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Insurance industry contributes to the financial sector of an economy and also provides 
An important social security net in developing countries. The consistent sub-optimal 
performance of this sector in India from independence through the 1990s has led to 
different sets of reforms, with each model adopted focusing on distinct competitive 
strategies.  Insurance in India has taken galloping stage. It has shown maximum growth 
rate of 56.99 % in 2006 in world after Liechtenstein (61.58%).This study identifies the 
latest development of insurance in India in comparison to abroad & also signifies 
Various Opportunities and the Challenges with which the sector was reformed in 2000 
to conclude that only in the last decade. 
 
 
 

INTRODUCTION: 
 
Insurance is defined as a co-operative device to spread the loss caused by the particular 
risk over a number of persons who are exposed to it & who agree to ensure themselves 
against that risk. In 2003, the Indian insurance market ranked 19th globally and was the 
fifth largest in Asia. Although it accounts for only 2.5% of premiums in Asia, it has the 
potential to become one of the biggest insurance markets in the region. A combination of 
factors underpins further strong growth in the market, including sound economic 
fundamentals, rising household wealth and a further improvement in the regulatory 
framework. The insurance industry in India has come a long way since the time when 
businesses were tightly regulated and concentrated in the hands of a few public sector 
insurers. Following the passage of the Insurance Regulatory and Development 
Authority Act in 1999, India abandoned public sector exclusivity in the insurance 
industry in favor of market-driven competition. This shift has brought about major 
changes to the industry. The inauguration of a new era of insurance development has 
seen the entry of international insurers, the proliferation of innovative products and 
distribution channels, and the raising of supervisory standards.                  
                    By mid-2004, the number of insurers in India had been augmented by the 
entry of new private sector players to a total of 28, up from five before liberalization. A 
range of new products had been launched to cater to different segments of the market, 
while traditional agents were supplemented by other channels including the Internet 
and bank branches. These developments were instrumental in propelling business 
growth, in real terms, of 19% in life premiums and 11.1% in non-life premiums between 
1999 and 2003. 
 
 
    
 



 
                     
 
There are good reasons to expect that the growth momentum can be sustained. In 
particular, there is huge untapped potential in various segments of the market. While 
the nation is heavily exposed to natural catastrophes, insurance to mitigate the negative 
financial consequences of these adverse events is underdeveloped. The same is true for 
both pension and health insurance, where insurers can play a critical role in bridging 
demand and supply gaps. Major changes in both national economic policies and 
insurance regulations will highlight the prospects of these segments going forward 
 

 The objectives of this Paper are to explore the current state of development in India’s 
insurance market and enumerate the opportunities and challenges offered by this 
exciting market. This Paper begins with an overview of the Indian Life insurance market 
in Section II, which highlights the phenomenal growth experienced recently, in line with 
the country’s improving economic fundamentals. Section III Current Business 
Environment & Section IV A more detailed dissection of current regulatory issues. 
Sections V Assessment of life Insurance sectors respectively. Section VI shows 
comparative analysis of major players in Life insurance industries Developments with 
far-reaching implications.  
 
 
 
 
 

LITERATURE REVIEW 



 
This is the summary of the relevant literature related to title insurance that has been 
published in insurance journals. In reviewing the exiting literature it is interesting to 
note that the same Concerns about prices and risk that existed in the early literature (e.g. 
Todd and McEnnally, 1974) continue to be present in today’s marketplace. As noted 
above, one of the purposes of the paper is to extend and update the 1998 Nyce and 
Boyer study. In that paper, they provide an overview of the title insurance industry and 
examine major issues of the title insurance industry including financial performance, 
industry concentration, and title insurance distribution channels. Some of their 
conclusions are that typical barriers to entry include minimum capital standards and 
access to title plant and that most of title premium goes to expenses such as title searches 
and abstracts and not to losses. 
 

Overview of life Insurance industry in India 
 

Life insurance traces its origins in India to the early nineteenth century when companies 
in India insured the lives of Europeans living here. Eventually these companies began to 
cover Indians as well but required them to pay higher premiums. Regulations were 
passed to regulate the Indian insurers (but not the foreign companies providing 
insurance services in India) and to allow collection of information about insurance 
companies thus facilitating comparison amongst them. However the legislations became 
insignificant with time and the government nationalized the sector by combining all the 
154 Indian private insurance companies to give birth to one behemoth: the Life 
Insurance Corporation of India. Through this the Government strived to put an end to 
prevalent malpractices such as poor servicing standards along with the appalling 
management of companies wherein funds were simply being divested to all types of 
securities without any valuation of the borrowers. The Government took over the reins 
of the industry in its own hands reasoning that insurance was a cooperative enterprise 
and should be within the purview of the state in order to provide improved services to 
the public at lower costs. It was also envisioned that the nationalization of this sector 
would lead to more effective mobilization of funds to enable capital to be allocated to 
development projects. Besides the charter of freedom also pleaded the control of the 
state on key industries such as banking and insurance. Thus the industry was 
transformed from a competitive one to a highly regulated monopoly. 
                        In the last decade of the 20th century India watched history repeat itself. 
With the Government implementing the New Industrial Policy in 1991, the country 
underwent a major wave of globalization. Strategic sectors such as the banking and the 
financial sector were reformed. Time had come for the policymakers to introspect the 
current policies in the Indian insurance industry as well. Committees on insurance 
sector reforms followed suit and it was found that India had continued to be one of the 
least insured countries till the late 20th century. Experts emphasized that customer 
service, insurance coverage, allocation of resources needed to be improved within the 
industry. Also more innovative products were needed to suit varied customer needs and 
to change opinion of people towards insurance, from tax exemption product to a tool for 
mitigating risks and IIMK IIML Conference on Global Competition & Competitiveness of 
Indian Corporate 561 increasing savings. Thus it was recommended that the industry 
should be opened up to enhance competition and autonomy be given to insurance 
companies to improve their performance and enable them to act as independent 



companies with economic motives. Thus the life insurance industry was liberalized with 
the aim of increasing contribution to the GDP and to the society. 
 

Growth & Economic Development of Life insurance sector in India  
                     
When the life insurance business was nationalized in 1956, there were 154 Indian life 
insurance companies. In addition, there were 16 non-Indian insurance companies and 75 
provident societies also issuing life insurance policies. Most of these policies were 
centered in the metropolitan areas like Bombay, Calcutta, Delhi and Madras. The life 
insurance business was nationalized in 1956 with the Life Insurance Corporation of 
India (LIC) designated the sole provider – its monopolistic status was revoked in 1999.11 
Refer to Table 1.2. There were several reasons behind the nationalization decision. Firstly, 
the government wanted to channel more resources to national development 
programmed. Secondly, it sought to increase insurance market penetration through 
nationalization. Thirdly, the government found the number of failures of insurance 
companies to be unacceptable. The government argued that the failures were the result 
of mismanagement and nationalization would help to better protect policyholders. Thus, 
the post independence history of life insurance in India is largely the history of the LIC. 
From the perspective of national economic policy, the LIC has been instrumental in the 
implementation of monetary policy in India. For example, 52% of the outstanding stock 
of government securities is held by just two public-sector institutions – V the State Bank 
of India and the Life Insurance Corporation of India – in approximately equal 
proportion. The lack of investment channels in India and the cautious approach adopted 
by the regulator are also factors contributing to the high concentration of insurance 
assets in government securities. Table 4.2 shows the historical development of LIC’s 
financial data. In nominal terms, during that period the total income of the LIC grew 
700-fold. The largest part of payments to policyholders has been through the maturity of 
policies. This proportion has gone up over time, relative to death benefits. To a certain 
extent, this reflects the increasing popularity of life insurance products as savings 
vehicles in lieu of life protection. It can also be discerned that the operating costs (as 
percentage of premiums) remained high over a sustained period of time, with a decline 
in the past two decades. Part of this decline has come from the increased sale of group 
policies which are cheaper to sell per policy than individual life policies. 
 
 

Table 1.2 
Financial Statement of LIC 
(in billion of rupees) 

     

Income 1957 1963 
1972-
73 

1982-
83 

1992-
93 

2008-
2009 

Total premium income 0.886 1.511 3.897 12.18 179.872 998.22 
Income From investment 0.193 0.352 1.366 6.894 42.57 335.6 
Including Miscellaneous 
Income 

      

Total Income 1.079 1.863 5.263 19.074 222.442 1333.82 

Outgo       

Commission etc to agents 0.077 0.141 0.368 1.027 7.726 45.94 
Salaries & Other benefits 
to employees 

0.122 0.223 0.581 1.197 7.998 31.62 

Other expenses of 0.046 0.079 0.137 0.39 2.56 9.21 



 
 

Current Business Environment 
 

In the past, the LIC had three commonly sold policies in the market for life insurance: whole life, 
endowment and money-back policies. The number of new policies sold each year went from 
about 0.95 million a year in 1957 to 26.97 million in 2003. The total number of in-force policies 
went from 5.42 million in 1957 to 141 million by March 2003. There are presently several dozen 
life products offered by the LIC. However, they are small variations on the three products 
mentioned above. In addition, even though term life policies were available, they were not 
actively promoted.17 LIC also has several pension products. Following the entry of the private 
insurers, there was a proliferation of products. According to the Annual Report of the IRDA, 
116 life products were offered by life insurance companies in India as of 31 March 2002. Of 
course, they were not all distinct products. Many products across different companies were 
very similar, if not identical. Some of the more popular products launched recently include 
creditor protection products like mortgage life, and unit-linked products. 
 
The Indian insurance industry is currently valued at Rs. 180000 crores ($400 billion) and gross 
premium collection contributes to roughly 2% of the GDP. The life insurance sector premiums 
grew at a rate of 41% in the last fiscal (2005-06) to Rs. 35896 crores. Within the sector, Life 
Insurance Corporation of India continues to be the market leader with the highest premiums 
collected in FY 06 to the tune of Rs. 25645 crores. LIC is followed by Bajaj Allianz with an 8% 
market share, ICICI Prudential with a 7.4%, HDFC Standard with a 3% and SBI Life with a 
market share of 2.5% as shown in Figure 1 below. The private players have a long way to go 
before they can challenge the largest player in the industry with only single digit 
Market shares to boast of. However with almost 30% share of the industry taken away from this 
external player in a small period of 6 years, LIC has strived towards strengthening its foothold 
by bringing in innovative products and services upbeat with the new kids on the block. LIC has 
thus managed to increase its premium income consistently over the past years although its 
market share has continued to slide downwards. 
 
 
 
 

management 

Taxes etc   0.002 0.538 4.227 11.36 

5% valuation surplus 
paid to government 0.017 

    1.054 8.14 



 
 

Current Regulatory Reforms 
 
The role of insurance is undergoing a phenomenal change today as is evident from the product 
Bouquet and the product advertisements. The emphasis lies on insuring oneself and one’s close 
Family members for self-reliance more-so because nuclear families are the emerging trend in the 
Country today. To meet the varying needs of various individuals, the insurance players have a 
vast foray of products in their bouquet. Besides this, almost all companies offer the flexibility to 
Customers to choose the most suitable product for themselves by combining features of a 
number of products together. Thus the products can be customized to suit the customer as per 
their needs. With this flexibility, comes the cost of comparing2 all the products (with their 
riders) across the companies before judiciously investing in one of them. To reach out to the 
consumers, the companies in the industry today have widened their distribution channels by 
approaching prospective customers through agents, brokers and banc assurance. With 
Information Technology revolutionizing the financial sector, another channel has been made 
available for selling which is the internet. ICICI Prudential offers Instainsurance through which 
a client can chose an insurance policy in mere 10 minutes. Similarly other players have also 
been pushing their products through the internet The industry is now open to private players 
under the Government mandate of a minimum capital requirement of Rs.100 crores, of which a 
maximum of 26% stake can be held by a foreign partner as equity. For license renewal, each 
company is required to file an application to IRDA on an annual basis accompanied with a 
payment fee of 50000/- for each class of insurance business and 20% of the total gross premium 
written by the insurer in the previous year of operation in India or Rs. 5 crores whichever is less. 
               
IRDA also holds the right to cancel the license of any insurance company if it feels that the 
company or insurer fails to conduct its business in a manner prejudicial to the interests of the 
policyholders. To prevent any accidental or uninformed decisions in such circumstances, IRDA 



appoints an enquiry officer who looks further into the matter before any verdict is taken. So far 
no life insurance company has been challenged by the authority for violating any of the norms. 
By not passing the verdict before validating, the Government has tried to keep the interests of 
the players in mind along with the consumers. IRDA also clearly explains the reasons under 
which a license can be cancelled. This transparency in the regulatory body proceedings helps to 
allay the fears of any private enterprise subjected to Government regulations. The insurance 
players today are expected to invest the funds judiciously with the combined objectives of 
liquidity, maximization of yield and safety by conferring to the Authority’s guidelines on 
investments. An investment policy has to be submitted to the Authority by an insurer before the 
start of an accounting year to efficient resource allocation. 
          With moderate entry barriers prevalent in the industry and minimal Government 
interference possible, more industrialists and public sector banks are planning to jump into this 
sector. Also with the recent growth in the per capita income of the country and people 
becoming more aware of the need for insurance as a protection and investment tool, the sector 
promises excellent returns for the incumbent 16 players and prospective entrants. 
 
An Assessment of Reforms in the Life Insurance Industry 
 

       



 
Comparative Analysis of Players of Life insurance in India: 

The increase in the number of players within the sector also led to the expansion of the product 
portfolio offered by them. Greater focus began to be laid on not only meeting the customer’s 
need but surpassing his expectations in terms of product range, benefits offered in terms of 
return, Premium payment options etc. The whole industry is thus moving towards mass 
customization to develop products which suit the customers’ needs perfectly. Pre 2000, the sole 
Life Insurance player LIC operated as a virtual monopoly and there was little need for it to pay 
attention to customer needs. The most popular policy or more appropriately the only policy 
variants available were Pure Protection ‘Jeevan Suraksha’ policy (with or without the money 
back guarantee). Endowment policies and Whole Life plans were also in place but the term 
policies were the largest selling product of LIC 
 

 
 
However after liberalization, there has been a change in the mindset which can be understood 
by observing the product portfolio of the insurers. The innovative products of some of the 
insurers are stated below in Table. From 2000, there has been a plethora of products ranging 
from ULIPs5 to Traditional Products which have been used by insurers to capture the market 
share. 
 
 

Product Portfolio of Different players in Life Insurance Industry 
 

 



The expansion in the product bouquet enabled them to capture varying needs of 
different profiles of customers. To increase the penetration with in other hereto 
neglected sectors, IRDA has stipulated the minimum number of lives in the rural and 
the social sector6 that the private insurers must cover depending upon the year of 
operation of the company. For the government insurers the quantum of insurance 
business to be done shall not be less than what has been recorded by them for the 
accounting year ended 31st March, 2000. 
For the rural sector, the minimum number of lives that the private insurers must cover is 
specified as a percentage of the total number of policies written by the firm in the 
respective years and the percentage gradually increases from the first to the fifth year of 
its operation. 
 

 
 
Policy Issued Percentage with Claims sent to Ombudsman: 

 
 
No of Policies Covered in Social Sector life insurance in India  
 

 
 



 
 
 

Thus looking at the number of lives covered by the insurance players in the social sector, 
it can be observed that the penetration in the social sector due to these players has 
increased at a CAGR of 153%. Besides this except SBI Life insurance in 2001-02, at all 
other times the insurers have not only met their target but have achieved much higher 
growth. Therefore through liberalization an additional 1468302 lives have been covered 
by 4 out of the total 15 private insurers in all. This number may seem insignificant 
considering the total size of the social sector in India nonetheless the effort is in the right 
direction and has been able to achieve desirable results. 
Another important change that the Government wanted to implement with in the sector 
was to improve the servicing standards prevalent within the industry. A number of 
initiatives contributed towards achieving the same. For instance the Government 
mandated that no life insurer could operate without an Actuary and appointed after 
approval by IRDA. Besides this, to protect the interests of the policy holders the 
authority has come out with the Insurance Advertisement and Disclosure Regulations 
which ensure that the insurance companies adhere to fair trade practices and 
transparent disclosure norms while addressing the policyholders or the prospects. 
Another step in the same direction was that of ensuring that agents undergo a minimal 
training of 100 hours of course work before they make sales of insurance policies on 
behalf of the insurer to consumers. Having taken adequate safeguards to protect 
stakeholder interests, the government also set up Ombudsman cells to resolve the 
grievances of the customers. The percentage of cases resolved by this body has increased 
over the past few years indicating improvement in customer satisfaction 
 

CONCLUSION: 
 
In India life insurance industry is been older by the decade. And in this decade lot many 
private players are entered with the liberalization which resulted in large scale of 
mismanagement & Fraudulent Practices .Which resulted in detarrfing in insurance 
sector. A Major reengineering in the industry has been adopted which brings highly 
irregulated industry to regulated industry. However other problems have been surfaced 
like Limited reach, Penetration of enterprise, Detoriating Service standards. A miles 
stone was achieved when the nation decided to privatize the industry along with the 
requisite regulations.  



Figure: Hybrid Model of Global Competitive Industry  
 

 
With this hybrid model, the industry was thus privatized along with market regulation of 
players who have the necessary financial strength to withstand the demands of a growing and 
nascent market, the necessity to have 'fit and proper' persons in-charge of businesses, the 
implementation of a solvency regime that ensures continuous financial stability, and above all, 
the presence of an adequate number of insurers to provide competition and choice to customers 
has led to the establishment of a regime committed to an overall development of the market in 
normal times. Thus the firms, the industry and the nation are healthier than ever before having 
adopted this Model. 
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