FDI cap from the current 26 % to 49 P& Teality, however, is that the industry
is as divided as the political parties. Indian cogbe chiefs like Deepak Parekh and Rahul
Bajaj are keen to dilute their holding in their pestive insurance joint ventures. At the
same time, they want to maintain their majorityjketa In an exclusive interview with Mr.
Bajaj he says that “I do not support FDI beyond%4%&s | want control.” Bajaj auto has
two insurance joint venture in partnership withaftlz 196
Similar was the view of Mr. Parkas he stated thausing development finance

corporation is bound to its foreign partners td gplto 49 %. HDFC has signed such deal

105 Kundu, Summit “What’s next in India’s Insurance Mei?"Knowledge Digest .Com, May 12.
106 Mr. Bajaj
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with standard life for the life insurance, ventiftéindia’s financial and corporate gains
will not let go of more; not now, when life insu@ncompanies are expected to break even
in the next couple if year. “I would rather diluteir stake in SBI Life to the general
public,” says A.K Purwar, chairman of State Bankrafia %8

It is the smaller players who are eager for a mkine FDI cap. The current FDI; limit will
restrict the growth of private insurance playersduse a sizeable working capital is
required, point out Philips G Scott; group exeaitilirector, Avivat®® He admits that
growth at Aviva could suffer but the position todayboon for the smaller players. Max
India managed to take care of the want of capdsitt life insurance venture, Max New
York Life. It raised Rs 200 crore by divesting 29 équity in favor of a private equity
investor Warburg Pincus group and association,utiitoa preferential equity offerirg®
The fresh infusion of funds will be deployed to mktax’s Investment in the life insurance
business, points out of the company’'s chairman jAn&@ingh!!! Foreign partners are
equally keen to increase their share in insuraoicg yentures to make current investments
worthwhile.

The important statement given by the director emdf executive officer Mr. Frank Koster
of ING Vysya Life insurance company he said “we@sé the positive attitude with which
the finance minister and the Manmohan Singh Goventnhave taken on the difficult
challenges facing the Indian economy. We look fedaxa bolder measures in the coming
months.**Mr. Sunil Mehta, country head of AIG says that “&ag the FDI cap will give
confidence to foreign investor to do business tale that is not restrictivé3 At the
moment, Indian promoters are apprehensive thatighkidi be raised, foreign partners will
have an upper hand in the tenth year of operafibair concern follows the insurance Act
dictating the dilution of Indian promoter’s stakefavor of the general public. This means
that while Indian promoters would end up holding @6according to IRDA Act, their
foreign counterpart could have a higher stake d#49

107 Mr. parkas
108 A K Purwar, chairman of State Bank of India
109 philips G Scott; group executive director, Aviva
52 Warburg Pincus group of Association.
111 chairman Analjit Singh Max’s Investment in theelihsurance
112 Director and Chief executive Officer Mr. frank Kesof ING Vysya Life insurance company
113 Mr. Sunil Mehta, country head of AIG
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ARGUMENT IN FAVOUR OF FDI

As government had raised the FDI to 49 % nowetler lot of benefit of such step taken
by the Manmohan Singh government. At the natioeat¢ll the government was not right
from the beginning was not apposed to the foreigact investment. The government
recognizes the resource gap and the need to do mdeds to be done in terms of
development of infrastructure programs. The develm of infrastructure, in funding
social infrastructure programs. The domestic saviage hovering around 23 % of the
GDP. There is a resource gap. But the problem Wwad=DI requirement which was not
automatically met by wishful thinking.
If we see the world scenario almost 80 % of the §Dbally is directed towards developed
countries. Out of the remaining 20 %, 70 % goeshima. More than 150 countries are
vying for the remaining small amount. If the goveaent feels merely getting FDI will
solve economic problems, it's not going to happ&fhile we need to have FDI, it should
not consume all our time and energy. We need tasfmn economic problems and the
requirement of investment in areas that are fundéahe

If we see the Indian scenario, our attempt isaeehpublic investment, private investment
and foreign investment. It is a multipronged sgteThe government’s stand is that we
want FDI, but we want it in area where it will beneficial to the country. What the
government says is that we must have investmehtintamanner and in areas where you
need the capital or technology upgrade. If we tryncrease the foreign equity it would
only enable there companies to gain control overltidians people’s saving without any
tangible benefits for their or country’s developmerhis would pave the way for control

by foreign finance capital on the insurance induatrd ultimately on the Indian economy.

The Indian government had increase FDI in the ersce sector to 49 %. Previously, only
up to 26 % FDI was allowed in the Indian insuraseetor under the automatic route
subject to obtaining a license from Insurance Ratgwy Development Authority (IRDA).
According to “Booming Insurance Market in India (#32011)", a recent report from
Economic Times says, the Indian insurance marlatjqoularly life insurance sector, will

get a strong boost from the proposed FDI hike.dasing limit to 49 % is expected to raise
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the FDI in life insurance sector by around 2.5 snfiom the present level of approx Rs
2,500 Crore!4

The senior insurance industry analyst at Econonmee$ opined, “The proposed increase
in FDI will attract more foreign inflow into the dilan economy and strengthen the
country’s insurance industry. This increase (in JF@Iill bring more capital and help the
sector in maintaining the growth momentum. The i@asae sector has been in strong need
of the capital investment, in fact, the requiremieas increased dramatically due to recent
losses on unit-linked products with weak stock raarldlso, being a capital intensive
sector, the insurance sector requires huge invessnoeer a prolonged period of time, and
therefore, there is constant need for capital iofughat can be met through FOH/®
Increasing FDI limit will also encourage the inswa sector to come up with more
innovative distribution channels, enrich the cutreroduct portfolio, upgrade technology,
and bring best global practices into the countrgsiBe this, raising FDI cap would also
help insurers to expand their coverage to ruralraimo-insurance segments as penetration

in rural and remote areas require additional chtasion.

“Booming Insurance Market in India (2008-2011)” pides an exhaustive research and
rational analysis on the Indian insurance markéts Btudy provides an overview on the
factors driving the insurance industry, coupledhwihe forces which are blocking the
growth. The report, based on extensive quantitatne qualitative analysis, gives forecast
on vital industry parameters, like cars & commdraiahicle registrations, outbound
tourists, medical equipment market, lending bydigial institutions, IT spending, non-life

insurance market, and health insurance premium.

Prior to 1991, the Indian government policies onl K2re stricter as compared to most
industrialized economies and the government exadce high degree of control over
industrial activity by regulating and promoting nhuof the economic activity. The
Industrial Policy of 1991 greatly enhanced the bess climate in India, led to various

trade reforms in Indian economy and provided glarit foreign businesses looking to

114 varshney, P.N. and D.K. MittalJridian Financial System”Sultan Chand and Sons, New Delhi, (2007).

115 Economics times 2009 10 th march
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invest in India. The Government of India has introed a liberal, transparent and investor-
friendly FDI policy and it regularly reviews the lpmes and guidelines and makes
necessary changes towards FDI in order to makéforavestment beneficial both for the
Indian economy as well as for foreign investorse Bptions and the procedures prescribed
by the Government of India had enhanced the FIMdra which may ultimately facilitated

the growth of economy of India.

Finally it can be said that it is the developedrtdes which are continuously forcing the

developing country to increase the FDI. Though thight be a good signal for raising the
FDI by the Manmohan Singh government, it only gigestrong hold to the foreign nations
to strengthen their stand. It has been statisyigaibven that countries which had opened
the market or open up their financial sectors ghhatios to attract capitals inflows have
experienced increased volatility in their markdtsus FDI as increased in India now the
private players should make sure that they arembgrity holders and that our home
country has the major control. This can suggestiiraprove our FDI but still sure that we

are in control of our own financial markets.

*kkkk

CHAPTER FIVE

PERFORMANCE OF LIFE INSURANCE BUSINESS IN INDIA
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“The performance figure of LIC gives an indicationwhy LIC is dear to us"*'6
-Shri P.Chidambaram(Former Finance Mér)

The word ‘performance’ reféosthe process or manner of functioning or
operating. It refers to the act of performance omd something successfully, using
knowledge as distinguished from merely possessingniy recognized accomplishment is
termed as a performance. Performance refers tarttatecture. Performance has to be
evaluated in order to reach the final targets avalsy In order to evaluate the performance,
definite goal and objectives have to set- up fiPgrformance evaluation is a must in order
to find out the loopholes in the functioning andriwmng of any activity. It also widens the
scope of improvement. Thus performance evaluagam measure of assignment based on
authentic tasks such as activities, exercises abl@ms. Provides Performance evaluation
refers to measuring performance against expectation

In the era of competitionyfpemance evaluation has become significant in
order to survive for a long period of time. It pides a base for checking and controlling
the weak areas of the activity and also providegraund for growth, expansion and
diversification.

Today LIC is widely accepted as onehaf most attractive financial instruments in
an individual’s portfolio that provides an assumot security with attractive returns. Now
LIC functions with 2048 fully computerized branchd®)1 Divisional offices, 7 Zonal
offices and the corporate office. It has crossedthlestone of issuing 1,01,32,955 new
policies by 1% October, 20087 LIC invests policyholder's money to various solgial
oriented sectors. It is only best organizationratgct the customer’s money and life.

The primary objective of undertaking the stuebs to evaluate the performance of Life
insurance Corporation of India during a period bfykars from 1993 — 2008. For almost
four decades LIC has been the sole player wittuairtmonopoly in the Life insurance
sector in India. From 2000, many private playerted into the insurance industry posing
a tough competition to LIC has been re-organiztsgli in order to perform better than the
new players. In order to keep its performance aest, LIC has been formulating new

strategies and plans from time to time. No doubpeeence generally improves

116

U7LIC Year Book 2009.
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performance and LIC has experience of almost fif#ars. In these fifty years, LIC has
positioned itself, centre- stage in the financaldscape of the individual. The variety of
instruments available to persons through LIC isyv@rbroad and it took the corporation
some years to develop this repertoire of produd.has built a local flavour everywhere
in India. This is so not withstanding its inability provide specialized local products. It
offers the same products from Kerala to Arunachalso maintains its presence in Fiji,
Mauririous and United Kingdom. Yet it has tough qmtitive potential®

As many new playergéhpined the insurance industry and have started
their business, LIC must analyze its performancerder to face the competition. It will be
performance and performance alone which will colRgsults will judge the fate of the
corporation and whether vision and mission statésnare getting translated into action
from top to bottom will be the deciding issue.
The performance of Life Insurance Corporation hesnbevaluated on the basis of quantum
of business as well as income of the corporation.

Life Insurance Corporation of India was creatth the objective of spreading life
insurance much more widely and in particular to tinal areas with a view to reach all
insurable financial cover at a reasonable cost. dgening of insurance industry allowed
14 private players of leading Indian corporate witkher countries, creates stiff
competition, and finally trapped the public alsstdeguard the realistic and reliable entity
in the minds of the common investors forever. Thoulge marketing hurdles due to
invasion of new players as well as regulatory dgwelent, LIC occupies number one
position in volume of business. LIC continues totle dominant life insurer even in the
liberalized scenario of Indian insurance and moviagt on a new growth trajectory
surpassing its own past records. LIC was insurent oxe crore policies during the current
year. It has crossed the milestone of issuing 30355 new policies by ¥50ctober,
2008, posting a healthy rate of 16.67 % over theesponding period of the previous
year!'® From then to now, LIC has crossed many milestares has set unprecedented
performance records in various aspects of Liferasce Business. The table one shows the

performance of LIC.

118 |nstitute of Life Insurance Life Insurance Fact Book{2008), Mumbai, P.1-25.
119 Kundu, Sumit, What's Next in India’s Insurance MarkétKnowledge Digest Com., (2007)M12.
Page|756

“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSURANCE CORPORATION VIS
A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA”| Sukhvinder Singh Dari



Ag International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848

P%/HR
PERFORMANCE OF LIC FROM 1991-2008

Year No of policies Sum Assured Annual Arem
(Lakhs) (Rs.in crores) Readie (in crore)
1991-92 92.40 32064.00 1790
1992-93 100.00 325957.00 2038
1993-94 107.25 41814.00 2508
1994-95 108.74 55228.00 2534
1995-96 110.20 51816.00 2814
1996-97 122.68 56740.50 3345
1997-98 133.11 63617.69 3841
1998-99 148.44 75316.28 4863
1999-00 169.77 91214.25 6008
2000-01 196.57 124771.60 8852
2001-02 224.91 172572.00 16009
2002-03 242.91 179512.00 12505
2003-04 246.26 199698.00 12560
2004-05 235.42 183121.00 11513
2005-06 234.15 182151.00 11498
2006-07 235.47 181542.00 11452
2007-08 233.11 181554.00 11242
Source 1 www.irdaindia.org
Source 2 www.licindia.com
Source 3 The Hindu survey of industry, 2003, Chenna

It is inferred from table one that the new businet4.IC the registered a phenomenal
growth in sum assured during the year 1991-92 &9¥-D8. It shows gradual increasing
trends from the year 1991-92 to 2007-08. The numolbbgolicy is only 92.4 lakhs in the
year 1991-92 and in the year 2004-05 LIC issued.42Z3%akhs policies. There is an
increase in the insurance policy of LIC from 19992-to 2004-05 recorded 254.78 % there

is more than two fold increase in insurance policy.

COLLECTION OF PREMIUM THROUGH ITS WIDE AREA NETWORK
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Having been one of the very first and largest sigérinformation technology in terms of
hardware and in house developed software, LIC dfialnhas adopted its existing
technologies and also new emerging technologiesnéet the changing needs. The
premium receivable is being collected by the Li@tigh the agential force and across the
countries. In this agential force is not effectfee collection of premium because they are
doing their business for commission. After libezation, the insurance industry passed the
way for LIC to attain evergreen growth the WAN (eidrea network) connection network
with 2035 Branch offices across the country. A tedous growth in the premium
receivable amounted to 643.18 % from 1991 to 2808.

CLAIMS SETTLEMENT

The LIC strive to settle all maturity claims M@ time preferably on or before the due
date, on receipt of all requirements from the pdladers and also strive to settle all death
claims, which do not require investigation, with3Q days, LIC will pay interest for the
delayed period as prescribed by the IRDA. The ssgoé LIC is not only as a state owned
monopoly since 1956, but also it illustrates thdeafveness of claims disposal
management on the death of policy holders and iatirthe policies. Table two shows
the claims settlement of maturity and death clamos 1994-2008.

Table 2

Claims settlement by LIC

Year No of policies Sum Assured
(Lakhs) (Rs in crores)

120 passer, Manmohan & BaliTechnological Change and ProductivitManagement of Productivity in
Indian Industries, (2006)P.339 — 50.
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1994-95 40.24 4076.07
1995-96 41.67 4532.22
1996-97 49.49 5691.49
1997-98 56.52 6677.04
1998-99 59.83 7583.18
1999-00 66.42 9211.30
2000-01 75.86 11637.98
2001-02 87.67 14519.25
2002-03 96.91 17061.75
2003-04 103.53 19607.20
2004-05 114.91 23560.66
2005-06 115.54 24584.44
2007-08 116.11 25544.21

Source www.irdaindia.com

It is inferred from table two that the claims sattlin terms of number of policies have
increased continuously from 40.24 lakhs in 1994®©316.11 lakhs in 2007-08. Theise
on their fold increase in number of policies setilecreased from 1994-95 to 2007-08.
OUTSTANDING CLAIMS

The claims which has become due but not paid by dbporation are known as

outstanding claims. Table three shows the outstgndiaims of the corporation over a

period of fifteen years.

Table three

Claims outstanding during the period from 1994 — 208

Year No of Policies Sum Assured
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(Lakhs) (Rs in crores)

1994-95 1.44 226.23
1995-96 1.67 288.70
1996-97 1.60 319.59
1997-98 1.59 315.62
1998-99 1.83 348.22
1999-00 1.60 403.17
2000-01 1.29 432.01
2001-02 0.61 273.34
2002-03 0.23 191.55
2003-04 0.16 173.91
2004-05 0.14 176.86
2005-06 0.13 174.45
2007-08 0.11 175.58

Source www irdaindia.org

It is inferred from table that the claims outstangdin terms of numbers of policies
during the period from 1994-95 to 2007-08 showduatdiating trend. The number of
policies, claims outstanding during the period edrbetween 0.14 lakhs and 1.83 lakhs.
Claims outstanding in terms of sum assured havweased from 1994-95 to 1996-97 and
in the year 1997-98 there is declined. This shovlscuating trend and finally, stood at

173.91 crores. This shows that the claims settl¢meerations of LIC are well and good.

TOTAL INVESTMENT BY LIC

The investments of LIC are in two ways wizestment on securities and another on
development project of the economy. The corporatiso helps to boost the industrial
growth in the country. The corporation’s assistatstate level finance corporation and
all India finance corporation like IDBI, IFCI, ICI(Bank etc. By way of subscription to
bonds/debentures issued by such investment in ¢thpokate sector in the form of
long/medium term loans to companies /corporatatidable four shows the book value of
total investment.
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Table four

Total investment

Year BoaMue of total BooKwa of socially
Investment (Rs in crore) orientedeistment in Cr
1957 381.90 @
1969-70 1514.26 513.21
1979-80 5747.51 2472.29
1989-90 21958.80 16368.38
1999-00 146364.00 117888.00
2001-02 216883.00 173370.00
2002-03 265044.00 213477.00
2003-04 343129.00 256105.00
2004-05 41874.00 298748.00

Source LIC Dairy 2008

It is inferred from table 4 that the book valuetafal investment in the year 1969-70 was
Rs 1514026 Cr and in the year 2003-04 Rs 3431291@s. shows a tremendous increase
in the book value of total investment. The corporatinvests the money in socially

oriented group from the above table there was areasing trend from the year 1969-70 to
2004-05 amounted to Rs 513.21Crores and Rs 256fdye<Crespectively. There is nearly

500 times increased the book value of sociallyried investment from 1969 — 2005.

LIC’'S SOCIALLY ORIENTED INVESTMENTS

Life insurance Corporation touches life enrichithe nations by providing financial
assistance to projects associated with power, vgatguly, transport, housing development,
infrastructure development and industrial growthC linvests policy holder's money to
various socially oriented sectors. LIC is investiram 31/03/1977

The corporation supports the government of Indidts attempt to improve welfare
schemes for the benefits of the public. This hasnbeonsidered one of the primary

considerations for its investments. The LIC’s sligiariented investments. It is inferred
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from that investments in central government sei@srihave increased from Rs 981 Cr in
1997 to Rs 1,66939 Cr in 200#. Thus the allocation of LIC in government secusitias
grown more than 170 times. Investments on the gfaternment and other Government
guaranteed marketable securities have gone ugisagrtly from Rs 715 crore in 1977 to
37,402 crore in 2007. Investments in the elecyrisgctor are 25 times up, from Rs 733
Crore to Rs 14805 Crore. The allocation for thedog sector has increased from Rs 618
crore to 711 crores. Investments in state Roadspam Corporation have moved up from
180 Crore in 1987 to Rs 1373 Crore in 2004. Onotiher hand, investments on industrial

estates, Co —operatives, etc have gone up onlytislitf?

CURRENT SCENARIO

India with about 200 million middle class househshows a huge untapped potential for
players in the insurance industfy.Saturation of markets in many developed economies
has made the Indian market even more attractivegfobal insurance majors. The
insurance sector in India has come to a positioveoy high potential and competitiveness
in the market. Indians, have always seen lifergsce as a tax saving device, are now
suddenly turning to the private sector that areviging them new products and variety for
their choice.

Consumers remain the most important centre ofifirance sector. After the entry of the
foreign players the industry is seeing a lot of pefition and thus improvement of the
customer service in the industry. Computerizatibopzrations and updating of technology
has become imperative in the current scenario.ifiogayers are bringing in international
best practices in service through use of late$inelogies

The insurance agents still remain the main sounceugh which insurance products are

sold. The concept is very well established in thentry like India but still the increasing

121 Singh, S.P., lhvestment Patent of LIC in IndiaSanhita Bhavan, Agra (2007)P.30.

122 Ahuja Rajeev,Even Development — Reaching Rural Areas and th@l§oweak, IRDA Journal, Vol
11, 2004, P.28 — 29.

123 Forte “Study on Rural Insurance MarkeBima Vidya, management Development Centre, LfGndlia,
January-March, (2005), P.39-46.
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use of other sources is imperative. At presendtbiibution channels that are available in
the market are listed below.

Direct selling

Corporate agents

Group selling

Brokers and cooperative societies

Bancassurance

Customers have tremendous choice from a hagety of products from pure term

(risk) insurance to unit-linked investment productSustomers are offered

unbundled products with a variety of benefits dens from which they can choose.
More customers are buying products and servicesdoas their true needs and not
just traditional money back policies, which is monsidered very appropriate for
long-term protection and savings. There is lots@fing and investment plans in
the market. However, there are still some key nevdycts yet to be introduced -

e.g. health products.

The rural consumer is now exhibiting an inemeg@ propensity for insurance
products. A research conducted exhibited that thal ronsumers are willing to
role out anything between Rs 3,500 and Rs 2,90@r&mium each yedf? In the
insurance the awareness level for life insurandkeashighest in rural India, but the
consumers are also aware about motor, accidentxatid insurance. In a study
conducted by MART the results showed that nearly tmrd said that they had
purchased some kind of insurance with the maximemepration skewed in favor
of life insurance. The study also pointed out thggie companies have huge task
to play in creating awareness and credibility amdahg rural populace. The
perceived benefits of buying a life policy rangenfr security of income bulk return
in future, daughter's marriage, children's educaéind good return on savings, in

that order, the study adds.

124 Anderson R Dan, Nevin JohtDeterminants of Young Married Life Insurance Puasing Behaviour:
An Empirical Investigatioh The Journal of Risk and Insurance, Vol 42 Sep72P.375-87.
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PROBLEMS OF LIC
The following are the important problerasdd by LIC after liberalizations

- Though the invention and implementation of new sok® are wide by the LIC, the
total volume of insurance is only 2 % out of GDPidg the year 20082°

- The major cost of LIC is human resource develogroest which incurred through
134 centers of its network®

- Since inception of LIC the collection of insuranpeemium through office
counters, its outmoded one and it is one of thenmapblem to the policyholders.

- The corporation should develop customer relatignstenagement, because most
of the policyholders are not aware about theirgyoli

- In some branches insurance documents are notissuristomers after receipt of
premium.

- Delay in settlement of claims is one of the majablems.

Today LIC is widely acceptedeasf the most attractive financial instruments
in an individual's port folio that provides an asmuce of security with attractive returns.
By and large, life insurance is civilization’s paltsolutions of financial uncertainties
caused by untimely death. The state owned mondgadyachieved the tremendous growth
before and after liberalization. LIC is the onlysberganization to protect the customer’s
money and life.

*kkkk

CHAPTER SIX

125 Ras Gupta, D.D,Ihdian Insurance Industries — Transition and Prosise Journal of Insurance and Risk
Management, Vol.1, Issues 01. Oct. (2007) P. 100.

126 pathak, Harbans, Concept of Productivity in Public Personal Admirasion”, Management of
Productivity in Indian Industries, (2007)P111 -20.

Page|764
“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSJRANCE CORPORATION VIS
A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA” | Sukhvinder Singh Dari



ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848

IR

EFFECT OF PRIVATIZATION ON LIC
INSURANCE MARKET- PRESENT:

The insurance sector was opened up for privatecgetion many years ago. For years
now, the private players are active in the libeedi environment. The insurance market
have witnessed dynamic changes which includes pcesef a fairly large number of

insurers both life and non-life segment. Most o tbrivate insurance companies have

formed joint venture partnering well recognizedeign players across the globe.

There are now 29 insurance companies operatingeirindian market — Fourteen private
life insurers, nine private non-life insurers and gublic sector companies. With many
more joint ventures in the offing, the insurancelusiry in India today stands at a
crossroads as competition intensifies and compgpriepare survival strategies in a de
tariffed scenario.

There is pressure from both within the country antside on the Government to increase
the foreign direct investment (FDI) limit from tleerrent 26 % to 49 %, which would help

JV partners to bring in funds for expansion.

There are opportunities in the pensions sector avinegulations are being framed. Less
than 10 % of Indians above the age of 60 receimsipas'?’ The IRDA has issued the first

license for a standalone health company in the tcp@s many more players wait to enter.
The health insurance sector has tremendous growténimal, and as it matures and new
players enter, product innovation and enhancemdlhtingrease. The deepening of the
health database over time will also allow playersi¢velop and price products for larger
segments of society.

127 pnggarwal Preeti A Note on the Insurance Status in India for Podiliance of Business Research, 2005
P. 35-45.
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STATE INSURERS CONTINUE TO DOMINATE

There may be room for many more players in a larggerinsured market like India with a
population of over one billion. But the realityttgat the intense competition in the last five
years has made it difficult for new entrants tokemce with the leaders and thereby

failing to make any impact in the market.

Also as the private sector controls over 26.18 %hef life insurance market and over

26.53% of the non-life market, the public sectampanies still call the shotg®

The country’s largest life insurer, Life InsurarCerporation of India (LIC), had a share of

74.82 % in new business premium income in Noverabéi 12°

Similarly, the four public-sector non-life insurers New India Assurance, National
Insurance, Oriental Insurance and United Indiarasce — had a combined market share of
73.47 % as of October 2005. ICICI Prudential Lifsurance Company continues to lead
the private sector with a 7.26 % market share imgeof fresh premium, whereas ICICI
Lombard General Insurance Company is the leadengri® private non-life players with
an 8.11% market share. ICICI Lombard has focusegrowing the market for general
insurance products and increasing penetration nvigxisting customers through product
innovation and distributiof°

REACHING OUT TO CUSTOMERS

No doubt, the customer profile in the insuranceustdy is changing with the introduction
of large number of divergent intermediaries suchbaskers, corporate agents, and

bancassurance.

The industry now deals with customers who know whay want and when, and are more

demanding in terms of better service and speedsponses. With the industry all set to

128 Bhaskar, Banerjed_ffe Insurance as RH Investment — A critical stufecision, July 2006 P.169-70

129 Fortune, Peter “ATheory of Optimal Life Insurance Development amdtT The Journal of Finance,
Vol.28, No.3, June, (2007) P.587-600.

130 Rao, D. Tripathi, Life Insurance Business in Indi&conomic and Political Weekly, Mumbai, Vol.34,
No0.31-35, July 31, (1999) P. 2174.
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move to a detariffed regime by 2007, there willdo@siderable improvement in customer

service levels, product innovation and newer stadwlaf underwriting3*
INTENSE COMPETITION

In a de-tariffed environment, competition will mbast itself in prices, products,
underwriting criteria, innovative sales methods aretlitworthiness. Insurance companies
will vie with each other to capture market shareodigh better pricing and client

segmentation.

The battle has so far been fought in the big ubts, but in the next few years, increased

competition will drive insurers to rural and semban markets.
GLOBAL STANDARDS

While the world is eyeing India for growth and erpi®n, Indian companies are becoming
increasingly world class. Take the case of LIC,chiias set its sight on becoming a major
global player following an Rs 280-crore investméoim the Indian governmeft? The
company now operates in Mauritius, Fiji, the UK ISanka, and Nepal and will soon start
operations in Saudi Arabia. It also plans to vemturto the African and Asia-Pacific

regions in 2006.

The year 2005 was a testing phase for the genesarance industry with a series of

catastrophes hitting the Indian sub-continent.

However, with robust reinsurance programmes in gylaasurers have successfully

managed to tide over the crisis without any advemgact on their balance sheets.

With life insurance premiums being just 2.5 % of BSBnd general insurance premiums

being 0.65 % of GDP, the opportunities in the Indmarket place is immense. The next

131 Goldsmith, Art, Household Life Cycle Protection: Human Capital \(er4.ife Insurancg The Journal of
Risk and Insurance, Vol.50, September, No.3, (2P0&)3-86.

132 Mark J. Browne; Kihong Kim,An International Analysis of Life Insurance Dem3nkhe Journal of Risk
and Insurance, Vol.60, No.4, (2007) P.616-34.
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five years will be challenging but those that cadscale and market share will survive
and prospés?,

INSURANCE TODAY

In 1993, Malhotra Committee, headed by former FieaSecretary and RBI Governor R.
N. Malhotra, was formed to evaluate the Indian fasge industry and recommend its
future direction. The Malhotra committee was setuh the objective of complementing

the reforms initiated in the financial sector.

With the setup of Insurance Regulatory Developnderthority (IRDA) the reforms started
in the Insurance sector. It has became necess#@rywasompare our Insurance penetration
and per capita premium we are much behind theresteof the world.

With the expected increase in per capita incomé % for the next 10 year and with the
improvement in the awareness levels the demandnfurance is expected to grow.
As per an independent consultancy company, Mo@taup has estimated a growth form
Rs. 218 Billion to Rs. 1003 Billion by 2008! The estimations seems achievable as the
performance of 13 life Insurance players in Indathe year 2002-2003 (up to October,
based on the first year premium) is Rs. 66.683ionilbeing LIC the biggest contributor
with Rs. 59,187 million. As of now LIC has 2050 bcaes in 7 zones with strong team of
5,60,000 agents®

IMPACT OF GLOBALISATION

While nationalized insurance companies have dooenamendable job in extending the
volume of the business, opening up insurance séatprivate players was a necessity in
the context of globalization of financial sectdrtraditional infrastructural and semipublic

goods industries such as banking, airlines, teleqoower etc, have significant private

133 Khan, M.Y. and Preeti SinghLife Insurance Corporation and Corporate Control lofdia’, Indian
Economic Journal, Vol. 29, No.2, Oct-Dec, (2007)56

134 Deka, G.C DamsTechniques of Increasing Productivity Service S&d#tanagement of Productivity in
Indian Industries, 2008, P.395-400.

135 Tripathy, Nalini Prava and Pal Prabir, “LIE The Leader on the Blackfépinsurance Theory and
Practice, New Delhi, (2005) P.43.

Page|768
“IMPACT OF PRIVATIZATION POLICY AND FDI ON LIFE INSJRANCE CORPORATION VIS
A-VIS INSURANCE REGULATORY AUTHORITY OF INDIA” | Sukhvinder Singh Dari



International Journal alx)mm
ﬁg International Journal of Research (IJR) Vol-$uks-8, September 2014SSN 2348-6848

IR

sector presence, continuing a state of monopoprawision of insurance was indefensible
and therefore, the globalization of insurance heenbdone as discussed earlier. Its impact

has to be seen in the form of creating various dppagies and challenges.

The introduction of private players in the industigs added colours to the dull industry.
The initiatives taken by the private players areyvaompetitive and have given immense
competition to the monopoly of the market LIC. %irtbe advent of the private players in
the market the industry has seen new and innovatieps taken by the players in the
sector. The new players have improved the serwiedity of the insurance. As a result LIC
down the years have seen the declining in its cafdgee market share was distributed
among the private players. Though LIC still holds % of the insurance sector the
upcoming nature of these private players is endagiive more competition to LIC in the

near future. LIC market share has decreased frof©8002-03) to 81 % (2004-05). The

following company holds the rest of the market starthe insurance industt§e

TABLE - 1

IMPACT OF GLOBALISATION

NAME OF THE PLAYER MARKET SHARE (%)
LIC .82
ICICI PRUDENTIAL 5.63
BIRLA SUN LIFE 2.56
BAJA ALLIANZ 2.03

136 Bech Thorsten and lan WeblDéterminants if Life Insurance Consumption acrosantries source;
www: ideas.repec.org, 2003.
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SBI LIFE 1.80
HDFC STANDARD 1.36
TATA AIG 1.29
MAX NEW YORK 0.90
AVIVA 0.79
OM KOTAK MAHINDRA 0.51
ING VYASA 0.37
AMP SANMAR 0.26
METLIFE 0.21

In a tough battle to expand market shares the terigector life insurance industry
consisting of 14 life insurance companies at 26aeHost 3 % of market share to the state
owned Life Insurance Corporation (LIC) in the dotiekfe insurance industry in 2006-07.
According to the figures released by Insurance Regry & Development Authority, the
total premium of these 14 companies have shot upO¥6 to Rs 19,471.83 crore in 2006-
07 from Rs 10, 252 croré’

LIC with a total premium mobilization of Rs 55,98rbre has been able to retain a market
share of 74.26 % during the reporting period. kaltthe life insurance industry in first year
premium has grown by 110 % to Rs75,406 crore dur2@)6-07. The 2006-07
performance has thrown a few surprises in the rapkimong the private sector life

137 Madhok, K.L., ‘Role of Insurance in Economic Growth of the Countfhe Insurance Times, Vol.7,
No.3, (2007) P.11-15.
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insurance companies. New entrants like Reliance hiid SBI Life had shown a huge
growth of over 381 % and 210 % respectively duting year. Reliance Life which has
become one of the top five companies ended the wéhra premium of Rs 930 crore

during the yeat38

Though ICICI Prudential Life Insurance remainedhesNo 1 private sector life insurance
company during the year. Bajaj Allianz overtook @CIPrudential in terms of monthly
market share in March, for the first time ever.dajmarket share among private players in
non-single premium for March stood at 29.1% vsQCPrudential's 23.8 %. Bajaj gained

4.6 percentage point market share among privatersglayers for 2007.

Among other private players, SBI Life and Reliardé continued to do well, each
gaining 4 % market share in 2007. SBI Life's growts driven by increasing contribution
from ULIP premiums. Another notable developmenth& 2006-07 performance has been
the expansion of retail markets by the life insemrcompanies. Bajaj Alliannz Life
insurance has added 20 lakh policies while IClGldential has expanded over 19 lakh

policies during the year.

With the largest number of life insurance polidiegorce in the world, Insurance happens
to be a mega opportunity in India. It's a busingeswing at the rate of 15-20 per cent
annually and presently is of the order of Rs 49lobi Together with banking services, it
adds about 7 per cent to the country’s GDP. Grossipm collection is nearly 2 per cent

of GDP and funds available with LIC for investmeate 8 per cent of GDP.

Yet, nearly 80 per cent of Indian population ishaiit life insurance cover while health
insurance and non-life insurance continues to Bewbeternational standards. And this
part of the population is also subject to weak aosecurity and pension systems with
hardly any old age income security. This itselamsindicator that growth potential for the

insurance sector is immense.

A well-developed and evolved insurance sector exlad for economic development as it

provides long term funds for infrastructure devebgmt and at the same time strengthens

138 Mishra, M.N., ‘How Profitable is LIC InvestmehtEastern Economist, Vol.62, (2006),P.312-13.
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the risk taking ability. It is estimated that ovitle next ten years India would require
investments of the order of one trillion US dolf@he Insurance sector, to some extent, can
enable investments in infrastructure developmentsustain economic growth of the
country.

Insurance is a federal subject in India. Theretas legislations that govern the sector-
The Insurance Act- 1938 and the IRDA Act- 1999. Thsurance sector in India has
become a full circle from being an open competithnarket to nationalization and back to a
liberalized market again. Tracing the developmémtthe Indian insurance sector reveals

the 360 degree turn witnessed over a period of sitwme centuries.

In a tough battle to expand market shares the tgrigector life insurance industry
consisting 14 life insurance companies at 26 % hase3 % of market share to the state
owned Life Insurance Corporation (LIC) in the dotrebfe insurance industry in 2006-07.
According to the figures released by Insurance Reégry & Development Authority the
total premium of these 14 companies have shot upO6 to Rs 19,471.83 crore in 2006-
07 from Rs 10, 252 crore?®

OPPORTUNITES

- A state monopoly has little incentive to innovatior offers a wide range of products. It
can be seen by a lack of certain products from &I@rtfolio and lack of extensive risk
categorization in several GIC products such astihéasurance. More competition in this
business will spur firms to offer several new pragdiand more complex and extensive risk

categorization.

- It would also result in better customer serviaad help improve the variety and price of
insurance products.

139Ra0 G. V.'Playing It Saf¢, IRDA Journal, Vol.1, Nov., No. 12, (2003) P. 1%
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- The entry of new players would speed up the spofaboth life and general insurance.
Spread of insurance will be measured in terms sfirence penetration and measure of

density.

- With the entry of private players, it is expectdtht insurance business roughly 400
billion rupees per year now, more than 20 per gmt year even leaving aside the
relatively under developed sectors of health insteapen More importantly, it will also
ensure a great mobilization of funds that can bkzed for purpose of infrastructure

development that was a factor considered for gipai@bn of insurance.

- More importantly, it will also ensure a great mizltion of funds that can be utilized for
purpose of infrastructure development that was céofaconsidered for globalization of

insurance.

- With allowing of holding of equity shares by faye company either itself or through its
subsidiary company or nominee not exceeding 49 %aal up capital of Indian partners
will be operated resulting into supplementing daisesavings and increasing economic

progress of nation.

- It has been estimated that insurance sector gromdgre than 3 times the growth of
economy in India. So business or domestic firm$ attempt to invest in insurance sector.
Moreover, growth of insurance business in Indial® times the growth insurance in
developed countries. So it is natural, that foreoagmpanies would be fostering a very

strong desire to invest something in Indian insceabusiness.

- Most important not the least tremendous employropportunities will be created in the

field of insurance which is burning problem of gresent day today issues.
CHALLENGES BEFORE THE INDUSTRY

New age companies have started their business satsisded earlier. Some of these
companies have been able to float 3 or 4 produtdisand some have targeted to achieve

the level of 8 or 10 productd’ At present, these companies are not in a positiquose

0Rao G. V.,‘Playing It Saf¢, IRDA Journal, Vol.1, Nov., No. 12, (2003) P. 15-
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any challenge to LIC and all other four companipsrating in general insurance sector,
but if we see the quality and standards of the yetsdwhich they issued, they can certainly
be a challenge in future. Because the challengéheénentire environment caused by

globalization and liberalization the industry isifeg the following challenges.

- The existing insurer, LIC and GIC, have creatddrge group of dissatisfied customers
due to the poor quality of service. Hence theré bl shift of large number of customers

from LIC and GIC to the private insurers.

- LIC may face problem of surrender of a large namtxf policies, as new insurers will

woo them by offer of innovative products at lowerces.

- The corporate clients under group schemes aratysahvings schemes may shift their

loyalty from LIC to the private insurers.

- There is a likelihood of exit of young dynamic magers from LIC to the private insurer,

as they will get higher package of remuneration.

- LIC has overstaffing and with the introductionfoli computerization, a large number of

the employees will be surplus. However they carbetetrenched. Hence the operating
costs of LIC will not be reduced. This will be asdilvantage in the competitive market, as
the new insurers will operate with lean office dngh technology to reduce the operating

costs.

- GIC and its four subsidiary companies are gomdate more challenges, because their
management expenses are very high due to surglfis Biey can’t reduce their number

due to service rules.

- Management of claims will put strain on the fineh resources, GIC and its subsidiaries

since it is not up the mark.

- LIC has more than to 60 products and GIC has miwaa 180 products in their kitty,

which are outdated in the present context as theyat suitable to the changing needs of
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the customers. Not only that they are not competmmtugh to compete with the new
products offered by foreign companies in the matket

- Reaching the consumer expectations on par wittigo companies such as better yield
and much improved quality of service particularythe area of settlement of claims, issue
of new policies, transfer of the policies and reviof policies in the liberalized market is
very difficult to LIC and GIC.

- Intense competition from new insurers in winnithg consumers by multi-distribution
channels, which will include agents, brokers, coap® intermediaries, bank branches,

affinity groups and direct marketing through telesand interest.

- The market very soon will be flooded by a largenber of products by fairly large
number of insurers operating in the Indian marksten with limited range of products
offered by LIC and GIC, the consumers are confusetie market. Their confusion will
further increase in the face for large number ofipcts in the market. The existing level of
awareness of the consumers for insurance prodaesry low. It is so because only 62 %
of the Indian population is literate and less thHdh % educated. Even the educated

consumers are ignorant about the various prodddteeansurance.

- The insurers will have to face an acute problenthe redressal of the consumers,

grievances for deficiency in products and services.

- Increasing awareness will bring number of legades filled by the consumers against

insurers is likely to increase substantially iruhet

- Major challenges in canalizing the growth of irswce sector are product innovation,

distribution network, investment management, custoservice and education.
ESSENTIALS TO MEET THE CHALLENGES

Indian insurance industry needs the following tetrthe global challenges

41 san D.K., The Growth Oriented Marketing Policy of LICThe Insurance Times, Vol.8, No. 9,
(2007),P.14-15.
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- Understanding the customer better will enabl@rnasce companies to design appropriate

products, determine price correctly and increasétpbility.

- Selection of right type of distribution channeixnalong with prudent and efficient FOS

[Fleet on Street] management.

- An efficient CRM system, which would eventuallyeate sustainable competitive

advantages and build a long-lasting relationship

- Insurers must follow best investment practiced mnust have a strong asset management

company to maximize returns.

- Insurers should increase the customer base in wdran and rural areas, which offer a

huge potential.
- Promoting health insurance and using e-brokingdcease the business.

Thus, in the last on basis of above the discussi@an be concluded that need for
private sector entry is justifiable on the basiseahancing the efficiency of operation,
achieving greater density and insurance coveragethen country and for greater
mobilization of long-term savings for long gestatiofrastructure projects. In the wake of
such competition it is essential for the governmmonopolies (LIC and GIC) that they
quickly up grade their technology, restructure thelves on more efficient lines and
operate as broad run enterprise. New players shootdbe treated as rivalries to
government companies, but they can supplementhredag the objective of growth of

insurance business in India.

%k kK ok
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CONCLUSION

The Indian insurance industry is as old as it iang other part of the world. The insurance
sector in India has come to a full circle from lgeian open competitive market to

nationalization and back to a liberalized and higtdmpetitive market again. The decade
of 1920,s and 1930,s witnessed rapid growth ofitifeirance in India. Insurance Act, 1938
was introduced in the country to exercise effecteatrol over the insurance business.
After independence, Life Insurance Corporationnafid was formed on September 1, 1956
with a capital contribution of Rs.5 crore by thevgmment of India. Since nationalization,

the life insurance in India has been synonymoub thi¢ state — owned LIC. It has played a

dominant role in the economic development of thentxy in two ways.

First, as a life insurer, it has served to pool ditribute life-risks associated with the
millions of earners. Life insurance has thus semedpurpose of providing economic and
social security umbrella to the millions of houslelso specially to rural poor and senior

citizens.

Second, as a major saving institution, LIC has baetominant financial intermediary,
channeling funds to productive sectors of the eopnomostly financing government

sponsored planned development programs.

The growth of LIC and its efforts to diversify, th&e insurance business in India remained
far below that in developed countries. During theage of globalization of the Indian
economy in the early 1990,s opening up of the mdsurance sector to both domestic
private and foreign companies has been the patteofinancial sector reform. However,
LIC was put on its toes when in 1993.the governnanindia appointed a committee
headed by shri R N Malhotra to examine the refagquired in the insurance sector. On the
basis of the recommendation of Malhotra Committéesurance Regulatory and
Development Authority Act was introduced in 199%&st in the Insurance Regulatory and

Development Authority power to control the insurasector.
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FINDINGS
In order to evaluate the performance of LIC, fowjon aspects are analyzed.

Firstly, the overall performance of LIC has beenlesated for the period of 15 years from
1993-2008 then the analysis of productivity of L&@d its portfolio management for 15
years has been analyzed. The impact of privatizatio the performance of LIC for the
years 2001 to 2008 has also been examined. The aynuhthe findings of the study are

discussed as fallows.

1. Evaluation of overall performance of LIC.

2. Productivity of LIC.

3. Investment portfolio of LIC.

4. Impact of privatization on the performance of LIC.
EVALUATION OF OVERALL PERFORMANCE OF LIC.

Performance of any business refers to dhecesses and failure of the

undertaking in achieving the targets and objectives

1. New business is a pointer towards the spreatiesfsage of insurance among
those people who have never availed of the ben#fitsfe insurance as well as the
existing policy holders. The percentage growthh&f annual premium, number of

policies and sum assured year after year are gigntif criteria for evaluating the
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performance of the corporation. The premium incafte corporation has shown
tremendous growth during the period of study. 1939994, the annual premium
was Rs. 2507.73 crore which kept on increasing yewsar and reached
Rs.12540.82 crore in 2003-04. The compound groaté of annual premium of
LIC for entire period of study is 22.18 percent @hiis observed to be highly
significant at 0.1 percent level. There has beeadst increase in the number of
policies from 1993-2004, from 10725633 policies 26456320 policies. The
compound growth rate of the number of policiestfa entire period of study has
been 51.35 percent which is non significant dudluotuations. In case of sum
assured, the performance of the corporation has bete satisfactory for all the
years of study except for two years from 1995-96 2003-03, when there is fall in
the amount of sum assured. The sum assured hayrgppwn from Rs 41813.83
crore in 1993-94 to 198707.12 crore in 2003-04. ©kerall annual compound
growth rate for the 15 years has been 18.19 pesgkith is highly significant at
0.1 percent level. In order to evaluate the overatformance of the Corporation, it
is important to analyze the business performandemimdividual insurance outside
India. In terms of annual premium, there are mdagtdiations in the performance
of LIC. In 1993-94, annual premium was Rs. 12.1&emwhich increased to Rs.
23.27 crore in 2003-04. The compound growth ratemiual premium of new
business out of India for the entire period of gtigd2.69 percent which is observed
to be non-significant. In case of number of pobdiee offshore performance of LIC
has been pretty well in the initial years of thedst period, but the compound
growth rate of number of policies is negative 3p22cent which is non-significant.
Similarly, the overall growth rate of sum assuredthe entire period is only 2.02

percent which is also non-significant.

2. The performance of new business of rural etankas been analysed in terms of
number of policies and sum assured. The resulisatehat there has been steady
growth in the new business of rural market of Lhe rural new business is
examined for two sub-periods i.e. 1993-94 to 1999@forms the first sub-period
and 2000-01 to 2003-04 constitutes the second stibep This has been done due

to the change in the definition of rural areas raftee formation of IRDA. The
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compound growth rate of number of policies of newnal business for the entire
period is -0.77 percent which is non-significanimiarly, the compound growth
rate of sum assured for the entire period of siad®,18 percent which is also non-
significant. The performance of the rural marketLé€ can be judged with the
analysis of its contribution to the total markethid can be determined by
calculating the share of rural market to the tatahber of policies as its share to
the total sum assured. In case of humber of pgslidlee share of policies was 45.3
percent in 1993-94 which increased to 57.5 pernceb®99-2000.

3. Similarly, in case of sum assured,983-94, the share was 39.9 percent and
in 1999-2000 it reached to 48.7 percent. After &mery of private players, the
contribution of rural market has drastically desesh
4. In order to evaluate the performance of LIG tbtal business under individual
insurance in terms of number of policies, totalnptem and total sum assured were
considered and their growth rates were also cdkdléor the study period. The
premium income increased from Rs. 8758.19 crof9BB-94 to Rs. 5-1969,77 crore
in 2003-04, but the growth has been quite fluchgatirhe compound growth rate of
premium income of individual business in force w2k11 percent which was
observed to be highly significant at 0.1 perceneleln case of total number of
policies, the individual insurance business haseimsed rapidly from 608 lac policies
in 1993-94 to 1539.21 lac policies in 2003-04. Thenpound growth rate of number
of policies of individual business in force was®&rcent and was highly significant
at 0.1 percent level. The sum assured, was Rs.620fbre in 1993-94 and Rs.
11,13,735 crore in 2003-04. The compound growtk ddtindividual sum assured
was 28.40 percent which is significant at 1 peréevel.

5. The performance of LIC is mediocre in the rnédional market in case of premium
income. In 1993-94, the premium income was Rs.346rtire which kept on increasing
every year and in 2003-04, it increased to Rs.4Btrore. The compound growth rate
of premium income of business in force out of Intdas been 8.88 percent which is
observed to be highly significant at 0.1 perceneleThere has been increase in the
number of policies from 0.73 lac in 1993-94 to 0188s in 2003-04. The compound
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growth rate is 1.93 percent which is significantOat percent level. Similarly, the

amount of offshore sum assured has increased freni®L8 crore in 1993-94 to Rs.
2174 crore in 2003-04. The compound growth rateunh assured of offshore business
in force for the entire study period was 6.07 petaghich was significant at 1 percent
level. Thus, LIC has done pretty well in the int#ranal market except 2000-01 as
there has been poor performance in that year.

6. The performance of LIC in group insurance hEs® been analyzed for the study
period. Group insurance refers to the policy takarthe lives of the employees of a
business concern. The new business of group insaiiarterms of number of schemes,
number of members and total annuity per annum &as btudied. In case of number of
schemes, new business has increased from 273 hemes in 1993-94 to 344 schemes
in 2003-04. The compound growth rate of numbercbesmes for the entire period was
1.29 percent which was non-significant. The nundfenembers increased from 31,695
in 1993-94 to 1,72,000 in 2003-04. The compoundvgnaate of number of members
was 12.35 percent which was observed to be sigmfiat 5 percent level. New
business in terms of total annuity per annum irsgddrom Rs. 18.17 crore in 1993-94
to Rs. 2140.90 crore in 2003-04. The compound drawte of total annuity for the

entire period was 24.86 percent which was highgpificant at 0.1 percent level under.

Thus, the overall performance of LIC Hzeen quite satisfactory before the
privatization of the insurance industry. Howevearigus indicators show a downfall in
its performance especially after 2000-01. Now LI&s Ho adopt new strategies and

plans to maintain its position in the insurance kaar

II. PRODUCTIVITY OF LIC

Productivity is at the heart of a firm's performan;m a competitive market.
Productivity cannot be determined by looking at fin@ as a whole. It stems from many
discrete activities a firm performs. These actdgtican contribute to a firm’s relative
productivity and create a basis for advantage.ebsing productivity reduces the costs of
output which enables the producers to supply tlelg@nd services at lower prices to the

customers. The productivity reflects the returnrésources employed, i.e. how well
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resource utilisation has taken place in a givenesyslt is a combination of effectiveness

and efficiency.

Productivity growth has been very slow in the segsector such as banks, insurance,

railways, hospitals and other public utility seexidn particular, productivity of LIC may

be measured in terms of the following indicators:

1
2
3
4
5.
6
7
8
9

New business per branch.
New business per agent.
Number of policies per branch.
Number of policies per agent.

Premium income per branch.

. Premium income per agent.

Ratio of expenses of management to premiuomiec
Complaints per thousand mean numbers of pslici force.

Percentage of outstanding claims to totahtsgpayable.

10. Membership of various Agents Clubs.

1. New business under individual insurance refersthe sum assured
underwritten during the current financial year. dRrctivity of the branches can be
measured by calculating sum assured per branchdiveding the total sum
assured in a year by the total number of branaméisat year. The results tell the
efficiency and effectiveness of various brancheshefLIC during various years.
The total number of branches in 2004-05 was 20@Biar2006-07, the number
increased to 2048. The average business done bgréamehes during different
years showed a steady growth. In 2004-05, new bssiper branch was Rs. 20.82
crore whereas in 2006-07, it increased to Rs. 8&@8. The major's downfall in
the productivity of the branches occurred in thary2002-03, when all the private
insurers got operational in the insurance induatrg gave toughs competition to
the giant LIC. The compound growth rate of new bess per branch for the
period of the study | was 16.75 percent which ghhi significant at 0.1; percent
level. Thus, by comparing the new business of,\elesinch in that year, LIC can

take strategic? Decisions as to which branches teeled paid more attention.
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2. Agents of the insurance companiey pla important, role in procuring new
business every year. Productivity of the agentshmmeasured by dividing the
total sum assured in a year by the total numberct¥e agents in; that year, i.e.
average business per active agent. The analysealethat as the number of
active agents increased every year, the averagedsgsper agent also increased.
As the economic reforms were 1 undertaken in tlae $691-92, there had been a
general improvement in the economy. These refomsslted into a consistent
growth of the productivity of agents. From 1993-@12005-06, the average
businesg°® by each agent increased from Rs. 7.97 lac to 1R37 lac. There
was a huge setback to the | performance of thetager?002-03. The overall
growth rate of average business per agent was 1(Qpé8cent, which is observed
to be highly significant at 0.1 ercent level.
3. The performance of the branches can be judged fhe : number of policies sold by
them during a particular year. Thus, the produstief the branches in a particular year is
measured by dividing the total number of policiesiyear by the total number of branches
in that year. This indicates the average business by each branch in different years. The
analysis reveals that the performance of varioaadires during the study period was on a
progressive path. In 1993-94, the number of pdiger branch was 5341 which increased
to 11,698 in 2004-05. The compound growth rateushiper of policies per branch over the

study period was 9.55 percent which is significar.1 percent level.

4. The productivity also depends upon the perfoeant agents which is measured by
calculating the average business done .by eacht agé&rms of number of policies in a

particular year. The results show that the numlbgroticies per agent increased steadily
from 20 policies in 1993-94 to 30 policies in 2004- but after this the productivity kept

on declining and reached to 23 policies per ager0i04-05. This indicates the need to
train the agents on the part of LIC to handle ttabjems linked with the rapid changes in
the market scenario. The overall compound growth &g 2.44 percent which is observed

to be significant at lipercent level.

5. The productivity of branches is also measureims of premium income received by

all the branches during a particular year. In 1993-the premium income per
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branch was Rs. 1.24 crore which increased to R2 6rore in 2003-04. The huge
increase in the productivity of branches happenad the year 2001-02. The
compound growth, rate of premium income per brdnclihe entire study period was 22
percent which was significant at 0.1 percent level.

6. The performance of agents is highly linked witie premium they collect as they are
paid commission on the basis of the premium thdeced in a particular year. So the
productivity of agents is calculated by dividingeprium income in a particular year by
the number of agents in that year. The analysisvshbat the performance of the agents
has been improving every year, especially from 19930 the year 2001-02. But after
this year, it kept on decreasing in the subseqyeats. The overall growth rate of
premium income per agent has been 14.41 percermhwias significant at 0.I percent
level.

Thus as far the productivity of the LIC is conceatnie has been increasing since 1993 till

2001 but started falling after the privatizatioe, iafter 200I.

lll. Investment Portfolio of LIC

Investment is a commitment of money that is exmktbegenerate additional money
in future. Every investment entails some amountrisk. The objective of Portfolio
Management is thus minimisation of risk and maxatie of return. Portfolio which is
the combination of securities, help the investansspreading the risk over many
securities. As the saying god3dn't put all your eggs in the same basket

The Life Insurance Corporation of India has be@aton builder since its formation
in 1956. The LIC collects large amount of fundsrirthe public and deploys the savings
to the best advantage of the policy-holders, theroanity at large and industrial
development. In order to evaluate the investmentffgim of LIC, the analysis has been

made on the basis of the following variables:

1. Sector-wise break-up of investments in India.
2. Loans advanced for various development actscitie

3. Assets representing funds.

1. The total investment of funds is made in mathhge sectors of the economy. These

sectors are: Private Sector, Public Sector and g&pative Sector. The analysis of
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investments has been made sector-wise for the gteidgd, i.e. 1993-94 to 2004-
05. The book value of the investments of the Cafpon was Rs. 44161.55 crore
in 1993-94 and increased to Rs. 385639 crore 6200 The compound growth
rate of total investment over the study period W&s06 percent which was
significant at 0.1 percent level. Among the threetsrs, major investments have
been made in the public sector by the LIC, and titane the private sector and the
least share in the co-operative sector. In 1993f8tamount invested in the public
sector was Rs. 36,246.48 crore whereas in 2008h@7amount increased to Rs.
3,15,838.34 crore which is a huge increase in thestment in this sector. The
compound growth rate of investments in public seetas 22.20 percent which
was significant at 0.1 percent level. Private seicteestment like public sector also
showed an increasing trend of amount invested.sinvents made in this sector in
1993-94 were Rs. 6199.01 crore which went on irginggevery year and in 2004-
05, it became Rs. 68,412.35 crore. The compoundthroate was 23.70 percent
which was highly significant at 0.1 percent lev@imilarly, in cooperative sector,
there has been constant increase in the amounves$tments every year. In 1993-
94, only Rs. 1716.06 crore were invested out of /4.61.55 crore whereas the
amount of investment increased to Rs. 2155.98 @otef Rs. 342219.89 crore in
2003-04. But in 2004-05, LIC made less amount afestment, i.e., only Rs.

1388.30 crore as compared to the previous Year.

The compound growth rate of investments in cooparatector was 0.25 percent which

was non significant.

2.

Loans; continued to constitute one of the maeenues of investment for the

Corporation's funds. Loans are advanced for varity®lopment activities every year.
Comparison of various years has been made regatfigngmount of loans advanced to
various developmental activities like Electriciypusing, Water Supply and Sewerage,
Transport and Industrial Development. Results retleat the total amount of loan
advanced for various developmental activities sltbimereasing trend. During 1993-
94 to 1998-99. After, the entry of private playarsnsurance sector, the loan amount

started decreasing. The compound growth rate offotiaé amount of loan advanced for
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the entire period was 8.95 percent which was dmant at one percent level.
Considering the percentage share of each develdpaotinity to total loan amount,
housing held the major share of the loans advatizedghout during 1993-94 to 2000-
01 except in the year 1994-95. The second majaeskant to electricity, followed by
industrial development and water supply and seveerdye least share was that of
transport during 1993-2000. There has been a drelséinge in the percentage share of
amount of loan advancement to various activitiesnfr200 onwards. The compound
growth rate for electricity loans was -1.99 percaifitich was non-significant. The
compound growth rate for housing loans for therergiudy period was 1.41 percent
which was non significant whereas the compound tromate of water supply and
sewerage loans was 27.05 percent which was signifiat 0.1 percent level. The
compound growth rates of transport and industretbopment loan was 8.88 percent
and 6.84 percent respectively which were obsereedet non-significant. Thus, after
new investment regulations 2002, the amount of ladwanced to housing, electricity
and transport decreased significantly. Whereasldha amount advanced to water

supply and sewerage has increased substantially.

3. The investments of the Corporation funds areegmd bysection 27Aof the
Insurance Act, 1938. Subsequent guidelines wetedsthereafter by the Government of
India and IRDA by way of regulations. The analysis also been done in order to see the
investment pattern of LIC as per IRDA regulatioffus, controlled funds are divided
into four prescribed categories of investment, i.e.

(1) Government securities or other approved imaests,

(2) Infrastructure and social investments,

(3) Investments in corporate sector, and

(4) Other than approved investments.

The percentage of amount of investments in eackgoay has been calculated for the
period 1993-94 to 2002-03. As per the regulatiopgreved by IRDA, there must be
minimum 50 percent investment in government seesritr other approved investments.
The analysis reveals that during 1993-94 to 2002t83e has been more than 50 percent

investment of the Corporation in this category. Thenpound growth rate of the amount
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of investments in government securities and otpereaved investments over the period
of study was 1.04 percent which was observed tsigeificant at 0.1 percent level.
AccordingIRDA guidelinesthe investment in infrastructure and social seshmuld not
be less than 15 percent of total investments. dtheen found that LIC has failed on this
front. The compound growth rate was negative 5.45 percent which was significant at
0.1 percent level. There is a requirement up tp@@ent investments to be governed by
exposure prudential norms. Analysis reveals-thgqtired amount of investment in this
sector prescribed by IRDA have been made. The cangpgrowth rate over the period
was 2.77 percent which was significant at one perayel. Not more than 15 percent of
the controlled funds are to be invested in othexntrapproved investment. The
investments of the Corporation in this categoryehlagen less than 15 percent throughout
the study period. The compound growth rate was thegai.e. -1.78 percent but

significant at 0.1 percent level.

Thus, there is a need to invest more controlled$un infrastructure and social sector

as it leads to the growth of economy and generati@mployment opportunities.

IV. IMPACT OF PRIVATIZATION ON THE PERFORMANCE OF L IC

After the formation of IRDA, private players stattentering the life insurance
industry in India. At present, there are 13 privéife insurers. Every life insurance
company, private as well as public, offers variefyproducts catering to the need and
demand of the customers. Among all the players, W8 the largest agency force of 13,
42,199 agents, ICICI Prudential has 46,818 agemisAdlianz Bajaj comes at the third
position having 36,342 agents. The analysis ofrtigact of private players on LIC covers
a period of 2001-02 to 2005-06. The impact of girzion on the performance of LIC has

been evaluated on the basis of the following patarse

Total premium income.
Market share of all the insurers in total premmsu
Number of policies.

Market share of all the insurers in terms ofqes.

o WD e

Growth rate of premium and number of policies.
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1. The total premium income relates to the fysar premium income which
includes individual single premium, individual neimgle premium, group single
premium and group non-single premium. The premincoeme of private players
was Rs. 27,253 lac in 2001-02 and increased to4B894.47 lac in 2005-06
showing healthy growth of premium. Whereas preminoome of LIC was Rs.
1958877.25 lac in 2001-02 and decreased to Rs.6FV®9¥5 lac in 2002-03.
However, in 2005-06, it increased to Rs. 197859820

2. The results show that market share of LICH&en decreasing regularly with the
entry of private players. The market share in teaitotal premium of LIC has
decreased from 98.63 percent in 2001-02 to 78.0¢epe in 2005-06. This
indicates that the private players are doing gwtdl and thus affecting the

performance of LIC.

3. In case of number of policies, tlagtgrn-of figures quite resembles that of total
premium income. In this case also the performarfcel© has deteriorated and
those of private players have improved tremendol&gults show that in 2002-03,
the new business in terms of number of policieslGfwas only 24529946 lacs and
in 2005-056, it decreased to 24027392 lacs. Whereease of private players, the
number of policies increased from 836621 lacs 02203 to 2233075 lacs in 2004-
05. This indicates that with every successive ypavate players are gaining the
trust of the public and have been quite successfghatching the business away
from LIC.

4. The market share in terms of number of polickall the private players has risen

from 3.29 percent in 2002-03 to 8.50 percent in5206. Contrary to this the market

share of LIC has been decreasing year by year.nTdmet share of LIC was 96.71

percent in 2002-03, which decreased to 91.50 peliceB005-06. Also in 2005-06,

there was an entry of thirteenth private playethé®a Life) to the insurance business

which further resulted in increase in competition.

5. The growth rates of premium as well as number titjgs have been calculated for
all the players in insurance market to make comsparof performance and to study
the effect of the entry of private players on tlefgrmance of LIC. The results
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show that individually, each and every private camphas shown a large growth
of total premium in one year over the other. MetLifisurance Company showed
the highest growth rate (1504.5 percent) in totahpum income in 2002-03, AMP
Sanmar had the highest growth rate of 2177 pelice2003-04 and Allianz Bajaj
had the highest growth of premium (378.57 percen2004-05. The growth of LIC
was -18.44 percent in 2002-03 which improved to821lpercent in 2004-05
whereas the total growth of all the private inssirer 2002-03 was 251.50 percent
but decreased to 153 percent in 2003-04. HoweneéxQ04-05, it again increased to
224.98 percent which is a healthy growth rate.

In terms of number of policies, private playersoreed a growth of 98.27 percent in
2003-04 and 134.61 percent in 2004-05, whereasrétGrded a growth of 9.9 percent in
2003-04 and a negative growth of (-)10.90 percan2004-05. SBI Life recorded the
highest growth of 395.95 percent in 2003-04 andLifietshowed the highest growth of
85.81 percent in terms of number of policies in£206.

Thus, the performance of LIC in terms of growthhefv business, business in force in
India, new business under group insurance and pérdormance measures can be termed
as satisfactory. Significant improvement has takdsce in the settlement of claims
especially after the introduction of private playen the business. The analysis of
productivity growth also reflected improvement iiffetent dimensions. However, the
market share of LIC has decreased after the effitpyiwate players, which indicates that
LIC has to change its strategies to meet the agdie Even when LIC is better placed in
terms of the confidence of the buyers but more esigrhas to be laid on marketing so that

private players are not able to make a dent immissket and lure away the prospective

buyers.

SUGGESTIONS

- LIC is required to organize the training and depetent programmes for the
promotion of human resources.

- The agents of the LIC should be given training tigio professional marketing
practices to sell the policies sucessessfully tmpete the private insurance
players.
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% - " LIC should have to facilitate to pay premium thrbugemittance throughout
the days (24) hours.

- The periodical monitory on the functional role ofgorate agent s is inevitable
to affect the relationship not only with earliertlalso with the investors.

- LIC should have to organize the free customer sergamps at least twice in a
month not only at its own premises but also atwloeking area of corporate
agent.

- LIC should have to introduce special incentivesesoh along with sum assured
for advance payment of premiums.

- Some policy has premium payment option VIZ, by terdy, half yearly and
yearly.

- The affected parties have the freedom to appro&eh donsumer courts
appointed under the consumer protection act 198@tumately the average
time taken by these courts now is three to fivergeno better than normal
courts. Hence, an alternative forum needs to batede the central government
,by a notification under the insurance ACT 1938xfea the redressal of public
grievances Rules,1998. These rules provide for dppointment of an
ombudsman from amongst those with experiences hcial, civil or

administrative service, or the insurance industry.

*kkkk
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