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INSURANCE SECTOR DEVELOPMENT AND ECONOMIC
GROWTH IN INDIA

M V Narasimha Chary
IBS Hyderabad,
IFHE (Deemed to be University as
per the UGC Act 1956), India
E-mail: mvnchary@gmail.com

ABSTRACT

The paper examines both the long-run and short-run relationship between insurance sector development
and economic growth in India for the period 2001-2015.Gross domestic product (GDP) was adopted as
a proxy for the economic growth,while Life insurance penetration (LIP), Non-life insurance penetration
(NIP), Life insurancedensity (LID), Non-life insurance density (NID) were used in measuring insurance
sector development. Inflation rate (INF) was used as a proxy for economic stability and acts as a control
variable. The findings revealed that insurance sector growth anddevelopment positively and significantly
affects economic growth.Using Vector Auto-Regression (VAR) model for testing the Grangercausalities,
the study finds the presence of bothunidirectional and bidirectional causalitybetween development of
insurance sector andeconomic growth. Non-life insurance indicators show a long-run causal relationship
with economic growth whereas there is bidirectional causality (NIP”!GDP, LID”!GDP and NID”!GDP)
between major insurance sector development indicators and GDP in the short run. This suggests that
economic growth and insurance sector development can complement and reinforce each other. The study
accordingly suggests that both insurance companies and policy makers should work together in order to
promote both insurance market development and economic growth. Government should pay attention to
policies that promote the development of insurance sector and create a good environment for insurance
activities in India. The insurance companies should also engage in insurance business that is environment
and customer friendly by formulating insurance policies that can accommodate every sector and segment
of the economy.

Key Words -Life Insurance, Non-life Insurance, Insurance Penetration, Insurance Density, Economic
Stability, Gross Domestic Product, Inflation, Vector Auto Regression, Unit Root, Granger Causality

1. Introduction
Financial development refers to aggregate size of
the financial sector, its sectorial composition, and
a range of attributes of individual sectors that
determine their effectiveness in meeting users’
requirements. The evaluation of financial structure
should cover the roles of the key institutional
players, including the central bank, commercial
and merchant banks, saving institutions,
development financial institutions, insurance
companies, mortgage entities, pension funds, the
stock market, and other financial market
institutions (IMF, 2005; and Zamanet al., 2012).

Most of the financial literature provides wide-
coverage on financial sector development,
particularly with reference to both banks and stock
market development, and its link to economic
growth. However, the inclusion of insurance sector
in growth enhancing process is having low
coverage and has received much less attention than
the banking and equity markets (Guo and Huang,
2013; and Lee et al., 2013).

According to the finance-growth nexus theory,
financial development promotes economic growth
through channels of marginal productivity of
capital, efficiency of channeling savings to
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investment, saving rate and technological
innovation (Levine, 1997). Affecting economic
growth through these channels is realized by
functions of financial intermediaries. Among
financial intermediaries, the insurance companies
play important role, they are the main risk
management tool for companies and individuals.
Through issuing insurance policies, they collect
funds and transfer them to deficit economic units
for financing real investment. The importance of
insurance is growing due to the increasing share
of the insurance sector in the aggregate financial
sector in almost every developing country.

Insurance companies are similar to banks and
capital markets as they serve the needs of business
units and private households in intermediation. The
availability of insurance services is essential for
the stability of the economy and can make the
business participants accept aggravated risks. By
accepting claims, insurance companies also have
to pool premiums and form reserve funds. So,
insurance companies are playing an important role
by enhancing internal cash flow at the assured and
by creating large amount of assets placed on the
capital market.

Theoretical studies and empirical evidence have
shown that countries with better developed
financial system enjoy faster and more stable long-
run growth of which insurance companies
contribute to. Well-developed financial markets
have a significant positive impact on total factor
productivity, which translates into higher longrun
development.

By providing protection, insurance companies
could affect economic growth through the channels
of marginal productivity of capital, technological
innovations and savings rate. Insurance companies
indemnify the ones who suffer a loss and stabilize
the financial position of individuals and firms with
possibility of transfer of different kinds of risks to
insurance companies. Risk adverse economic units
are more induced to buy goods and services,
especially those of higher value. In this way,
insurance sustains demands or consumptions for
goods and services which encourage production

and employment which result in multiplier effect
on economic growth. Again, firms exposed to
various risks of their liability, property, illness and
disability of their employees and life of key
employees, have the possibility of managing those
risks by transfer to insurance companies. This
allow firms to concentrate their attention and
resources on their core business which can lead to
willingness and ability to take real investment
which result in higher rate of economic growth.

Without mechanisms for mutualization, pooling,
and transferring risk which insurance companies
provide, part of the economic activities would not
take place and positive effects on social welfare
would fail. In other words, by creating an
environment of greater security, insurance fosters
investment and innovation or economic growth.
Insurance increases marginal productivity of
capital also in a way that it makes no need for high
liquid contingency funds of firms which results in
more funds available for financing high-return
projects. Without insurance coverage, large
contingency funds would be needed to protect
firms against risk. Increasing availability of funds
could result from kind of insurance products by
which insurance companies provide protection
from credit risk to other financial intermediation.
In that way, financial intermediaries are more
willing to lend funds for financing real investments
which encourage economic growth.

Furthermore, new demographic situation of
prolongation of life expectancy, an increase in
elderly people and a falling birth rate and
expectation of high level of healthcare and
pensions makes big pressure on social security
system and could have negative effect on economic
growth. But, private insurers could give their
contribution in solving the problem of social
security system. They provide protection from the
financial consequence of illness, injuryand
retirement. Thus, products such as life and
healthinsurance, can substitute for government
security programs. The function of providing
insurance coverage could affect economic growth
through saving rate channel in a mixed way. On
one side, insurance protection contributes to
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greater security which makes individuals and firms
less careful. As a consequence, they could lower
their precautionary savings. On the other side, by
offering various life insurance products that
combine risk protection and saving benefits,
insurance companies encourage longterm savings.

The asseveration is that, like banking sector
development and stock market development, the
development of insurance sector is a key to high
economic growth (Louberge, 1998; Enz, 2000;
Darcy and Gorvett, 2004; and Nektarios, 2010).
Development of insurance sector contributes to
economic growth in many channels. However, the
two most prominent channels are (Ward and
Zurbruegg, 2000; Nektarios, 2010; Omoke, 2011;
Houet al., 2012; Pan et al., 2012; Chen et al.,
2012): first, through financial transfers and
indemnification activities, insurance services
foster and enhance economic growth (Ward and
Zurbruegg, 2000); and second, life insurance
products encourage long-term saving and the
reinvestment of substantial funds in public and
private sectors projects (Beck and Webb, 2003),
which is again growth-enhancing.

The main objective of this article is to investigate
the link between the insurance sector development
and economic growth of India and hence to fill a
gap in the current finance-growth nexus. It is
surprising that rigorous and in-depth research of
this kind is not more prominent among research
topics.Therefore, in this study, we like to
investigate the causal relationship between
development of insurance sector and economic
growth. In specific, the investigation is whether
development of insurance sector causes economic
growth or it is merely an outcome of economic
growth.

2. Review of Literature
Brown and Kim (1993) analyzed life
insuranceconsumption per capita for 45 countries
forthe years1980 to 1987 with the multiple
regression model oncross-sectional data on
variouscountry figures, such asincome or inflation
rate: income dependency and
socialsecurityexpenses are positively correlated,

while inflationis negatively correlated and
significant inboth years.

Zhuo (1998) focused on China and conducted a
crossregional study for 1995 and a time-series
analysis forthe period 1986 to 1995. In accordance
with otherfindings, both the cross-egional and the
time seriesanalysis show that GDP per capita and
consumer priceindex(CPI) are significantly
correlated with insuranceconsumption.

Holsboer (1999) concentrated on the changes in
theexternal environment for insurance companies
in Europein the period under review. He argued
that the change ofimportance of insurance services
in the economy isdependent on the growing
amount of assets and theincreasing competition
in the financial sector. He built thefollowing model
which is based onAaron (1966): interestrate (R),
growth of the working population (N),
theeconomic growthrate (G), superior benefits of
the payas-you-go pension system if R< N+G,
superior benefitsofthe funded pension system if
R>N+G, and both pensionsystem providing equal
benefits ifR=N+G. As populationaging and the
move from pay-as-you-go (PAYG) systemto
privatelyfunded schemes favours the growth of
theinsurance industry and facilitated capital
marketdevelopment with increasing supply of
long-term savings,Holsboer (1999) saw
theinteraction between theinsurance and economic
growth as bi-directional.

Zurbruegg (2000) examines the short and long-
rundynamic relationships between economic
growth andgrowth in the insurance industry for
nine OECD countries.

This was achieved by conducting a co-
integrationanalysis on a unique set of annual data
for real GDP andtotal real premiums issued in each
country from 1961 to

1996. Causality tests were also conducted,
whichaccount for long-run trends within the
data.The resultsfrom the tests suggest that in some
countries, theinsurance industry Grangercause
economic growth andin other countries, the reverse
is the case. Moreover, theresultindicates that the
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relationships are country specificand any
discussion of whether theinsurance industrydoes
not promote economic growth will be dependent
ona number ofnational circumstances.

Beck and Webb (2002) applied a cross-country
andtime series analysis for the relationbetween
lifeinsurance penetration, density, and percentage
in privatesavings and GDP as thedependent
variables, realinterest rate, inflation volatility and
others as theexplanatoryvariables. Strong evidence
was found forGDP, oil dependency ratio, inflation
and bankingsectordevelopment. Inflation, real
interest rate, secondaryenrolment and private
savingswere found to besignificant. The cross
country analysis shows a negativecoefficient for
acountry being of Islamic origin and
addsinstitutional development to the
indicatorsconnectedpositively to insurance
demand.

Webb et al. (2005) analyzed the effect of banking
andinsurance on the growth of capital andoutput
based oncross-country data of 55 countries for the
period from1980 to 1996. Theinsurance variable
is measured byaverage insurance penetration
(insurance premiumrelativeto GDP) of life and
non-life insurancerespectively. At the first stage
of ordinary least square(OLS) estimation,
assuming exogenous financialvariables indicate
positive effect of bankingdevelopmenton
economic growth, while insurance variables do
notenter significantly. Theresults of simultaneous
equations,assuming endogenous relationship
between financialactivity and economic growth,
show that higher levels ofbanking and life
insurancepenetration predict higherrates of
economic growth.

Kugler and Ofoghi (2005) examined the long-
runrelationship between insurance market
sizeandeconomic growth in United Kingdom for
the period from1966 to 2003 for long-
terminsurance, and for the periodfrom 1971 to
2003 for general insurance (from 1991 to1997
formarine-aviation, transport insurance
andreinsurance). The study used disaggregated
data forthemeasure of market size. That is, net

written premium foreach market in
insuranceindustry in the UK is used as ameasure
of market size for that market. Causality
testsshowthat there is a long-run causality from
growth ininsurance market size to economic
growthfor eight (8)out of nine (9) insurance
markets. Using Johansen’s cointegration test, the
resultshows a long-run relationshipbetween
development in insurance market size
andeconomicgrowth for all components of
insurance market.

Adams et al. (2005) examined the
dynamicsandhistorical relation between banking,
insurance andeconomic growth in Sweden in
theperiod from 1830 to1998. Insurance
development is measured by annualaggregate
(non-lifeand life) insurance premiums. Theyused
time series data and econometric tests
ofcointegration and granger causality. The results
show thatthe development of banking, butnot
insurance, precededeconomic growth duringthe
nineteenth century, while itwas reversed in the
twentieth century. Insurancedevelopmentappears
to be driven more by the pace ofgrowth in the
economy rather than
leadingeconomicdevelopment over the entire
period of analysis.

Arena (2008) worked on the empirical study and
causalrelationship between insurancemarket
activity andeconomic growth which include 56
countries (bothdeveloped anddeveloping ones) in
the period from 1976to 2004. Insurance premiums
are used as proxies oftotallife and non-life
insurance activities separately. As anestimation
method, the authorused the generalizedmethod of
moment for dynamic models of panel data.The
result showsa positive and significant effect of
total,life and non-life insurance market activity
oneconomicgrowth. The author also examined the
possibility of nonlinear effect of life andnon-life
insurance variables oneconomic growth, but the
results did not show thenonlinearity in the
relationship.

Wadlamannati (2008) examined the effects
ofinsurance growth and reforms along with
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otherrelevantcontrol variables on economic
development in India in theperiod from 1980 to
2006.Growth of insurancepenetration (life, non-
life and total) is used as proxies ofinsurancesector
growth. The author applied ordinaryleast square
(OLS), co-integration analysis anderrorcorrection
models (ECM). The study confirms
positivecontribution on insurance sectorto
economicdevelopment and a long-run equilibrium
relationshipbetween the variables.While the
reforms in the insurancesector do not affect
economic activity, their growth haspositive impact
on economic development.

Marijuana et al. (2009) empirically examined
therelationship between insurance
sectordevelopment andeconomic growth in 10
transition European Unionmember countries in
theperiod from 1992 to 2007. Three different
insurance variables were used; life, non-life and
total insurance and other control variables like
education, openness, inflation, investment, bank
credit, stock capitalization. According to their
findings, insurance sector development positively
and significantly affects economic growth. The
results are confirmed in terms of life and non-life
insurance, as well as total insurance.

In analogy to financial sectors like banking sector
development and stock market development (Blum
et al., 2002), the link between development of
insurance sector and economic growth can be
classified in terms of causality with respect to four
possible hypotheses (Lee and Chiu, 2012; Lee et
al., 2013; and Chang et al., 2014).

The first strand is the Supply-Leading Hypothesis
(SLH) which contends that development of
insurance sector is a necessary pre-condition to
economic growth. Here, the causality runs from
development of insurance sector to economic
growth. The proponents of this hypothesis
maintain that development of insurance sector may
induce higher economic growth by facilitating
savings in the form of financial assets and thereby
spawning capital formation and hence, promoting
economic growth. The studies support this
hypothesis are Ward and Zurbruegg (2000), Kugler
and Ofoghi (2005), Webb et al. (2005), Haiss and

Sumegi (2008), Adams et al. (2009), Lee (2011),
Guochen and Wei (2012), and Lee et al. (2013).

A second strand is the Demand-Following
Hypothesis (DFH) which suggests that causality
runs instead from economic growth to
development of insurance sector. Supporters of the
demand-following hypothesis suggest that
development of insurance sector plays only a
minor role in economic growth and that is merely
an outcome of economic growth in the real side of
the economy. The idea is that as an economy
grows, additional insurance coverage may emerge
in the market in response to higher demand for
financial services. The studies support this
hypothesis are Beenstocket al. (1986), Catalan et
al. (2000), Ward and Zurbruegg (2000), Beck and
Webb (2003), Kugler and Ofoghi (2005), and
Guochen and Wei (2012).

The third strand is the Feedback Hypothesis (FBH)
which suggests that economic growth and
development of insurance sector can complement
and reinforce each other, making development of
insurance sector and real economic growth
mutually causal. The argument in favor of the
bidirectional causality is that development of
insurance sector is indispensable to economic
growth and economic growth inevitably requires
a developed insurance market. The studies support
this hypothesis are Beck and Webb (2003), Kugler
and Ofoghi (2005), and Guochen and Wei (2012).

The fourth strand is the Neutrality Hypothesis
(NLH) which suggests that development of
insurance sector and economic growth are
independent to each other. The proponents of this
hypothesis maintain that development of insurance
sector has no role towards economic growth. That
means they are independent to each other and
follows the support of Lucas (1988) neutrality
hypothesis of finance (Akinlo, 2013; and Pradhan
et al., 2013). The only study support this
hypothesis is Guochen and Wei (2012).

3. Data and Methodology
Granger causality analysis is the appropriate
technique to investigate the long-run relationship
between development of insurance sector and
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economic growth. In this context, the Granger
causality consists of three steps: First, unit root
test for the series are undertaken. Second, if they
are integrated at order one I (1), the series is
detrended. Third, VAR is applied to examine
theGranger causality in the short and long run.

The study used the following variables to
investigate the long-run relationship between
development of insurance sector and economic

growth: growth rate of realper capita
income(GDP), Life Insurance Penetration (LIP),
Non-Lifeinsurance Penetration (NIP), Life
Insurance Density (LID), Non-life Insurance
Density (NID). GDP deflator is used as a proxy
for Inflation (INF) to control for macroeconomic
stability.The variablesare defined in Table-3.1 and
the summary statistics of the variables are
presented inTable 3.2.
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The annual secondary data ranging from 2001 to
2015 wereobtained from the Insurance Regulatory
and Development Authority of India
(IRDA),WorldDevelopment Indicators of the

World Bank and Sigma EconomicResearch &
Consulting,Switzerland.

The Granger causality test is a statistical
hypothesis test for determining whether one time
series is useful in forecasting another, first
proposed by Granger, C. W. J. (1969). A time
series X is said to Granger-cause Y if it can be
shown, usually through a series of t-tests and F-
tests on lagged values of X (and with lagged values
of Y also included), that those X values
provide statistically significant information about
future values of Y. We say that a variable X that
evolves over time Granger-causes another
evolving variable Y if predictions of the value of Y
based on its own past values and on the past values
of X are better than predictions of Y based only on
its own past values.

Granger defined the causality relationship based
on two principles:

1. The cause happens prior to its effect.

2. The cause has unique information about
the future values of its effect.

Given these two assumptions about causality,
Granger proposed to test the following hypothesis
for identification of a causal effect
of {\displaystyle X} X on Y.

1
t i t i t

i
Z AZα ε−

∞

=
= + ∑ + (i)

Based on the same, the study used the following
model to detect the long-run and short-run
causalrelationship between the economic growth
and insurance sectordevelopment.

11 11 12 13 14 15 16 1

1 1 1 1 1 1

t j t j t j t j t j t j t j t t

P P P P P P

j j j j j j

GDP GDP LIP NIP LID NID INFα β β β β β β ε− − − − − −

= = = = = =

= + + + + + + +∑ ∑ ∑ ∑ ∑ ∑
ii)
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The parametersb
ij
representthe long-run elasticity

estimates of GDP with respect to LIP, NIP, LID,
NID and INF. The task was to estimatethe
parameters in Equation (ii) and conductpanel tests
on the causal nexus betweenthevariables. It is
postulated thatb

ij
>0, whichsuggests that an

increase inthe development of insurance sector
(LIP/NIP/LID/NID) and economic stability (INF)
will likely cause anincrease in per capitaeconomic
growth (GDP).

Furthermore, the Granger causality test is applied
to know the direction of
causalitybetweeneconomic growth and insurance
sector development. We use traditionalGC model
(Granger,1988) and panel VAR model (Holtz-
Eakinet al., 1988; andArellano and Bond, 1991)
isused for the analysis.

The traditional Augmented Dickey Fuller (ADF;
Dickey and Fuller, 1981) unitroot is usedfor the
analysis and found that all the variables (GDP, LIP,

NIP, NIP, NID, INF) arenon-stationary and are
detrended by using Hodrick-Prescott algorithm.
The detrendedvariables are considered for the
study.

Hodrick-Prescott (HP) algorithm is a two sided
linear filter that computes the smoothed series S
of y by minimizing the variance of y around S,
subject to a penalty that constrains the second
difference of S. Specifically, The HP filter chooses
S

t
 to minimize:

1
2 2

1 1

1 2

) [( ) ( )]
T T

t t t t t t

t t

y S S S S Sλ
−

+ −

= =

− + − − −∑ ∑

The penalty parameter, ë, controls the smoothness
of the series S

t
. The study uses EViews which by

default set ë=100 for annual observations. The
larger the ë, the smoother is the S

t
.The motivation

for detrending is to extract a stationary time-series,
not to predict the trend.

4. Empirical Results
The Granger causality tests are used to examine
the causal nexus between economic growth (GDP)
and insurance sector development. Insurance
sector development is represented here by four
insurance sector indicatorssuch as LIP, NIP, LID
and NID. GDP deflator (INF) is a proxy to control
for macroeconomic stability. The explanation of

these variables is availablein Table 3.1. A necessary
step for Granger causality test is to check for the
stationarity of the timeseries. Using ADF unit root
test for each variable, we reject the null hypothesis
of unit rootat the firstdifference but not for the
levels (see Table-3.3). This indicates that all the
variables representing economic growth, insurance
sector developmentand macroeconomicstability
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are non-stationary at the level data but are
stationary at the first difference. This suggeststhat
both development of insurance sector and
economic growth are integrated of order one [i.e.
I (1)]. Hence all the series are detrendedby using
Hodrick-Prescott algorithm.

The nextstep is to determine the direction of
causality between development of insurancesector
and economic growth. The variables of interest
are LIP/NIP/LID/NID for insurance sector
development and GDP for the economic growth.
Using Granger causality test, the estimated results
for these variables arereportedin Tables-4.1 and
4.2.

Table-4.1 reports the presence of long-run
equilibrium relationship, while Table-4.2
reportsthe short-run causal links between the two
sets of variables. The analysis isbased on
theindividual indicators of development of
insurance sector and economicgrowth. Coming
tolong-run equilibrium relationship, we find the
presence in two cases while studyingGranger
causality from development of insurance sector
(NIP/NID) toeconomic growth (GDP).

However,we find the presence of longrun
equilibrium relationship from economic
growth(GDP) to development of insurance sector
viz., LIP/NIP/LID.

On the contrary,we have divergence experience
in the context of short-run Granger
causality.Theresults of this section are presented
as follows.
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5. Conclusion
There is a unidirectional causality (LIP’!GDP)
indicating that the development ofinsurancesector
causes economic growth.There isbidirectional
causality (NIP”!GDP, LID”!GDP and NID”!GDP)
between major insurance sector development
indicators and GDP. This suggests that
economicgrowth and insurance sector
development can complementand reinforce
eachother, making development of insurance
sector and real economic
growthmutuallycausal.That is the situation where
both are self-reinforcing and subjectto the support
of feedbackhypothesis of finance-growth nexus.

The study accordingly suggests that in order to
promote economic growth, attentionmust bepaid
to policies that promote the development of
insurance sector. This, inturn, requiresefficient
allocation of financial resources combined with
sound regulationof insurance sector.Furthermore,
an establishment of a well-developed financial
system, includingthe wellfunctioning of financial
institutions, particularly with reference to
insurance sectorcanfacilitate further investment

and easier means of raising capital to support
theeconomicactivities in the economy. Given the
possibility of reverse causality or bidirectional
causalityfor some occasions, policies that increase
economic growth (suchas actions to
fuelinvestment) would be desirable to bring the
development of insurancesector. Therefore, whatis
suggestive is that both insurance companies and
policy makersshould work together inorder to
promote both insurance market development
andeconomic growth (Adams et al., 2009; and
Teresa and Garcia, 2012).Both legal and regulatory
environment does matter forthe development of
insurancemarket (Ward and Zurbruegg,2000;
Chang and Lee, 2012; Dragosand Dragos, 2013).
Micro-insurance that is environment friendly,
meaningful, relevant and affordable fordifferent
people should be designed so that insurance will
take its rightful place andgenerate funds for
economic development.Therefore, government
should payserious attention to bring thesestable
environments in order to promote the link
betweendevelopment of insurancesector and the
economic growth.
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ABSTRACT:

Insurance can have various effects on society through the way that it changes who bears the cost of
losses and damage.  Now a day insurance industries in India have taken a giant shape after privatization
of insurance industry. The government of India has notified the foreign direct investment in insurance to
the extent of 49% on 21st February 2015. Life Insurance Corporation of India is one of the most significant
public sector which plays excellent job in selling its products. Last few years it is facing tremendous
competition as many private players have emerged. Rakesh H.M &Shilpa R (2015) considered a study
of financial performance of LIC of India in their paper. We extended their study up to latest period means
2015-16. We also tried to fit Growth curve model to the data and give the future prediction for last ten
years.

Keywords: LIC, Growth Curve Model, Prediction, SPSS.

Introduction:
Insurance is an equitable transfer of the risk of a
loss, from one entity to another in exchange for
payment. The insured receives a contract called
the insurance policy, which details the conditions
and circumstances under which the insured will
be financially compensated. The amount of money
to be charged for a certain amount of insurance
coverage is called the premium. Insurance can
have various effects on society through the way
that it changes who bears the cost of losses and
damage.

Insurance is a protection against natural calamities
was first conceived by the adventurous travelers
of the sea, who carried goods of the value to
faraway places, braving all the perils of the sea in
anticipation of handsome profits in the trade. The
system of sharing of such losses of a few amongst
all members engaged in the trade, by way of
insurance, saved many families from utter ruin and
further encouraged the application of the principle
of security through insurance to other hazards. Life

assurance is meant to provide financial assistance
to the dependents of the life assured in the events
of his death. Earliest form of life Assurance was a
lump sum payment at the time of death of person
whose life was insured. The amount of payment
used to be fixed arbitrarily depending on the
resources of the organization. This type of benefit
payable at the time of death is “Whole Life
Assurance” as the full life time of the assured
should be over before the benefit of assurance can
be had.

This system of Whole Life Assurance did not meet
all the needs of the insuring public. People wanted
to enjoy the benefits of insurance during their life
time generally after they had retired from gainful
occupation, at the same time, securing protection
for their dependents in the event of their
unfortunate death before the expire of endowment
term selected by them. This desire brought
Endowment Assurance into vogue wherein,
assurance is for a fixed period, the sum assured
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being payable either on death before the expiry of
the fixed period or on surviving the period selected.

If sometimes happens that lump sum assurance
benefit made to a dependent wife and/or son is
spent away sooner than it was expected to last,
due to ignorance and wrong advice. In such cases
the dependents will soon be reduced to very
embarrassing financial position. And the purpose
for which the life assured had made such a
provision will not be served.  The same thing may
happen to the life assured also, after he has
received the benefit in his life time, having
survived the period selected under the Endowment
Assurance Plan. To provide again such a
contingency, benefit in the form of periodicals
(monthly, quarterly, half-yearly or yearly)
payments can be arranged. These periodical
payments

(1) May continue during the life time of the
person concerned or

(2) May be paid definitely for a certain period
and if the person insured is still alive, then
the payments may be continued during his/
her life time or

(3) May be paid definitely for a certain period
only, say five or ten years.

The above arrangement can be made for both types
of assurance, namely, Whole Life and Endowment
Assurances.

No benefit can be secured without paying for it.
When a person is desirous of having protection
for his family in case of his death, he has to pay
for it. Similarly if he wants to make provision for
his old age by means of an Endowment Assurance
Policy, he has to pay for it. Mode of payment of
the cost can be always arranged according to the
convenience of the person seeking the benefit. He
may pay the cost of the benefit straightway in
which case it is called a single premium. The cost
of benefit can be paid in equal yearly installments
for life it is a benefit payable at the time of death.
These installments are called annual Premiums.
On the other hand it can be paid in equal annual
installments over a selected period or till the death
of the life assured if earlier.

Life Insurance Corporation of India was
established on 1st September 1956 to spread the
message of life insurance in the country and
mobilize people’s saving for nation – building
activities. LIC’s slogan is sanskrit “yogakshemam
vahamyaham” which translates in English as “Your
welfare is our responsibility”. This is derived from
the Ancient Hindu text, the Bhagavad Gita’s 9th
Chapter, 22nd verse. The slogan can be seen in
the logo, written in Devanagiri script. For almost
four decades LIC has been sole player with virtual
monopoly in the life insurance sector.

The setting up of the Insurance Regulatory and
Development Authority (IRDA) was a clear signal
of the end of the monopoly in the insurance sector.
It has become imperative for LIC to face the
competition posed by the entry of new private
players. If under this pressure, Life Insurance
Corporation of India improves its performance, the
whole economy will be benefited. The insurance
industry has undergone a drastic change since
liberalization, privatization and globalization of
the Indian economy in general and the insurance
sector in particular.

Objectives of the Study:
Below mentioned are some of the objectives of
the study.

1. To understand the importance of Life
Insurance in human life.

2. To know the working of LIC (Life Insurance
Corporation).

3. To identify major attributes for the success
of plans.

4. To evaluate the operating efficiency of LIC
of India.

5. To measure the performance of LIC of India.

6. To evaluate the growth of LIC during the
period of the study.

7. Predict future values using growth curve
model.
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Literature Review:
The literature on life insurance industry in India
includes books, compendia, theses, dissertations,
study reports and articles published by
academicians and researchers in different
periodicals.  The literature which we refer is
presented below:

Rakesh H M and Shilpa R (2015) discussed the
financial and operating performance of LIC with
a rationale of knowing the source of income and
other expenses of LIC. Their period of study was
9 years from 2005-06 to 2013-14. Sonal Nena
(2013) studied the growth and performance of
LIC and to analyze the major source of income
of the sample units as well as the significant
heads of expenses of LIC to measure the
performance during the period under the study.
Chandarana and Harish M (2008), in their study,
“Performance Evaluation of LIC of India” have
made a study from 1996-97 to 2005-06. They have
observed that the percentage of total outgo to total
income was less than 50%, total assets have
increased six times in the study period. The study
has suggested that LIC has to cut the management
expenses, invest more in infrastructure and need
to emphasize in international markets.

Dr. Ravi N Kadam (2012), “LIC of India: A Giant
in India’s Insurance Sector” has made a study on
importance of insurance in risk management,
performance and competitors for LIC. The
researcher has identified the 23 competitors for
LIC. The study was done for a period of 5 years
from 2005 to 2010. The life insurance business
was measured on the basis of gross premium
income and net premium income. Prachi Agnihotri,
in her study, “The impact of Privatization on the
LIC of India” has thrown a light on performance
of LIC of India in a competitive position. The
article contained post privatization period,
competitive environment, major attributes for
success of plans and performance of LIC. The

descriptive study was conducted on the negative
and positive aspects of LIC by considering the
views of experts. The study period was 5 years
from 2008-09 to 2012-13. Ratios were used to
analyze the performance of LIC. It was concluded
saying that overall performance evaluation of LIC
of India is consistent and suggested to have more
service standards to maintain market value of
products. Dr. K Ramanathan (2014), “A Study on
the Cost Control Efficiency of LIC of India” in
his article has evaluated the cost control efficiency
of LIC during the period 2002 to 2012 for 10 years.
The analysis revealed that in first two years of the
study LIC didn t reduce the expenses it has been
made clear from the covariance that income and
expenses were insignificant throughout the study
period. The study also calculated the cost
efficiency score of LIC of India using Data
Envelope Analysis and in all the years LIC had
scored the highest rank and maintained consistency
compared to private insurance companies.

Research Methodology:
The Insurance industry now a day has so many
Life Insurance institutions in India; we have
selected LIC of India as a sample. The present
study covers secondary data. Data and information
have been extracted from Annual Reports LIC of
India. We considered 11 years data regarding Profit
& Loss Account of the sampled unit. It is also
supported by various published journals, literatures
of the LIC. Life Insurance Corporation (LIC) is
doing business of Insurance in India since 1961.
By providing insurance, as such it tries to secure
the human life value and there by adds further
security to the person having insurance policy. As
mentioned earlier that as per the type and nature
of the data available we have analyzed major five
components of the expenses of the sampled unit.
All Expenses are analyzed through statistical
measures. Further Descriptive Analysis has been
carried out.
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The following table shows the major five variables which are taken for the analysis

Table-1: Components of Expenses.

As per data shown in above table the base year
2005-06 is taken as 100. As compare to this base
year Expenses of all other years are showing
increasing trend. We can observe that all
components of the expenses are increasing, but

the increase in the operating expenses are much
higher than any other component/variable.
Following table shows the descriptive statistics by
taking base year as 2005-06.

Table-2: Descriptive Statistics.
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The above table reveals that as year by year
expenses are increasing, its standard error is also
getting increased. It would result into increase in
variances. As operating expenses are increased at
a higher rate its standard error also gets increases
faster and its variance (38476.36) is also very high
as compared to all other variables.

Curve Estimation:
We can observe from the analysis using SPSS-20
for Total claims, Commission, Expenses,
Shareholders’ investment and policy holder
investments fitting of growth curve model is the
best  for all the variables among different curves
like linear, logarithmic, Inverse ,quadratic,
compound, cubic, power ,S, Exponential and
Logistic. We tried to fit all possible curves and

notice that the graph of Growth curve model is
coincide to the observed fit for all the study
variables as well as the value of R is greater than
0.99 for all variables under study – which shows
appropriate choice of growth curve model as R
Square statistic is a better measure of the strength
of relationship. The following table summarize the
results of the F test of model fit. Now, to fulfil our
objective of testing whether there is a significant
difference in expenses during the study period, we
consider the following hypothesis.

Ho: There is no significant difference in expenses
of sampled unit during the period of the study.

H1: There is significant difference in expenses of
sampled unit during the period of the study.

Table-3:  ANOVA table for different variables.

The regression sum of squares is considerably
larger than the residual sum of squares, which
indicates that most of the variation in the study
variables are explained by the corresponding
growth model. The significance value of the F
statistic is less than 0.05 for all variables models,
which means that the variation explained by each
model is not due to chance. Further since the sig.
P-values’ are less than 0.05 for all variables, we
can reject the null hypothesis, or in other words

we accept the alternate hypothesis- ‘There is
significant difference in expenses of sampled unit
during the period of the study’. The growth curve
equations for the variables, the predicted future
values up to 2025-26 and the graph of fitted growth
curve model with equations are given below.
Further we observed that residuals of the study
variables do not show a pattern, thus the growth
model is acceptable in the sense the residuals are
independent of the fit values.
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Table-4:  Growth curve equations for different variables.
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CONCLUSION:
LIC has been successfully able to create value for
its policyholders. The performance evaluation
shows consistent increase in its business. During
the period of the study there is no major change in
the performance of the LIC. So it clarifies that the
performance is unchanged and LIC has maintained
the market value of their products. After
introduction of IRDA (Insurance Regulatory &
Development Authority), LIC has become more
conscious for their products. As private players
are coming up now a day, competition is increasing

and LIC has made efforts to continue its business.
Apart from this, LIC need to control the investment
level. As above table also reflects that the
investment (Policy holders’) has this second
highest variance, so investment (policyholders’)
also need to reduce. We have evaluated the various
components of expenses with scientific
methodology to justify the performance; so to
conclude, LIC is doing good job, managing the
products, and related marketing strategies
effectively. But as per analysed data we can say
that LIC need to control the Operating Expenses,
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to not affect its income. LIC is pioneer institute in
Indian economy; so after IRDA and privatization
of insurance sector, the way of achieving the
effective result is not smooth task, but LIC has to
work. “The woods are lovely dark and deep, but
LIC has to keep promises and miles to go before it
sleeps”.
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ABSTRACT

General insurance is a practical option for every person who would like to live a risk-free life.  Risk is
associated with everything and so, it is important to secure all the things that we own and that security
is provided by insurance.  General insurance covers insurance policies like fire, marine, motor,
engineering, aviation, burglary, theft, personal insurances like health and accident etc. like professional
indemnity insurance is also covered under this category.  The fact that the importance of general insurance
has increased now-a-days because of the reason that comes is the peace of mind provided by insurance
companies against any risk or mishap.

The New India Assurance Company Limited is one of the leading general insurance companies in Public
Sector.  In this paper an attempt has been made to measure the financial performance of the company by
making an analysis of Gross Direct Premium, Net Premium, Operating Expenses, Operating Profit, Net
Earnings and EPS which are the major indicators of the performance of the company and the conclusions
are drawn based on the study period of six years i.e. from 2010-11 to 2015-16.

Keywords: Gross Direct Premium, Net Premium, Operating Expenses, Net Earnings and EPS.

I.INTRODUCTION
New India Assurance Co Ltd, today, is a 100
% Govt. owned multinational general insurance
company operating in 28 countries and
headquartered at Mumbai, India.

It was incorporated on July 23rd, 1919 Founded
by the House of Tata Founder member - Sir Dorabji
Tata and nationalised in 1973 with merger of
Indian companies.The global business
crossed Rs.18371 Cr. .It has been a market leader
in India in non-life business for more than 40 years.
The Indian business touched Rs 15149.50 Cr in
2014-15. It was the only direct insurer in India
rated A-(Excellent – Stable outlook) by AM Best.
“CRISIL has reaffirmed its ‘ AAA/STABLE ’
rating on the New India Assurance Company
Limited indicating that the company has the
highest degree of financial strength to honour its
Policyholders obligations”.

II. OBJECTIVES
The main objectives of the present study are as
follows:

1. To exhibit an overview of the present
scenario of the New India Assurance
Company Limited.

2. To identify the premium growth rate in
various classes of the insurance of the
company in India and abroad.

3. To examine the efficiency in claim
settlement and also the profitability of the
company.

4. To study the earning capacity of the
company.

5. To offer conclusions based on the study.
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III. RESEARCH METHODOLOGY

A) SOURCES OF DATA
The present study is based on the secondary data
and it includes the data collected from earlier
studies/reports on New India Assurance Company,
data from the Annual Reports of the Company and
information collected from text books, journals,
periodicals, news papers and websites of insurance
companies.

B) METHODOLOGY
Financial data which has been collected from
secondary sources are classified, tabulated and
interpreted.  The analysis of the data has been made
for the period of six years i.e. from 2010-11 to
2015-16 with the help of certain statistical and
mathematical techniques such as Averages, Rates,
Percentages, Ratio Analysis and Trend Analysis.

IV. PRESENT POSITION OF THE
COMPANY

Ø Gross premium (in India) of Rs.15149.50
Cr.in the year 2015-16 as against Rs. 13209
Cr. in the year 2014-15.

Ø Assets Rs.62880 Cr. as on 31st March
2016.

Ø Network of Offices-31 Regional Offices,
6 Large Corporate Offices, 448 Divisional
Offices, 583 Branches, 27 Direct Agent
Branches and 1041 Micro Offices.

Ø Rank No. 1 in the Indian market.

Ø Largest Non-Life insurer in Afro-Asia
excluding Japan.

Ø First Indian Non-life Company to reach Rs.
18371 Cr. gross premium.

Ø Global Re-insurance facilities.

Ø Over-seas presence in countries like Japan,
U.K, Middle East, Fiji and Australia.

V. INDIAN OPERATIONS
It has been leading the market, apart from
premium, in reserves & net worth for many years.
In 2014-15, it has recorded the highest profit in
India among all general insurers. The Indian

operations, today span across all territories
through 2097 offices, including more than 1041
micro offices. It has 19,000 employees and
around 50,000 tied agents providing insurance
services to the customers. It has over 170 products
catering to almost all segments of general
insurance business. It has provided cover to
Petrochemical, oil & energy industries, power &
steel plants, aviation fleets, satellites, large projects
& infrastructures, SMEs and are present in all
forms of commercial sector. The retail business is
offered through commercial & personal lines of
business and also hasa range of products in rural,
social sector & micro insurance segments. It
operates through many B2B avenues including
bancassurance, motor vehicle manufacturers and
dealers, MFI & NGOs, Common Service Centers
& through affinity programmes with corporates
& brokers. It also has significant participation in
government run mass insurance schemes.

New India Assurance is on a robust core insurance
platform, with a central data base and has an
integrated grievance management system
synchronized with that of the regulator. The
Customer Care department is positioned at all
Regional offices. It offers multiple options for the
customers to renew the policies and have put in
place SMS & E Mail alerts and information at
various trigger points. The Indian operations have
earned many awards & recognitions in 2014-15.

VI. FOREIGN OPERATIONS
The Company’s foreign operations have
commenced decades back and today it operates
in 28 countries through subsidiaries, agency
operations, direct branches and associate
companies. In addition, New India has also equity
participation in Insurance companies in Singapore,
Kenya, Saudi Arabia & Jordan. London Branch
has been in operations for past 95 years and has a
desk at Lloyds and operations in many countries
like Japan, Mauritius etc are more than 50 years
old. They have a subsidiary company in Trinidad
& Tobago, New India Assurance Co Ltd, Port of
Spain and another in Nigeria, Prestige Assurance
Plc, based out of Lagos. We have equity
participation in Kenindia Assurance Co Ltd,
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Nairobi, WAFA Insurance (SICCI) in Saudi Arabia,
India International Insurance Pte. Ltd in Singapore
and Asian Reinsurance Corporation, Bangkok.

VII. LATEST ACHIEVEMENTS

Ø NIA is awarded Golden Peacock Awards-
2016 for Innovative/Service.

Ø New India Assurance was selected as the
General Insurance Company of the year in
the 6th Fintelekt India Insurance Awards
at a ceremony held at Lalit Sahar, at
Mumbai on 26th June 2015. Mr. G
Srinivasan, Chairman cum Managing
Director, received the award from Mr
Chandrasekharan, Secretary General,
General Insurance Council of India, Shri.
S B Mathur (former Chairman of LIC of
India) and Mr Shirish Pathak, CEO of
Fintelekt.

Ø It was also selected as the best in
Commercial Business and also more
importantly in Claims settlement among
all major Non life insurers. The Jury of the
award consisted of eminent person from

Industry and the Companies were
compared on very strict data based
examination.” Mr Sanath Kumar, Director
& General Manager received the awards
for Commercial business and Claim
management category.

VIII. DATA ANALYSIS

A) GROSS DIRECT PREMIUM:
One of the important measures to know about the
performance of business operations of the general
insurance company is the Gross Direct Premium.
Premium means the price of insurance protection
for a specified risk for a specified period of time.
This is the major source of income to the insurance
company.  The analysis of the class-wise gross
direct premium viz. Fire Insurance, Marine
Insurance and Miscellaneous Insurance will be
helpful to understand the growth and extension in
business operations of the various classes of the
New India Assurance Company Limited.
Miscellaneous class include Motor, Personal
accident, Aviation, Engineering, Health, Liability,
Others.  The increasing trend denotes the growth
in operations.

The above data presented in Table-1 is related to
the trend of the Gross Direct Premium through
various classes of insurance and the trend in the
Total Gross Direct Premium of the New India
Assurance Company Limited. The analysis
exhibits that all the classes of insurance have an
increasing trend in the premium as they are
increased from 100% to 188.23%, 100% to
111.24% and 100% to 232.09% in Fire Insurance,

Marine Insurance and Miscellaneous Insurance
respectively during the study period i.e. from 2010-
11 to 2015-16.  The trend analysis shows an
increasing trend in the Total Gross Direct Premium
also as it is increased from 100% in 2010-11 to
215.95% by the year 2015-16.  The increasing
trend signifies the ability of the company in
improving the business operations. The analysis
also denotes that the major portion of the premium
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is collected from the fire and miscellaneous
insurance classes.

A)  GROSS DIRECT PREMIUM (INDIA AND
OUTSIDE INDIA):

The analysis of the growth in gross direct premium
of the company represents the growth in the gross

premium in India and outside India.  The
percentage is calculated by dividing the difference
between the premium of the current year and
previous year with the premium of the previous
year.  It will also be helpful to understand the
position of the Company in India and foreign
countries to the business.

Table-2 furnishes the information regarding the
growth rate of Gross Direct Premium (GDP) in
India and outside India.  In India the percentage
has increased from 17.45 in the year 2010-11 to
20.37 by the year 2011-12 which shows highest
growth rate, but thereby decreased to 14.69
percentages by the year 2015-16.  The company
has a good growth of GDP in India from 7097.14
crores in 2010-11 to 15149.51 crores by the year
2015-16.  The company continues to be the market
leader in India and is scaling to new heights.  Both
India and foreign offices also have performed very
well during the study period as the percentage
increased from 6.79 (1128.37 crores) in 2010-11
to 35.68 (1531.01 crores) in the year 2011-12 as
highest during the period. It has a growth rate of
15.10% (2613.80 crores) by the year 2015-16.  At

the global level it has presented a growth rate of
15.87% (8225.51 crores) in the year 2010-11 to
14.75% (17763.31 crores) by the year 2015-16.
By this, it can be observed that a moderate growth
has been achieved by all the regions of the
company.

C) NET PREMIUM:
Another measure of performance of the insurance
company is the Net Premium received by the
company.  Net premium is the amount of premium
minus the agent’s commission and also the
premium necessary to cover only anticipated losses
before loading to cover other expenses.  The class-
wise Trend Analysis of the net premium will
provide an idea about the status of the growth rate
of net premium of each class and of total net
premium.
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The analysis of the table-3 gives the picture of the
trend in the net premium of the various classes of
insurance during the period of the year 2010-11 to
2015-16.  The trend was increased from 100% to
161.02% in Fire, 100% to 136.81% in Marine and
from 100% to 221.24% in Miscellaneous
Insurance.  The Total Net Premium has also shown
an increase from 100% in 2010-11 to 221.24% in
2015-16 due to on account of expansion of
services, introduction of new policies and schemes
and opening of new branches etc.  This is also an
indicator of the good growth in the net premium
received.

D) NET PREMIUM (INDIA AND OUTSIDE
INDIA):
The analysis of the net premium in India and
Outside India will be helpful to know about the
growth of the net premium to the Gross Premium
in India and abroad.  The ratio is calculated by
dividing the net premium with the gross premium
of that year.  The ratio will also be helpful to
understand the net retentions of the premium,
means higher the ratio higher will be the retention
and vice versa.

It is to be observed through the analysis of the
table-4 that the ratio of the net premium in India
was increased from 80.57% in 2010-11 to 86.87%
in 2015-16.  The ratio was fluctuating in abroad
as it was decreased from 130.66% in 2010-11 to
115.71% in 2014-15 and then increased to
115.75% by the year 2015-16.  At the global level
the ratio was increased from 87.44% in 2010-11
to 89.58% by the year 2015-16.  It denotes that
the net retention ratio was almost same during the
study period.

E)  NET INCURRED CLAIMS:
Claim is a demand made by the insured or the
insured’s beneficiary for payment of the benefits
as provided by the policy.  The ratio is calculated
by dividing the incurred claims with the earned
premium.  It refers to the portion of earned
premium that has been paid as claim.  The amount
of the premium that has been paid for in advance
that has been “earned” by virtue of the fact that
time has passed without claim. The increasing
trend shows the higher incurred claims and the
improvement in services provided to the customers
and vice versa.
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The data pertaining to the net incurred claims are
presented in the table-5.  The net incurred claims
ratio was fluctuating over the period.  Ultimately
it was decreased from 100.80% in 2010-11 to
87.84% in 2015-16.  High incurred ratio was
registered in the year 2010-11 as 100.80% and
became a loss to the company.  The increase in
ratio signifies that the ability of the company in
improving the services to the customers.

F)  OPERATING EXPENSES:
Operating Expenses of the insurance business
include employee remuneration, welfare benefits,

travel conveyance, vehicle running expenses,
training expenses, rent, rates and taxes, repairs and
maintenance, printing and stationery, auditor’s
fees, depreciation etc.  Operating Ratio is
calculated by dividing the operating expenses of
each class with the earned premium.  The operating
ratio measures a company’s overall operational
profitability from underwriting and investment
activities.  Higher the ratio, the burden of operating
expenses is more and vice versa.

An examination of operating expenses as a
percentage to earned premium given in table-6
indicates the ratio was fluctuating in all segments
of insurance during the study period.  The total
ratio was declined from 30.02% in 2010-11 to
22.10% in 2015-16.  It represents the ability of
the company in controlling the operating expenses
and has been trying to maximize the operating
profit.

G)  OPERATING PROFIT:
This is also one of the important measures to
understand the operational performance of the
business.  The analysis will be helpful to
understand the company’s trend in earning
operating profit and also helpful to understand the
proportion of operating profit to net premium of
that year.  The increasing trend and increased ratio
means the company has more profitability
compared to previous years and the company is
able to get more proportion of earned premium as
operating profit respectively.
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The trend analysis of Table-7 shows the increasing
trend of the operating profit as it is raised from
100% in 2011-12 to 579.88% in 2015-16.  The
highest operating profit trend and percentage to
net premium recorded in the year 2014-15 i.e.
1137.49% and 12.74% respectively.  The
percentage of operating profit as a percentage to
earned premium was also increased from 1.78%
to 5.69% during the study period.  This indicates
the higher level of operating profit and efficiency
of the company in making higher operating profits.

H) NET EARNINGS:
Net earnings ratio measures the earning capacity
of the company.  This ratio is calculated by dividing
the net earnings (Profit after tax) with the net
premium.  The ratio helps to understand the growth
in earning capacity as a percentage to the net
premium.  Higher the ratio indicates better earnings
compared to the previous years.

The analysis of the net earnings ratio presented in
table-8 shows the increasing trend in the ratio from
2.04% in 2011-12 to 10.27% by the year 2014-15.
Thereafter the ratio has decreased to 5.21% in the
year 2015-16.  The Profits increased from 179.31
crores in 2011-12 to 828.67 crores in 2015-16 and
the Net Premium also increased from 8771.21
crores in 2011-12 to 15911.91 crores by the year
2015-16.  The profits declined in the year 2015-
16 as compared to previous year 2014-15 as the
company has incurred more operating expenses
than the profit.  The analysis shows that the
company has a moderate earning capacity during
the study period.

I)  EARNINGS PER SHARE (EPS):
This is the most important measure to know about
the earning capacity of the company from the point
of view of investor.  It reflects the net worth of the
company in the market.  EPS is calculated by
dividing the net profit attributable to the
shareholders with the weighted average no. of
equity shares.  Increasing trend in EPS indicates
the company is earning more profits than the
previous year and the ability of company to satisfy
the shareholders by giving higher rate of dividend.
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The analysis of the EPS is presented in table-9
during the study period.  The amount of EPS has
increased from Rs. 8.97 in 2011-12 to Rs. 41.43
by the year 2015-16.  The highest amount of EPS
was registered in the year 2014-15 i.e. Rs. 71.56
due to higher amount of profitability in that year.
The EPS trend analysis shows that it has increased
from 100% in 2011-12 to 461.87% by the year
2015-16.  It indicates that the company is able to
pay higher amount of EPS to their customer which
is a measure of profitability of the company.

IX. CONCLUSIONS
Ø The company was the only direct insurer

in India rated A-(Excellent – Stable
outlook) by AM Best. “CRISIL has
reaffirmed its ‘ AAA/STABLE ’ rating on
the New India Assurance Company
Limited indicating that the company has
the highest degree of financial strength to
honour its Policyholders obligations”.  The
rating reflects company’s excellent risk,
adjusted capitalization, prospective
improvement in underwriting performance
and its leading business profile in the direct
insurance market in India despite increased
competition from private players.

Ø The company has achieved a good growth
rate in gross direct premium in India and
in abroad and the growth rate is higher in
abroad as compared to India.  Both the
Indian and foreign offices performed very
well in the expansion of the business of
The New India Assurance Company
Limited.

Ø Growth rate has been achieved by all
regions.  Through the class-wise analysis,
it is concluded that the Fire Insurance,
Motor and Health segments of
Miscellaneous Insurance have recorded
substantial growth compared to other
segments.  The rapid growth of motor, fire
and health segments of insurance has
enabled the company to be the market
leader in India.

Ø The highest growth rate in gross direct
premium was recorded in the year 2011-
12 in India and Outside India.  The growth
rate was slower in the subsequent years,
because of the crisis in the Euro-zone and
slow growth in many advanced economies
has affected growth in India.

Ø The growth rate of net premium is more in
Miscellaneous Insurance compared to
other segments.  It is more in India when
compared to Outside India.The highest
growth rate is recorded in the year 2014-
15 i.e. 90.04% which is a total of growth
in net premium as a percentage to gross
premium.

Ø The company has registered high net
incurred claims of 100.80% in 2010-11
which is a loss for the company and a
benefit for the investors, but it has been
declined to 87.84% in 2015-16 which
shows the ability of the company in
improving the services to the customers.

Ø The operating expenses as a percentage to
earned premium has shown a declining
trend from 2010-11 to 2013-14, thereafter
slightly increased in the subsequent years.
The lower ratio indicates that the overall
operational profitability of the company is
good.

Ø The operating profit trend analysis shows
an increasing trend during the study period
which is a measure of profitability of the
company.

Ø The highest profits and highest EPS were
registered in the year 2014-15 during the
study period of 2011-12 to 2015-16.  The
EPS trend analysis presents an increasing
trend in its EPS from 2011-12 to 2014-15
and thereafter declined slightly in 2015-
16.

Ø Ultimately it is concluded that the New
India Assurance Company Limited became
as a maximum profit maker by expanding
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its services over various regions compared
to other general insurance companies in
2015-16.
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DETERMINANTS OF CAPITAL STRUCTURE OF
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ABSTRACT

Capital structure decisions are crucial part of management functions for any business organization
because such decisions impact on the firm’s value and its ability to deal with its competitors. This study
investigates the major determinants of capital structure of insurance companies in Nepal. The dependent
variable is leverage whereas independent variables include firm size, profitability, tangibility, liquidity
of assets, growth and age. The main source of data includes annual reports of the selected insurance
companies and insurance board of Nepal.

This study is based on secondary data for a sample of 17 enterprises for the period of 6 years from 2010
to 2016 leading to a total of 102 observations. The regression analysis has been performed using SPSS
to analyze the effect of independent variables on dependent variable of capital structure.Descriptive
statistics and inferential statistics were used in data analysis. Based on the results, it has been observed
that firm size, tangibility and profitability have significantly influenced the capital structure decisions. It
is therefore, recommended that the management of insurance companies in Nepal should always consider
their position using these determinants as important inputs before making financing decision.

Keywords: Optimal capital structure, leverage,firm size, profitability, tangibility, liquidity of assets,
growth and age.

1. Introduction

The study on capital structure has become
important in modern corporate finance since the
extensive work done by Modigliani and Miller
(1958) commonly known as the MM theory. It
states that based on the assumption of no
brokerage, tax and bankruptcy costs, investors can
borrow at the same rate as corporations and they
would tend to have the same information as
management about the firm’s future investment
opportunities. The MM theory proves that under
some restrictions a firm’s value would be
unaffected by its capital structure and thus assumes
that earnings before interest and tax (EBIT) would
not have been related to the use of debt, that leads
to the inference that capital structure may be
considered irrelevant.

Capital Structure (CS) is a mix of company’s long-
term debt, specific short-term debt, common equity

and preferred equity. The capital structure shows
how a firm finances its overall operations and
growth by using different sources of funds. Debt
comes in the form of bond issues or long-term
notes payable, while equity is classified as
common stock, preferred stock or retained
earnings. Short-term debt such as working capital
requirements is also considered to be part of the
capital structure. Since the publication of the
Modigliani and Miller’s (1958) “irrelevance theory
of capital structure”, the theory of corporate capital
structure has been a study of interest to finance
economists.

The determinants of capital structure have been
debated for many years and still represent one of
the most unsolved issues in corporate finance
world. A few of the developed theories have been
tested by empirical studies and the theories
themselves lead to different findings. This makes
the capital structure debates so exciting (Rajan and
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Zingales 1995). Morri and Beretta (2008)
explained many theoretical studies and much
empirical research have addressed those issues,
but still there is not a fully supported and
commonly accepted theory; and the debate on the
significance of determinant factors is still unfolded.
According to the trade-off theory, higher
profitability lowers the expected costs of difficult
situations; therefore, firms increase their leverage
to take advantage from tax benefits. Also, agency
theory supports this positive relation because of
the free cash flow theory of Jensen (1986).
Therefore, leverage and profitability are positively
related. On the other hand, according to pecking
order theory, Myers (1984) discussed that firms
prefer to finance with internal funds rather than
debt if internal equity is sufficient due to the
asymmetric information. Hence, profitability is
expected to have negative relation with leverage;
and this result is supported by Naveed et al. (2010)
empirical investigation. In a number of literatures,
some of the variables that are generally regarded
as determinants of capital structure include
profitability, firm age, agency cost, firm risks, asset
tangibility, sales growth, non-debt tax shields,
liquidity, political risks, firm size and others.

Singlawi and Aladwan (2016) found both the static
trade-off and pecking order theories are important
in explaining the capital structure of insurance
companies in Jordan. The results also revealed a
significant negative relationship between capital
structure and company’s size, profitability, growth
and risk while tangibility was significantly
positively correlated to capital structure.Rahman
and Kakakhel (2014) observed that profitability
was found to be inversely related with debt across
both estimation techniques. The negative
relationship of profitability and business risk with
debt confirmed Pecking Order Theory. However,
tangibility of assets was found to have a positive
impact on Leverage, which supports Trade off
Theory.

Muiruri and Bosire (2014) found the profitability
as a major determinant of capital structure
decisions in listed insurance companies. 8.1% of
capital structure decision was explained by the size

of the firm while 9.8% of the investment decisions
were explained by profitability. Likewise, Hassan
(2011) found that all the explanatory variables i.e.
tangibility of assets, age of firms, size of firms,
growth and profitability all have statistically and
significantly influenced the capital structure. The
results approve the prediction of pecking order
theory in the case of profitability and trade-off
theory in case of tangibility variables. The growth
variable supports the agency theory hypothesis
whereas size variable confirms the asymmetry of
information theory.

Although different studies have immense
contributions to the theory of capital structure, they
were almost inclined towards to the developed
economy, and less developed countries received
little attention. This could be due to the absence
of well developed capital market. Consequently,
a design feature and the methodology of the
research that works well in one country may not
work in another. Insurance companies are
especially interested in determining the capital
structure patterns, because these companies require
funds to settle the claims or pay damages at the
time of loss. The current business world without
insurance companies is unsustainable because
risky businesses have not a capacity to retain all
types of risks that they are facing during the
operations. If the insurance companies discontinue
to provide insurance service in the economy then
it might happen that firms or businesses stop their
operations or might face insolvency due to high
risk.

To be vigorous in the stiff competition, which
businesses are facing today, cost effective mix of
capital is essential, and organizations need to
investigate more on the determinants of capital
mix. Insurance industry in Nepal is currently a fast
growing sector and there is a need to have a
relevant data on capital structure determinants
about this industry. Although few studies have been
conducted on the determinants of capital structure
to the best of the researcher’s knowledge, there is
a lack of adequate empirical studies in Nepal.
Therefore, the main objective of this study is to
empirically examine the relationship between
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leverage and firm specific determinants of capital
structure decision and to understand about the
theories of capital structure that can explain the
capital structure of the Nepalese insurance
industry. This will equip financial managers with
applied knowledge of determining their capital
structure, and play an important role in filling gap
in understanding of the capital structure decision.
In addition, Investors (shareholders’) and policy
makers will also benefit from this study.This study
focuseson the firm specific internal factors of
determinants of capital structure of Insurance
companies. External factorslike economic growth,
inflation, interest rate, etc. were out of the scope
of this study.

The remainder of this paper is organized as
follows: Section two describes the sample, data
and methodology. Section three presents the
empirical results and the final section draws
conclusions of the study

2.  Research Methodology
The study is based on the secondary data, which
were gathered for 17 insurance companies of Nepal
from 2010/11 to 2015/16 leading to a total of 102
observations.The sampling technique was
restricted to availability of data.The required data
were collected from annual report of selected
companies’ website and some data were also
collected from the website of Insurance Board
Nepal.Table 1 below shows the number of
companies selected for the study along with the
number of observations.

Thus, the study is based on the 102 observations.

The models
This study employs multivariate regression
analysis in a panel data framework to measure the
dependence of capital structure. The panel data
analysis helps to explore cross-sectional and time
series data simultaneously. Pooled regression has
been used with assumption of constant
coefficients. By summarizing previous studies,
firm size, profitability, tangibility, liquidity of
assets, growth and age of firms are selected and
included as explanatory variables of the capital
structure in the study. These variables are firm
specific characteristics that could sufficiently
determine capital structure of insurance
companies. Other variables like agency cost,
political risks and other macro economic factors
(GDP, interest rate, inflation..) are not included this
study due to lack of availability of data and time
constraint. The model in this study is formulated
as follows:
LEV = â0 +â1FSit + â2TANGit + â3PROFit +

â4LIQit + â5GROWTHit + â6AGEit
+ eit

Where,LEV = Leverage

FS = Firm Size (Log of Total Assets)

PROF =Profitability (Return on Assets)

TANG = Assets tangibility

LIQ = Liquidity (Quick Ratio)

GROWTH = Revenue Growth

AGE = Age of firm (Log of
number of the year of incorporation)

e = Error term

Log = Logarithm function
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Leverage
It is a financial ratio that indicates the percentage
of a firm’s assets that are financed with debt. It is
commonly interpreted as a measure of leverage.
In this model, it is used to explain the amount of
debt (leverage) used by a company. It is calculated
as the ratio of total liabilities to total assets. Total
Assets include current assets and fixed assets, i.e.,
the size of the balance sheet. A high debt ratio
indicates that the company is largely dependent
on debt to finance its activity. The consequences
of higher leverage ratio are that the company might
be in a riskier position that is more likely to lead
to financial distress, default, bankruptcy, or
liquidation.

Firm size
Size can be justified as a potential descriptive
variable of cross-sectional differences in debt.
Debt is likely to increase with size, because larger
firms will have better risk diversification, more
stable profits, and overall better creditworthiness.
Therefore, larger firms have lower chance of
financial distress and lower bankruptcy costs due
to lower probability of default. As a result, lenders
are more willing to lend to larger firms at more
favorable terms, inducing them to opt for larger
amount of debt relative to smaller firms.Naser and
Petrov (2011) found firm size as a significant
determinant of capital structure of insurance
companies in Bahrain. Likewise, Solomon (2012)
and Kingsley (2013) also found the significant
positive impact of firm size on the capital structure
choice of insurance companies in Ethopia and
Ghana respectively. In this study, log of total assets
is used as a proxy for firm size.Based on it, this
study develops the following hypothesis:

H1: Firm size has positive effect on leverage.

Profitability
Performance is represented mainly by profitability
which is further denoted by return on assets
(ROA). It is the ratio of earnings before interest
and tax (EBIT) to total assets (TA). Corporate
performance plays a major role in determining
firm’s capital structure.This relationship is
explained by the pecking order theory, which states

that firms prefer internal sources of finance to
external sources. Titman and Wessels (1988) agree
that firms with high profit rates, all things being
equal, would maintain relatively lower debt ratio
since they are able to generate such funds from
internal sources.Muiruri and Bosire (2014) found
that profitability was the main determinant of
capital structure decisions in insurance companies
in Kenya. Based on it, this study develops the
following hypothesis:

H2: Profitability has positive effect on leverage.

Assets tangibility
The asset tangibility of a firm plays an important
role in determining its capital structure. Assets
tangibility is a ratioof fixed assets to total assets.
It measures the share of Fixed Assets from Total
Assets. A high ratio indicates a lot of fixed assets
and relatively little working capital, which could
reduce the enterprise’s ability to maintain
inventory and carry accounts receivable. This
could potentially limit the company’s ability to
respond to bigger demand for their products or
services. However, the company could more easily
borrow by mortgaging those fixed assets.

The degree to which the firm’s assets are tangible
should result in the firm having greater liquidation
value (Harris &Raviv, 1991; Titman &Wessels,
1988). Bradley et al., (1984), assert that firms that
invest heavily in tangible assets tend to have higher
financial leverage since they borrow at lower
interest rates if their debt is secured with such
assets. Ali (2011) identified positive relationship
of tangibility with Capital Structure in Pakistani
firms. The above mentionedrelationship of
tangibility and Leverage stand on line with the
findings of Rajan and Zingales (1995). On the
other hand, Sheikh and Wang (2011), Ahmed and
Shabbir (2014), found a negative linkage of
tangibility and debt ratio in Pakistan. So, from the
above study the following hypothesis has been
developed:

H3: Assets tangibility has positive effect on
leverage.
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Liquidity of assets
The Liquidity Ratio measures the firm’s ability to
use its near cash or “quick” assets to retire its
liabilities. Bankruptcy analysts use liquidity ratios
to find out the likelihood that a company would
be able to continue to service its debts and to stay
in business. Liquidity is typically measured as a
ratio of short-term assets to some liabilities. Some
authors prefer a ratio to total liabilities, while other
authors prefer a ratio to short-term liabilities.In
this study we have used liquidity as the ratio of
short-term assets to total liabilities. Harris and
Raviv (1990), Najjar and Petrov (2011) and Sharif
et al. (2012) found that the firms with high liquidity
ratios or more liquid assets prefers to use these
assets to finance their investments and discourage
to raise external funds. Based on it, the following
hypothesis has been developed:

H4: Liquidity of assets has positive effect on
leverage.

Growth
Our proxy for Revenue Growth (GR) is the
percentage increase in Gross Premiums (GP).It is
calculated as the percentage change of any
particular year revenue from previous year revenue
of the same company. Growth also plays important
role in determining whether the company go for
more debt or other source of financing. The
Pecking order theory argues, firms prefer debt
financing for their growth instead of equity due to
its riskiness (Myers and Majluf, 1984). Whereas,
in static trade off theory, growing firms face
financial distress and prefer to use equity
financing. In addition, agency costs theory ( Jensen
and Meckling, 1976) argue firms with greater
growth opportunity have more internal sources,
which enable them to transfer wealth from debt
holders to shareholders and prefer to use internal
sources due to the conflicts of interest between
shareholders and creditors. However,
empiricallyNoulas and Genimaks (2011), Solomon
(2012) and Sharif et al. (2012) found growing firm
was financed by more debt. Based on it, the
following hypothesis is developed:

H5: Revenue growth has positive effect on
leverage.

Age
It is defined as the age of firm. Age of the firm is a
standard measure of reputation in capital structure
models. As a firm continues longer in business, it
establishes itself as an ongoing business concern
and therefore increases its capacity to take on more
debt; hence age is positively related to debt. It is
noted as the number of years in which the firm
was incorporated. As a firm stays in business
longer, it establishes itself as a continuing business
and therefore increases its capacity to take on more
debt (Noules and Genimeks, 2011). However,
Hassan (2011), Sharif et al. (2012) and Tessema
and lavanya (2012) founds the negative impact of
age on debt finance. Based on it, the following
hypothesis is developed:

H6: Age of the firm has positive effect on leverage.

3.  Results and discussion

Descriptive statistics

Table 2 presents the descriptive statistics of
selected dependent and independent variables
during the period 2010/11 to 2015/16.

Table 2: Descriptive statistics

(This table shows the descriptive statistics for
dependent and independent variables. Dependent
variable is LEV(leverage defined as the ratio of
total libilities to total assets) and indpendent
variables are FS (firm size defined as natural log
of total assets), TANG (tangability defined as the
ratio of fixed assest to total assets),
PROF(profitability defined as the ratio of earning
before interest and tax to total assets), LIQ (liqidity
is defined as short term assets to total liabilities
ratio), GROWTH(growth defined as change in
sales revenue between two consecutive years ) and
AGE (age defined as total life of the company).
The descriptive statistics are based on the data
from 17 sample insurance companies with 102
observations for the period of 2010/11 to 2015/
16.)
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Table 2 shows that leverage ranges from a
minimum of 0.00 percent to a maximum of 9.72
percent with an average of 0.68 percent. On the
other hand debt to equity ratio has a minimum
value of 0.01 percent and a maximum of 24.89
percent leading to an average of 1.35 percent.
Similarly, firm size of selected insurance
companies ranges from a minimum of Rs. 7.80
million to a maximum of Rs. 10.44 million with
an average of Rs. 9.14 million. Tangibility has a
minimum of 0.00 percent to a maximum of 32.96
percent with an average of 0.39 percent. Likewise,
profitability has a minimum of -0.27 percent to a
maximum of 0.37 percent with an average of 0.07
percent. In addition to this, liquidity has a
minimum of 0.06 percent to a maximum of 179.34
percent with an average of 7.61 percent. Similarly,
growth has a minimum of -20.11 percent to a
maximum of 92.86 percent with an average of
23.66 percent. And lastly age of the firm has a
minimum of 9 year to a maximum of 29 year with
an average of 16.82 years.

Correlation analysis
Having indicated the descriptive statistics, Pearson
correlation coefficients are computed and the
results are presented in Table 3.

Table 3: Pearson correlation matrix
(This table shows the Pearson correlation
coefficients among different dependent and
independent variables. Dependent variable is
LEV(leverage defined as the ratio of total libilities
to total assets) and indpendent variables are FS
(firm size defined as natural log of total assets),
TANG (tangability defined as the ratio of fixed
assest to total assets), PROF(profitability defined
as the ratio of earning before interest and tax to
total assets), LIQ (liqidity is defined as short term
assets to total liabilities ratio), GROWTH(growth
defined as change in sales revenue between two
consecutive years ) and AGE (age defined as total
life of the company))

Note: ‘*’ sign indicates that correlation is significant at 5 percent level of significance and ‘**’ indicates that
correlation is significant at 1 percent level of significance.
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Table 3shows negative correlation between
leverage and firm size. This means that higher the
leverage, lower would be the firm size. Similarly,
tangibility and profitability are positively
correlated to leverage. This means that higher the
tangibility and profitability, higher would be the
leverage. Liquidity and growth has negatively
correlated to leverage which indicates that higher
the growth and age lower would be the leverage
but insignificant.

Regression analysis
Having indicated the Pearson correlation
coefficients, the estimated regression results of the
model is presented in the table below:

Table 4: Regression of LEV on FS, TANG,
PROF, LIQ, GROWTH and AGE
(This result is based on pooled data of 17
insurancecompanies with 102 observations for the

period of 2010/2011 to 2015/2016, by using linear
regression model,LEV = â0 +â1FSit + â2TANGit
+ â3PROFit + â4LIQit + â5GROWTHit +
â6AGEit + eitwhere, dependent variable is
LEV(leverage defined as the ratio of total libilities
to total assets) and indpendent variables are FS
(firm size defined as natural log of total assets),
TANG (tangability defined as the ratio of fixed
assest to total assets), PROF(profitability defined
as ratio of earning before interest and tax to total
assets), LIQ (liqidity is defined as short term assets
to total liabilities ratio), GROWTH(sales growth
defined as change in sales revenue between two
consecutive years ) and AGE (age defined as total
life of the company))

1. Figures in parentheses are t-values.
2. The asterisk (**) and (*) sign indicates that the results are significant at 0.01 and 0.05 level of significance

respectively.
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The table 4 exhibits the firm size having negative
impact on leverage. This means larger insurance
companies tend to use lower portion of leverage
in their capital structure. On the other hand,
tangibility was found to have a positive impact on
leverage. This means that the insurance companies
with larger portion on fixed asset tend to use more
leverage. This finding is consistent with the
findings of Raman and Kakakhel (2014), Ali
(2011) and Frank and Goyal (2009). Likewise,
profitability was found to have a positive impact
on leverage. This means that the insurance
companies having higher return on asset tend to
use more leverage. This result is also consistent
with the findings of Ali (2011) and Frank and
Goyal (2003) similarly, age of firms was found to
have a positive impact on leverage. This means
that the older insurance companies tend to use
more leverage then new ones. This finding is
consistent with the findings of Raman and
Kakakhel (2014).On contrary to this, firm size,
liquidity and growth are found to have negative
impact on leverage. However, the results are
significant only for firm size, tangibility and
profitability.

4. Summary and conclusion
This study attempts to find the major determinants
of capital structure of insurance companies in
Nepal. This study is based on secondary data of
102 sample size, gathered from 15 companies for
the period of 6 years, as a representation of the
population of Nepalese insurance companies.

From thisstudy, it has been observed thatfirm size
is negatively related to leverage. This means that
higher the leverage, lower would be the firm size.
Similarly, tangibility and profitability are
positively related to leverage. Liquidity and growth
has negatively related to leverage which indicates
that higher the liquidity, lower would be the
leverage and similarly, higher the growth rate,
lower would be the leverage. But the findings are
significant only for firm size, tangibility and
profitability.

This study also reveals positive impact of
tangibility, profitability and age on leverage. On

the other hand firm size, liquidity and growth are
found to have a negative impact on leverage.
However, the results are significant only for firm
size, tangibility and profitability. It is therefore,
recommended that the management of insurance
companies in Nepal should always consider their
position using these significant determinants as
important inputs before making financing decision.

References
Ahmed, N., andS.Shabbir, (2014). Does Pakistani
Insurance Industry follow Pecking Order
Theory?.European Journal of Business and
Management, 6(4), 169-174.

Ali, I., (2011). Determinants of capital structure:
Empirical evidence from Pakistan, (Doctoral
dissertation, UOT).

Bradley, M., G. A. Jarrell, and E. H. Kim, (1984).
On the existence of an optimal capital structure:
theory and evidence. Journal of Finance, 39(3),
857-878.

Frank, M. Z., & V. K. Goyal., (2003). Testing the
pecking order theory of capital structure. Journal
of Financial Economics, 67(2), 217–248.

Frank, M. Z., & V. K. Goyal., (2009). Capital
structure decisions: which factors are reliably
important?.Financial management, 38(1), 1-37.

Harris, M., and A. Raviv, (1991). The theory of
capital structure, Journal of Finance, 46(1), 297-
355.

Hassan, S. U., (2011). Determinants of capital
structure in the Nigerian listed insurance firms,
International Conference on Management (2011)
Proceedings, Ahmadu Bello University.

Jensen, M. C., and W. H. Meckling, (1976). Theory
of the firm: managerial behavior, agency costs and
ownership structure, Journal of Financial
Economics, 3(4), 305-360.

Jensen, M., (1986). The agency costs of free cash
flow: corporate finance and takeovers, American
Economic Review, 76(2), 323-329.

Kingsley, T., (2013). Determinants of capital
structure of insurance companies in Ghana.



37

TECHNOLOGY AND INSURANCE SERVICESES: A CASE
STUDY OF BIDAR (KARNATAKA)

Sangashetty Shetkar Dr.B.Vijaya
Assistant Professor and Head Professor
Department of Commerce Dept.of Commerce
Government First Grade College, Gulbarga University
Manahalli Tq and Dist: Bidar 585403 Kalaburgi
E-mail: sangu8666@gmail.com
Mobile: 9740212156

ABSTRACT

Technology plays a vital role in all fields of the human life. Thus the insurance services is not behind
that, The customers are also becoming literates of technology and with the same way facilities given by
the government or non government sectors are using the latest technologies. The following paper witnesses
the use and satisfaction of technology among customers. Who are using online insurance services. How
best we can use the internationally standardized  technology to upgrade online insurance services.?
Questionnaire method is used to collect the data about the use and importance of the technology in
insurance services and result drawn on the basis of collected data suggestions are followed.

KEYWORDS: Customer; Insurance Services; Government; International; Questionnaire Method;
Technology:

I. INTRODUCTION:
Life Insurance is a professional service which is
characterized by high involvement of the
consumers, and technology. Life insurance is
known as Life Assurance has, in recent times
ceased to be only a Protection  or ‘Legacy’ for the
family and has turned into an important investment
outlet.  India’s Insurance sector is the biggest in
the world with about 1,442 lakhs policies. In
Insurance business, India is ranked 11 among 88
countries with a market share of around 2 percent
in global life insurance market and India stands
15th globally with respect to premium income.

The Insurance Industry of India consists of 53
insurance companies of which 24 are in life
insurers and 29 are non-life insurers. Non-life
insurance includes broadly motor, health, Fire,
marine, travel and others. Since 2000, Insurance
sector is functioning under the control of Insurance
Regulatory and Development Authority of India
(IRDAI). Among Non-life insurance, the Motor
Insurance alone share of 44.14 percent, followed

by health insurance which share of 27 percent and
remaining shared by fire, marine, travel and others.

The financial services sector contributes 11.5% to
India’s GDP. The employs have a number of
aspects of the online financial service sector.
Which are unknown a case studies of Bidar is took
to  examine how exactly the Indian financial
services sector was affected by technology.
Technology is an emerging in all the fields of
society and its application in the field of  insurance
services is a need of the requirement . Here we
will focus on the areas where the technology could
be used to improve greater efficiency,  to gain cost
efficiency and improve feasibility of providing
insurance services to customer. Today’s market is
a competitive market. If you want to survive in
the market you should adopt latest international
standardized  technology in online insurance
services .Today’s economy is based on knowledge
and technology. Technology is to be considered
as one of the factor of production after land labour,
capital and organization. The organization place
is replaced by the technology.
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It is better to know what should be included in
technology  before studying its role in online
insurance services. The term technology includes
computers, and its associated software. In the
present context raw material for doing any business
is intellectual rather than physical. Technology has
integrated the world by the use of internet. Now

we can use internet economy world it is most
suitable for today’s business. Now a days all
business activities are associated with modern
technology directly or indirectly. The following
table shows the technology instruments adoption
in selected countries (Per 1000);
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The sector survived the effects of the global
financial crisis. It has a well-established industrial
relationships. How exactly the Indian financial
services sector was affected by the global financial
crisis? While it is true that at the macro-level the
effect has been minimal, there are likely to be
organizations affected by the crisis. This needs
further research. Mainstream media such as
television, radio and print have been the primary
channel for financial service providing institutions
to convey information to the potential customers
due to its mass access. Internet base Social media
has emerged as a supporting media to mainstream
media due to, interactive features and feedback
mechanism.

II. TECHNOLOGY AND INSURANCE
LIC has been using information technology for
enhancing the quality of its service to customers.
Being the biggest insurer in India, LIC provided
technology to provide the best of services to its
customers and other stakeholders. Today, LIC
customers can pay their premium not only in any
one of its offices, but also through LIC’s Premium
Payment Gateway on our website through partner
Banks like Corporation Bank, Axis Bank or
through associate agencies like AP Online, MP
Online, etc. Customers can also use their Net
Banking accounts, Debit Cards and Credit Cards
to pay premiums online.

LIC reaches out to its customers through IVRS,
Call Centres, Customer Zones, SMS, e-mail,
website and now even the Social Networking sites.
LIC has also undertaken many other initiatives like
Enterprise Document Management System, Portal
for Customers, Agents, Development officers and
Employees, etc.  today all LIC offices and Training
Centres have been connected to a Wide Area
Network for more than 10 years now. In order to
safeguard its IT infrastructure from external
threats, LIC has also installed the latest IT Security
products in its setup. To keep pace with changes
in the business environment and the technology
platforms, LIC migrated our Core Insurance
Application to web based architecture. The project
called e-FEAP helps LIC to deliver quality service
to its policy holders and marketing force.

III. RELATIONSHIP BETWEEN ICT AND
INSURANCE INDUSTRY:

Due to the global use of ICT it relations to
insurance  industry is pre dominant which can be
under stood by following key points:

� Increased speed and quality of insurance
services, accuracy of data entry to policy
holders of insurance companies.

� Increase the speed of  processing of
recorded information, in order to reduce
human errors in decision-making.

� Increases accuracy in insurance activities
speed up the process of issuing insurance
policies and pay damages “
compensation”.

� Reduce the fraud and illegal services.

� Enhance  the ability of insurance
companies to establish relationship with
international insurers to use global
knowledge.

� Updates insurance mechanized system on
the latest hardware and software to
elimination of lengthy and costly process
of issuing insurance policies.

IV. CHALLENGES OF  USING
TECHNOLOGY IN INSURANCE.

� Risk is the most important factor in
adopting technology in Insurance sector.
Customers are  very weak in adopting new
technology..

� Most of the Insurance are associated in
developing country like India is not good
or not suitable for rural area. Most of the
time insurance products are only available
to metro cities only.

� Major issues of Technology: The working
group which is set up by the ministry of
information technology has identified four
major issues, Information and services,
Electronic Governance, Education and
Mass campaign for IT awareness.
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� Initial start-up costs for adopting
technology in insurance service providing
industry is too high

� Limited previous experience is the big
challenge in adoption of new technology
in insurance sector.

V. STEPS TO OVER COME THE ABOVE
CHALLENGES:
Innovation in solar wind and bike power there are
N no of alternative available for power
generation..Use of hand held devices like mobile
phones, electronic tablets and scanners theses
device work in less power and  adopt the virtual
branches through agent network, mobile banking
units and establishing low infrastructure branches.

� Client access to savings, credit and
insurance: the cost of service delivery
especially in rural areas are influenced by
physical infrastructure, labour cost and
overall regulation to solve above problem
adopt a hand held device such as remote
data devices.

� Access to market and production
information: Here adoption of wireless
communication technologies will increase
the access to financial product, pricing of
product in the local, national and
international market.

� Collateral management: Using technology
to improve the efficiency and transparency
of  physical stocks movement and real time
information access regarding financial
commodity.

� MIS (Management Information System):
Centralized MIS is must and adoption of
WAN across the financial institution. data
base should be easily access able among
all branches. It will decrease the cost
compared to traditional system.

� Distance learning: Access learning and
application of the learning in the work
place can be increased using distance
learning technology. With this cost of
training per employee will be decreased.

VI. REVIEW OF LITERATURE
Number of literature have been published on a
given topic,. The selected have been studied and
presented here. Schumpeter (1942) states that
large firms prefer to go for technology innovation
due to two main reasons. First, Research &
development projects usually involve huge
expenses that can only be recovered with
exhaustive sales.

Scherer and Ross (1990) suggested that smaller
firms may be more comfortable to become rapid
adoption of technology if Research &
Development in larger firms is undermined by loss
of managerial control or a bureaucratic approach
to innovation.

In a theoretical model developed by Aron and
Lazear (1990), new (or start-up) firms are more
likely to initiate new research programmes and
introduce new products that may result in higher
profits over the longer term.  An existing firm
might also suffer if the cost of adopting technology
in current product is adversely affected by the
introduction of a new one, possibly causing scope
diseconomies.

Bhattacharyya and Nanda (2000) shows that
higher market share and more developed client
relationships increase the incentive of investment
banks to innovate. Technological shocks stimulate
innovation: Shocks to technology are thought to
provide a “supplyside” explanation for the timing
of some innovations.  IT and other inventions and
innovations in telecommunications (and more
recently the  Internet) has facilitated a number of
innovations . White (2000) articulates this
technological view of financial innovation.  New
“intellectual technologies,” i.e., derivative pricing
models, are credited with stimulating the growth
and popularization of a variety of new contracts.
Different forms of technology such as  on-line
retirement planning services (like Financial
Engines), and new valuation techniques (like real
options) clearly were facilitate

Rasoolian, Fathnejad, & Nadeali (2009) in a
study entitled The Role of Communication and
information technology on development of
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Electronic Insurance describes the insurance
industry is dependent on information technology.
The results show that all the indexes have a great
impact on development of electronic insurance.

VII. SCOPE AND RESEARCH
METHODOLOGY:
Survey method has been used with the
questionnaire tool having 20 questions based on
the objectives of the study. The pilot study was
conducted in a selected survey area. The study
restricted to the Bidar city. Further 50 selected
respondents were selected randomly. The received
data has been tabulated and presented in a simple
tabular and pie diagram form.

VIII. NEED AND IMPORTANCE OF THE
STUDY
As earlier researcher stated that, technology  plays
a vital role in all fields of the human beings. Thus
the insurance sector is not behind. All the human
being becoming Technology literates, further it felt
important to know the use and satisfaction by
customer on using the technology in online
insurance sector.

IX. OBJECTIVE OF THE STUDY:
The basic objectives of the study are;

� To know the gender, qualification, and
annual income level of customers who are
using online insurance services.

� To know the customer awareness of online
insurance services.

� To know the use and effects of technology
in online insurance services.

� To know the factors that influence the
customers to use online insurance services

� To know the problems faced by the
customers while transaction with online
insurance services.

X. DATA ANALYSIS AND
INTERPRETATION
The collected data shows that 80% of respondents
are Male and 20% are female among them 10% of
respondents are below SSLC qualification, 15%
are SSLC, 20% are PUC and only 55% of
respondents are Degree  and above qualification.
55% of the respondents are frequently using online
insurance services,35% of the respondents
occasionally and only 10% of the respondents are
rarely use online insurance services.

Among the received data 82% of the respondents
are aware of insurance services, and 18% of
respondents are not aware.55% of the respondents
are using online insurance services,45% of the

respondents are not using.70% of the respondents
are aware of insurance and banking services where
as only 30% of the respondents are aware of mutual
fund and shares.
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The table No 1 Shows the use of online insurance
services 70% of the  respondents feel online
insurance services are user friendly,20% of the

respondents feel it is complex and only 10% of
the respondents are feel it is risky.

The Table No 2 Shows the security in online
financial services 40% of the  respondents want
simple password,20% of the respondents want

complex password with OTP and only 40% of the
respondents are want face and fingerprint
recognition.
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Most of the respondents will get information of
online insurance services in Television media very
few respondents get information in other media
such as radio, face book, twitter, whats app and
email.Majorty of the respondents are opinioned
that technology in online insurance service will
decrease the cost of the service providing and few
respondents are opinioned that technology in
online insurance service is no role. The final
answer is that Technology and insurance services
are complimentary to each other.

XI. CONCLUSION AND SUGGESTIONS
The paper witnesses the use and satisfaction of
Technology among users of online insurance
services and  how best we can used these
techniques to upgrade the online financial services.
Most of customers of the study are graduates  and
maximum customers are using the Smart mobile
for accessing online insurance services and
television as a information media but very less
customer are using the
radio,twitter,whats,facebook and email. Maximum
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customers of the study area are having 1 to 5 lakh
annual income. Maximum customers are satisfied
with the present technology  in online insurance
services. The researcher suggest to get more and
more technological knowledge irrespective of
gender, qualification, and annual income. The
customer should get the latest development
information on online insurance services through
newspapers, radio and television and security in
present system should be enhanced according to
the requirement of the customer, technology has
revolutionised almost all the sectors thus,
insurance service should not lag behind.
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ABSTRACT

General Insurance business lion share of Indian insurance sector; Indian insurance companies are running
healthy business depending on the claim management. Claim management area is very crucial area in
General Insurance. However, the success of general insurance business mostly depending on motor
insurance segment. But, liberalization of insurance sector, resulted in rapid growth in introducing new
technology and new product models.

In the present paper it is covered the Claims rejection, Evaluation the Claims Settlement of New India
Assurance and United India Insurance Company Ltd. The study periodfrom 2010-11 to 2014-15.It is
concluded reveals that the higher percentage of the claim settlement indicates that the top two companies
i.e.  New India Assurance Co. Ltd. (88.83%), United India Insurance Company Co. Ltd. (73.96%).It
indicates more transparent in the management of the process of claim settlement and they adhere to the
provisions of   protection of policy holders under Motor Insurance Act 1988.

Key words: Motor Insurance, Claims Paid, Claims fraud, Motor Insurance Act, 1988.

Introduction
Motor vehicle is probably single biggest asset after
real estate property and financial instruments.
Therefore, it makes sense to insure your vehicle
from accidents, collisions, damage from natural
calamities, theft, and third party claims. Moreover,
third party insurance is mandatory in India and
covers claims of damage to other and their assets
due to your car. This paper focuses on claims
rejection and claims settlement of two selected
Public Sector Under taking Companies such as
New India Assurance and United India Insurance
Ltd.

Claims Protection of Policy Holders, IRDA
Regulation, 2002:
On receipt of claim intimation

1. The insurer shall respond immediately and
direct the insured on the procedures to be
followed

2. Surveyor to be appointed within 72 hours

3. Surveyor shall communicate his findings
to the insurer within 30 days of his appoint

4. In special circumstances, due to special and
complicated nature of claim, surveyor shall
seek extension of time for submission of
his report; in no case shall a surveyor take
more than six Months from the date of his
appointment to furnish his report

5. The insurer to seek additional information,
if any required from the surveyor within
15days of the receipt of original survey
report



46

6. The surveyor shall furnish the additional
report within three weeks from the date of
receipt of communication from insurer.

7. Offer of settlement or rejection of a claim
to be issued by the insurer within 30days,
on receipt of survey report or the additional
survey report as the case may be.

8. On acceptance of the offer of settlement
by the insured, payment shall be made
within seven days. For any delay in
payment, interest at a rate which is two
percent above the bank rate shall be
payable insurer.

It should be noted that Motor Third Party claims
are however, governed by the procedures and time-
schedules of the Motor Accident Claims
Tribunals.1

Need of the Important Documents for the
Claims Procedure

• Third Party Claim and Own Damage
Claim:

a)Proof of insurance.b) Copy of
registration book.c) Tax receipt (original)
copy of driving license of the person
driving the vehicle at the time of
accident.d) FIR, e)estimate repair from the
repairer where the vehicle is to be
repaired.f) Repair bills/invoices and
payment receipts after the job is
completed,g) Discharge voucher

• Theft Claim:
a) Original policy document, b) Original
registration book, c) All the sets of keys/
service book let/warranty card original
purchase invoice. d) FIR, f) Acknowledged
copy of letter addressed to RTO intimating
theft and informing NON-USE, g) Form
28,29 and 30 signed by the insured and
form 35 signed by the financier, h)
Subrogation cum special power authority,
i) Consent towards agreed claim statement
value form yourself and financer, j) NOC
from the financier if claims is to be settled

in your favour. k) Indemnity bond &
discharge voucher.

3. Objectives of the Paper
The main objective of the paper is:

1. To analyse the reasons for rejection of
claims by the Companies.

2. To evaluation the claims settlement of
select companies.

4. Source of the Data
This research study is based on secondary data.
The secondary data has been collected through
annual reports of the UIICL and NIA companies’
official directory, Journals and newspapers.

5. Period of the study and limitation
The study mainly focused on claims settlement and
rejection of claims for the period of the study five
years from 2010-11 to 2014-15.

Reasons for Rejection of Claims:
Rejection of motor insurance claims is also pretty
common and is usually based on genuine reasons.
Most of the rejections take place either due to the
policy holder’s ignorance or negligence. In such a
scenario, it will help to know policy covers and
the reasons for it getting rejected2.

Some of the major reasons on the basis of which
insurance may be rejected.

1. Under taking the repairs before informing
your insurer about the accident.

2. Not informing the insurer within the
limited timeframe

3. Not transferring your name in your
insurance policy copy after purchasing a
used car

4. Driving under the influence of alcohol or
drugs

5. Driving without valid license

6. Using private car for commercial purpose

7. Failure to prevent theft

8. Consequential loss



47

9. Not informing your insurer about CNG/
LPG kit installation

10. Damages from mechanical or electrical
breakdown

Claim Aging
The claim aging report lets you see balances due
based on how old the balance is. The aging report
breaks the balances down by age brackets of 0-29
day, 30-59 days, 60-89days, etc. This report is

useful for is useful for catching charges that are
going unpaid.

The claim aging report has two different views:
client balances and insurance balances. In addition,
the client balances due can be viewed as either all
charges (both balances that are still open to
insurance and balances that are closed, or due by
the client) or it can just view the balances that are
closed (due by the client)3.

The above table 1 shows that the motor insurance
ageing of claims of New India Assurance company,
The number of claims paid from 2010 to 2015 has
increased  gradually from 1,04,212 lakhs to
2,60,163. The total amount of claims paid from

the years 2010 to 2015 has also increased from
Rs. 50,237 in lakh to Rs. 1, 13,638 in lakh. It is
observed that the NIA take time to settle the claims
are more in 2011 – 14.

The above table 2 observed that the motor
insurance ageing of claims of UIICL company, the
Number of claims paid from 2010 to 2015 is
increased gradually from 24,605 lakhs to 1, 43,729.
The total amount claims paid from the years 2010

to 2015 is decreased from Rs. 87,056 to Rs. 55,090.
It is observed that the UIICL claims are more in
the year 2010-11 and 2014-15.
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Table 3 shows the motor insurance claims of New
India Assurance company from 2010 to 2015 it
shows the percentage claims from 2010-11 to
2014-15 indicates 85.02% in 2010-11 and 84.75%
in 2014-15. It is also observed that the percentage
of net claims during reference period. It indicates
75.59% in 2010-11 and 82.77% in 2014-15.
However, very less net claim percentage is noticed
in 2013-14 (i.e. 59.12%).

Table 4 shows, the UIICL motor insurance gorss
and net claims from 2010-11 to 2014-15. It is
observed from table that the gross claims has
declined from 78.73% in 2010-11 to 67.82% in
2014-15 and there was drastic reduction in claims
in 2012-13 (i.e. 56.13%) the percentage of net
claims is 101.43% in 2010-11 and it also gradully
declained to 64.67% in 2014-15. It is significant
to note that this company (UIICL) never approved
the net claims are more than the gross claims and

the claims ratios indicates that this company is
more effectively controlling claims than that of
New India Assurance Company Ltd.

Grievance Redressal:
Insurance is a contract in which an individual or
entity receives financial protection or
reimbursement (indemnity) against losses from an
insurance company. Thus, an insurer settles claims
against polices issued by him. The efficiency of

Insurance Claim:
An insurance claim is a formal request to an
insurance company asking for a payment based
on the terms of the insurance policy. Insurance
claims are reviewed by the company for their

validity and then paid out to the insured or
requesting party (on behalf of the insured) once
approved.

It could be observed that net claims are always
less than the gross claims but surprisingly the net
claims are more than the gross claims in 2013-14.
It indicates the general insurance business is
completely depending on external enviranmental
factors.
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the claims management and settlement process has
a direct impact on a company’s ability to retain
customers and to minimize grievances.

Grievance Redressal Cell of IRDA:
The interest of policyholder is on top of the agenda
of Insurance Regulatory and Development
Authority. IRDA has established its own grievance
cell at itsheadquarter for discontented insurance
customers.

These days IRDA is investing in to execute
Integrated Grievance Management System
(IGMS) through automation of the Grievance Cell
for on-line registration of complaints. IGMS will
act as a gateway for policyholders to register their

complaints with the insurance companies first and
if required these complaints can then be escalated
directly to the IRDA Grievance Cell. With IGMS,
can also route complaint. A complaint registered
through IGMS will flow simultaneously to the
insurers system as well as to IRDA repository.

A recent introduction by IRDA for the facilitation
of policyholder is IRDA Grievance Call Centre
(IGCC). IGCC acts as an additional and easily
accessible channel for policy holders to lodge their
grievances and also seek their status over phone/
email. If need arises then investigations and
inquiries are carried out by IRDA. The details of
grievances disposal of NIA & UIICL from 2010-
11 to 2014-15 is presented in Table 5 & 6.

It is observed from Table 5 that the grievances
clearness of New India Assurance company from
the years 2010-2015. The total number of
grievances fully accepted are 7954, partial
accepted are 1884, rejected are 2,981 and the

pending grievances are 725. And the change in
percentage of grievances rejected is 23.25. The
grievances pendings are on an average 23.25
during the reference pariod.
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The above table 6 shows that the New
IndiaAssurance company duration wise pending
status grievance disposal from years 2010 to 2015.
it shows that the duration has taken 7-15 days in
2010-11, the highest number of complaints made
by customers are 986 and the minimum complaints
made by customers are 24 in 2014-15, out of 1504,
there is no complaints made by intermediaries. And
in the years 2010-15 the complaints made by

customers and they have to wait for 15-30 days
are 3574, is highest in the year 2010-11 and the
minimum complaints made by customers is 25 in
2012-13 and the total complaints made by
customers are 3781. And there is no complaints
made by intermediaries. It is concluded that the
complaints made by customers are decreasing
when it comparing with the years from2010 to
2015.

Table 7  shows that the grievances clearness of
UIIL company from the years 2010-2015. The total
number of grievances fully accepted are 6203 ,
partial accepted are 1568,  rejected  are 4425 and
the pending grievances are 1359. The total

percentage grievances are rejected is 26.54
percentages and 36.43 percentages. (Maximom)
The grievances pendings are increased from 2010
to 2015.

Table 8 is shows that the National Insurance
Assurance company grievance disposal duration
wise pending status from years 2010 to 2015. It
shows that the duration has taken 7-15 days in the
years 2010-11 the highest complaints made by
customers are 411 and the minimum complaints
made by customers are 4, and there is no claims in
the years 2011 and 2014. However the total

complaints made by the customers and
intermediaries are 441. And complaints made by
intermediaries in the year 2012-13 it is high that
is intermediaries are 10 and low in the year 2014-
15 is 5. And in the years 2010-15 the complaints
made by customers 15-30 days are highest in the
year 2012-13 is 336 and the minimum complaints
made by customers is 5 in the years 2013-14 and
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the total complaints made by customers are 545.
And complaints made by intermediaries
complaints made high in the year 2013-12 is 30,
lowest claims is in the year is 3and the total claims
are 595. It is conclude that the complaints made
by customers are decreased when it comparing
with years in 2010 and 2015.

Conclusion:
Insurance is a contract in which an individual or
entity receives financial protection or
reimbursement (indemnity) against loss from an
insurance company. Thus, an insurer settles claims
against policies issued by him. The efficiency of
the claims management and settlement process has
a direct impact on a company’s ability to retain
customer and to minimize grievances. It highlight
the evelution of clais settlement of NIA and UIICL.
It is found that UIICL has never approved the net
claims more than gross claims and sharp dealing
claims ratios indicate the effecieny and effactive
control on claims than that of their counter parts.

It is concluded that the in the comparative analysis
that higher percentage of the claim settlement

indicates in the top two companies i.e.  New India
Assurance Co. Ltd. (88.83%), United India
Insurance Company Co. Ltd. (73.96%).It also
indicates these insurance companies are more
transparent in the management of the process of
claim settlement and they adhere to the provisions
of   protection of policy holders Motor Insurance
Act 1988.
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ABSTRACT

This study examines the prospects of bancassurance in Nepal. The prospect of bancassurance is the
dependent variable. Distribution channel, consumer awareness, product design and partner selection
are the independent variables. The study is based on primary data which were collected from 104
respondents. To achieve the purpose of the study, structured questionnaire is prepared. The regression
models are estimated to test the significance and importance of selected factors and prospects of
bancassurance in Nepal.

The result shows that there is positive relationship of distribution channel and prospects of bancassurance.
It indicatesthat better the distribution channel,betterwould be the prospects of bancassurance. Similarly,
consumer awareness, product design and partner selection are positively correlated to the prospects of
bancassurance. It indicates that higher the level of consumer awareness, product design and partner
selection, better would be the prospect of bancassurance. The regression results show that a distribution
channel is the most important factor affecting the prospects of bancassurance followed by product design
and customer awareness. The partner selection plays a least important role in determining the prospects
of bancassurance in Nepalese commercial banks.

Keywords: Prospects of bancassurance, distribution channel consumer awareness, product design and
partner selection.

1. Introduction
Bancassurance can be defined as the partnership
between a bank and an insurance company
whereby the insurance company sells its policies
through the bank network. The need for survival
as a result of changes in regulation, globalization
and changes in customer demand have paved the
way for the emergence of financial conglomerates
resulting in bancassurance (Karunagaran, 2006).

Financial institutions for a long time have been
grappling with the decrease in their interest
margins as a result of the rise in competition,
changes in technology and the deregulation of the
financial sector as well as globalization. With the
rise of financial innovation, bancassurance is the
way to go. Anja et al. (2010) described
bancassurance as the selling of insurance through
the bank distribution channel. Bancassurance
provides banks with the opportunities to acquire

additional revenue streams while promoting
customer retention.

Chen et al. (2009) noted that developing countries
such as Asian countries took much longer to adopt
the concept of bancassurance,due to the lack of
establishment of regulatory frameworks and
guidelines in the financial industry. According to
Karunagaran (2006), bancassurance has become
widely adopted across the world from then on with
banks setting up subsidiaries or going into joint
ventures to facilitate this service.

Bancassurance refers to banks acting as corporate
agents for insurers to distribute insurance products.
Bank acts as a mediator between the insurance
company and their customers. Bancassurance has
grown differently in different countries and taken
shape according to the demography, economy and
legislative prescriptions in that country (Agrawal
and Hajela, 2011).Bancassurance is the simplest



53

way of distribution of insurance products through
the bank distribution channel. It is process of
selling insurance products and services by
leveraging vast customer base of a bank and fulfills
the banking and insurance needs of the customers
at the same time (Chowdhury, 2006).

According to Florido (2002), bancassurance is a
combination of the word “banque or bank”and
“assurance” signifying that both banking and
insurance are being provided by the samecorporate
entity. This strategy is beneficial to both the bank
offering its channel and the insurance company
providing the services as the bank earns a risk-
free income, referred to as fee-based income while
the insurance company increases its capacity in
reaching a wider customer base, thus increasing
its numbers. Kiragu (2014) noted that the
increasingly competitive environment in the
financial services markets has put pressure on the
firms to develop and utilize alternative delivery
channels. Financial deregulation, convergence of
markets and globalization has a negative effect in
the banking and insurance industries respectively.
Banks have to come up with innovative ideas to
maintain their customer base as well as increasing
income. On the other hand, insurance companies,
faced with a stagnant growth and fairly mature
markets, have to come up with innovative ideas to
ensure survival.

Bancassurance is the process by which an
insurance company uses the bank network to sell
its policies (Anja et al., 2010). The insurance
company uses the bank’s network to reach a wide
customer base over which to market its products
while the bank gains from the income other than
interest income, which is risk- free. Arora (2013)
stated that insurance companies require immense
distribution strength and great power to reach a
huge customer base. This distribution is facilitated
immensely by various insurance companies who
bring their policies to the common man through
the basic network of banks. According to Arthur
and Iris (2003), bancassurance represented 69
percent of new insurance business with seven out
of ten new business generated through cross-
selling activities at bank branches. Deregulation

that allows diversification across both financial
services as well as geographic areas provides a
potential rational for growth of banking and
insurance in the years ahead.

Jongeneel (2004) have noted that banks in the
recent years have moved from traditional strategies
ofearning income to non-traditional strategies such
as investment banking, securities  brokerage,
mutual funds and insurance agencies. The ever
increasing competitive nature of the banking
industry has led to an increase in the cost of funds
leading to banks having to come up with alternative
deployment tactics to ensure that their interest
margins are maintained.

Kumari (2012) investigated on the awareness level
of the banks’ customer on bancassurance in the
Indian market. The study found that only a smaller
number of people had taken the bancassurance
policy from their respective banks. Similarly, some
of the respondents believed that private sector
banks are better in bancassurance, because of the
quality services provided by them and the
aggressive selling policies adopted by the private
sector (Sreedevi and Auguskani, 2014).

Bancassurance provides endless opportunities for
a bank to earn high fee income at low cost. Firstly,
it is much easier for a bank to sell insurance
products to its customers as it has complete
knowledge about the financial status of its
customers through their spending and savings
patterns. Additionally, banks have an easier
approach to customers in terms of persuasion to
get an insurance product, since customers trust
their banks more than an 8 insurance company
(Kumar, 2008). Bancassurance provides limitless
advantages to banks. Bancassurance opens doors
to new markets for growth; there is little or no
competition, and an extremely high level of fee
income on investments due to charging of high
premiums.

According to Kumar (2008), distribution channels
in bancassurance are career agents, special
advisors, salaried agents, platform bankers,
brokerage firms, direct response, internet and E
brokerage. Klein (2001) examined that the type



54

of insurance products which bank wants to sell is
very closely bound up with the methods of
distribution which bank plans to use. This is
because the effort and expertise needed to sell a
given product must be appropriate to the skills and
cost base of the chosen distribution method. The
type of distribution channels that a company uses
affects the design and pricing of its products, as
well as the way in which the products are promoted
and perceived in the marketplace. It seems very
difficult for a single distribution channel to
successfully reach the bancassurer’s goals and
specific target markets. Many bancassurers are
using multiple distribution channels. Alavudeen
and Rosa (2015) examined bancassurance has a
bright future as it offers insurers a readymade
distribution platform with a tremendous
distribution network.

Pejawar(2008) explored various reasons namely
shrinking profit margins, regulatory changes,
operational efficiency, customer loyalty and better
information about customers, for banks to enter
into bancassurance. The study showed that
insurance companies should take care of
commitment level, brand name, customer base,
capital strength, technology and compatibility with
products of banks while choosing bancassurance
partners. Twardy (2009) found that regarding
partner selection criteria, financial resources of the
partner is the criterion that is the most important
for alliance success. Standardized governance of
the partner selection is another important success
factor for partner selection. Companies need to
clarify who is to be responsible, accountable,
consulted, informed in each partnering phase.

According to Joshi (2016), preference of insurance
companies on bancassurance over traditional agent
showed that wider customer base is ranked top
followed by stronger brand name, lower
distribution cost and simplified financial
transaction as less important. Finally, for most
contributing factor on success of bancassurance
in Nepal, consumer awareness is ranked highest
followed by product design, distribution channel,
brand name and awareness of retail banks
respectively.

The above discussion reveals that there is no
consistency in the findings of various studies
concerning the prospects of bancassurance.

The major objective of the study is to study the
prospects of bancassurance in Nepal. More
specifically, it examines the relationship of
distribution channel, consumer awareness, partner
selection and product design with prospects of
bancassurance in Nepal.

The remainder of this study is organized as
follows: Section two describes the sample, data
and methodology. Section three presents the
empirical results and the final section draws
conclusion and discuss the implications of the
study findings.

2.  Methodological aspects
The study is based on the primary data which were
gathered from 104 respondents. This study has
employed descriptive research design and causal
comparative research design to deal with issues
associated with the prospects of bancassurance in
Nepal.

The model
As a first approximation, this study assumes that
the prospects of bancassurance depends on the
various factors such as distribution channel,
consumer awareness, partner selection and product
design. Therefore, the model takes the following
form.

Model :
PB= â

0
+â

1
DC+â

2
CA+â

3
PD+â

4
PS+ å

PB= Prospects of bancassurance is the possibility
of future success of bancassurance.

DC= Distribution channel is defined as the
medium to transfer the bancassurance product.

CA= Consumer awareness is defined as level of
knowledge with the customer.

PD= Product design is plan for the product to be
offered.

PS= Partner selection is defined as the act of
selecting the partner.
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Distribution channel
Distribution channel is defined as the medium
which transform the bancassurance product. Klein
(2001) found that there is strong relationship
between distribution channel and prospects of
bancassurance. Distribution channels should be
integrated in accordance with the established
model in order to ensure cost saving and increased
productivity of bancassurance (Kumar,2008).
Alavudeen and Rosa (2015) revealed that
distribution channel positively influence the
performance of bancassurance. Based on it, this
study develops the following hypothesis:

H1: There is positive relationship between
distribution channel and prospect of
bancassurance.

Customer awarness
Consumer awareness is defined as level of
knowledge of the customers. The understanding
by an individual of their rights as a
consumer concerning available products and
services being marketed and sold is termed as
customer awareness.Rajkumari(2007) and Kumari
(2012) found a positive relationship between
customer awareness and prospect of
bancassurance.Based on it, this study develops the
following hypothesis:

H1: There is positive relationship between
customer awareness and prospect of
bancassurance.

Product design
Product design is the plan for the product to be
offered. It is creating a new product to be sold by
a business to its customers. Artikis et al. (2008)
found that product design of insurance companies
helps to retain the relationship between bank and

insurance company.Based on it, this study
develops the following hypothesis:

H1: There is positive relationship between product
design and prospect of bancassurance.

Partner selection
Partner selection is defined as the act of selecting
the partner for operating the business. Agrawal and
Hajela (2011); Pejawar(2008) indicted that
appropriate partner selection process results in the
success of bancassurance. Twardy (2009)
suggested that there is positive relationship
between partner selection and performance of
bancassurance. Based on it, this study develops
the following hypothesis:

H1: There is positive relationship between partner
selection and prospect of bancassurance.

Correlation analysis
On analysis of data, correlation analysis has been
undertaken first and for the purpose, Pearson’s
correlation coefficients have been computed and
the results are presented in Table 1.

Table 1: Pearson’s correlation
coefficientsmatrix for the dependent and
independent variables

(This table reveals the Kendall’s correlation
coefficients between dependent and independent
variables. PB (prospects of bancassurance is the
possibility of future success of bancassurance) is
dependent variable. The independent variables are
DC (distribution channel is defined as the medium
to transform the bancassurance product), CA
(consumer awareness is defined as level of
knowledge with customer), PD (product design is
the plan for the product to be offered) and PS
(partner selection is defined as the act of selecting
the partner).
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The results show that there is positive relationship
of distribution channel with the prospects of
bancassurance which indicates that appropriate
distribution channel leads to the success of
bancassurance. Likewise, the study observed
positive relationship between consumer awareness
regarding bancassurance and prospects of
bancassurance indicating increase in consumer
awareness leads to success of bancassurance.
Similarly, the positive relationship between
product design and prospect of bancassurance
reveals that better product design of bancassurance
product leads to widen the prospects for
bancassurance. Likewise, partner selection is
positively related to prospect of bancassurance
which indicates that better selection of the partners
of bancassurance leads to better prospects of
bancassurance.

Regression analysis
Having indicated the Pearson’s correlation
coefficients, the regression analysis has been

carried out and the results are presented in
Table 2.

Table 2: Regression of distribution channel,
customer awareness, product design and
partner selection on prospects of
bancassurance.

(The results are based on 104 observations by
using liner regression model. The model is PB=
â
0
+â

1
DC+â

2
CA+â

3
PD+â

4
PS+ å where, PB

(prospects of bancassurance is the possibility of
future success of bancassurance is dependent
variable). The independent variables are DC
(distribution channel is defined as the medium for
transform the bancassurance product), CA
(consumer awareness is defined as level of
knowledge with customer), PD (product design is
the plan for the product to be offered), PS (partner
selection is defined as the act of selecting the
partner).

Notes: 1. Figures in parenthesis are t-values
   2.The asterisk sign (*)indicates that result is significant at 5% level and double asterisk sign (**)indicates

that result is significant at 1%.
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The study indicated that beta coefficient for
distribution channel is positive and has significant
impact on prospects of bancassurance. It reveals
that better the distribution channel, better would
be the prospects of bancassurance academic. This
finding is similar to the findings of Alavudeen and
Rosa (2015). Similarly, the results show that beta
coefficient is positive for consumer awareness
indicating increase in consumer awareness leads
to success of bancassurance. The finding is
consistent with the findings of Kumari(2012). The
study also shows that the beta coefficient for
product design is positive with prospects of
bancassurance. It reveals that appropriate product
design of bancassurance leads to increase the
prospect of bancassurance. This finding is similar
to the findings of Klein (2001). Likewise, the
results show positive beta coefficients for partner
selection which indicates that better selection of
the partners of bancassurance leads to better
prospects of bancassurance. The finding is
consistent with the findings ofAgrawal and Hajela
(2011).

3. Summary and conclusion
Bancassurance as a channel of selling insurance
is growing in Nepal. The network of banks spread
across the country and this enables the insurance
company to increase the customers for their
products. In Nepal, people from almost all part of
the country are getting access to the banking
services, so there is immense scope for the
bancassurance in Nepal. The conversion of
insurance company and bank has given the synergy
effect to both bank and insurance companies by
providing opportunities to cover large untapped
market.

This study attempts at determining the prospects
of bancassurance in Nepal. This study is based on
primary of data collection from 104 respondents.
Moreover, this study hypothesizes that the
prospects of bancassurance depends on several
factor such as distribution channel, customer
awareness, product design and partner selection.

The study reveals that customer awareness,
distribution channels, product design and partner

selection have positive impact on the prospect of
bancassurance. This means higher the customer
awareness, distribution channels, product design
and partner selection, better would be the prospect
of bancassurance. However, the most important
determinant has been noticed to be distribution
channels followed by product design, customer
awareness and partner selection. The study
concludes that distribution channels play the most
influencing role while partner selection plays a
least important role in determining the better
prospects of bancassurance in Nepal.
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ABSTRACT

This study examines the factors affecting employee absenteeism in Nepalese insurance companies. The
employee absenteeism is the dependent variable. Working condition, health problem, job satisfaction
and stress related problems are the independent variables. The study is based on 100 respondents from
5 Nepalese insurance companies. To achieve the purpose of the study, structured questionnaire is prepared.
The regression models are estimated to test the significance and importance of the determinantsof employee
absenteeism in Nepalese insurance companies.

The study shows that the stress related problems are positively correlated to employee absenteeism. This
indicates that increase in stress related problems leads to increase inabsenteeism. The result also shows
that working condition, health problem, and job satisfactions are negatively correlated to employee
absenteeism. This indicates that better working condition, health problem, job satisfaction leads to increase
in employee absenteeism. The regression results show that the beta coefficients for stress related problems
are positive with employee absenteeism in Nepalese insurance companies. The study concludes that
stress related problems play the most influencing role while working condition plays a least important
role in determining the employee absenteeism in Nepalese insurance companies.

Keywords: Employee absenteeism, health condition, working condition, job satisfaction and stress related
problems.

1. Introduction
Absenteeism is a habitual pattern of absence from
a duty or obligation. Traditionally, absenteeism has
been viewed as an indicator of poor individual
performance, as well as a breach of an implicit
contract between employee and employer. It was
seen as a management problem and framed in
economic or quasi-economic terms.Cascio (2003)
defined absenteeism as any failure of an employee
to report for or remain at work as scheduled
regardless of reason. From a business perspective,
the employee is absent and is simply not available
to perform his or her job, results in higher cost to
the organization.

Tiwari (2014) defined absenteeism as absence of
workers from the regular work without prior
permission. Excessive absenteeism involves a

considerable loss to the enterprise because work
scheduled are upset and delayed and management
has to give overtime wages to meet the delivery
dates. The rates of overtime wages are doubled
than the normal rates of wages. Therefore, study
of cause of absenteeism is essential to deal with
the problem. According to Ivancevich and
Matteson (2004), absenteeism is costly because it
reduces output and is disruptive because it requires
that schedules and programs be modified. Van der
Merwe (2008) established a positive relationship
between absenteeism and labour turnover.

According to Nel et al. (2006), absenteeism is
withdrawalbehavior when it is used as a means to
escape an undesirable working environment.Job
satisfaction is defined as the attitude that
employees may have towards their jobs and the
organizations in which they work. Though there
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are various factors that affect job satisfaction, the
level of job satisfaction will differ from individual
to individual (Chen, 2008). Managers must strive
to maintain an acceptable or high level of job
satisfaction amongst the workforce, as job
dissatisfaction may increase the rate of
absenteeism and then negatively impact on the
organization’s ability to perform in order to
successfully meet its organizational goals (Cohen
and Golan, 2007). Low morale and hindered
productivity may result from the increased
pressure, increased workload, and frustration from
a shortage of staff. However, Goldberg and
Waldman (2000) found no correlation between job
satisfaction and absenteeism. Instead, it remains
the responsibility of management to motivate the
workforce.

The choice made by employees which occurs when
an employee is absent due to reasons other than
illness (Rogersand Herting, 1993). Basically,
absence can be divided into an involuntary part
and a voluntary part. Involuntary absence, e.g.
certified sickness or funeral attendance, is beyond
the employee’s immediate control, whereas
voluntary absence, e.g. uncertified sickness and
shirk, is under the direct control of employee and
is often based on personnelaims (Nielsen, 2008).
The study defined absenteeism as unscheduled
absence from work, regardless of the reason,
including long and short term disability.

According to Singh et al. (2016), the main causes
of absenteeism amongst security officers within
the organization are attributed to illness,
transportation, fatigue, family problems, and long
working hours. In addition to this, the failure of
management to adequately manage absenteeism
in the workplace has contributed to the
perpetuation of the problem. This has resulted in
service delivery being compromised to the extent
that a substantial number of clients have been lost.
Excessive costs, low productivity, and inefficient
service delivery have challenged the sustainability
of the business.

Jenson and McIntosh (2007) found that days
absent for both men and women are correlated to

the variables which describe their individual
characteristics such as gender, age, educational
attainment, occupation, sector, the number of
children living at home, health status, and job
duration. When tackling the absenteeism problem,
companies often need to focus their energy on non-
work-related issues. This can boost both
productivity and to curtail disability costs
(Quinley, 2003). Employee assistance program
(EAPs) can be implemented to help workers deal
with issues outside of work that employees bring
to the workplace.

In most cases, absenteeism presents adverse effect
on the performance of organization. However,
despite the awareness that relatively high
absenteeism have negative effect on organizational
performance, the operations of some organizations
tend to increase the level of absenteeism either
intentional or unintentional. Intentionally, some
organization takes advantage of the increasing
level of unemployment to exploit workers by
hiring and firing workers at will. Unintentional,
some organizations do not adequately motivate
workers as the workers are not paid commensurate
wage rate, delayed promotion, non-provision of
adequate working tools, lack of conducive work
environment, lack of insurance cover, no adequate
provision of health care facilities amongst others.
All these factors tend to increase absenteeism
which affects the level of organizational
performance (Onikoyi et al., 2015).

The study stated that the poor and intolerable
working conditions in the factories irritate the
workers. Excess heat, noise, either too much or
too low lighting, poor ventilation, dust, smoke etc.,
cause poor health of the workers. These factors
cause the workers to be absent (Rathod and Reddy,
2012).

According to McHugh (2002), when the
employees are likely to have more ill health then
employees’ absence is high. The study further
disclosed that in such situations of poor health,
there are higher absence levels, low morale, high
levels of stress, poor communication and poor
relationships between management and staff. The
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study stated that the poor and intolerable working
conditions in the factories irritate the workers.
Excess heat, noise, either too much or too low
lighting, poor ventilation, dust, smoke etc., cause
poor health of the workers. These factors cause
the workers to be absent (Rathod and Reddy,
2012). Oniyoki et al. (2015) studied on the
improvement of employee job satisfaction and
working conditions. The study showed a
commitment by management helps to enhance the
professional environment of the employee. This
results in an improvement in productivity, service
delivery, profitability, and also reduces
absenteeism.

According to the Tiwari (2014), the absenteeism
reduces the level of an organization’s productivity,
profitability, quality service delivery, and
promptness of satisfying the customers’ needs. The
study found that the effective management of labor
reduced absenteeism in the organization and led
to an improvement in the level of productivity,
organizational effectiveness, efficient and effective
service delivery, profitability and overall
organizational performance. Therefore, it appears
as though a negative relationship exists between
absenteeism and organizational performance.

Robbins (2009) linked absenteeism to satisfaction
and deduced a negative correlation. In the
organization when there is no satisfaction there is
a cause for absenteeism. Derry et al. (2006)
indicated there were a number of different factors
that have a significant effect on the incidence of
absenteeism. These causal factors include job
motivation, routine of work and supervisory
support as well as absence culture and the
employees’ external responsibilities. In addition,
policy issues relating to previous disciplinary
warnings and the accumulation of sick pay were
identified as significant determinants of absence
behavior.

In the context of Nepal, the study revealed that
the employee participation is positively related to
job satisfaction, employee fairness perception and
organizational commitment which results in
lowering the employee absenteeism rate (Pandey
and Joshi, 2010). Chapagai (2011) examined the

relationship between employees’ participation and
job satisfaction in Nepal for which four Nepalese
commercial banks were chosen. The result
indicated that there is the strong positive
relationship between employee participation
practices and job satisfaction in Nepalese banking
sector. Increased employee participation makes a
positive effect on job satisfaction of Nepalese
banking employees, lowering down the
employees’ absenteeism rate and intention to quit
the job.

Gautam (2011) investigated the trends of HRM
practices in Nepalese organization. The findings
of the study revealed that Nepalese organizations
prefer experienced and mid-career human capital
as compared to fresh graduates and
undergraduates. Such practice of hiring
experienced personnel not only saves time of the
organization, but also saves cost on training and
reduces absenteeism rate.

The above discussion reveals that there is no
consistency in the findings of various studies
concerning determinants of employee
absenteeism.

The main purpose of the study is to analyze the
determinants of employee absenteeism in Nepalese
insurance companies. Specifically, it examines the
impact of working condition, job satisfaction,
health condition and stress related problems on
employee absenteeism.

The remainder of this study is organized as follows.
Section two describes the sample, data and
methodology. Section three presents the empirical
results and the final sections draws conclusion and
discusses the implications of the study findings.

2.  Methodological aspects
The study is based on the primary data which were
gathered from 100 respondents of 5 Nepalese
insurance companies. This study has employed
descriptive research design and causal comparative
research design to deal with issues associated with
the selected factors and employee absenteeism of
insurance companies in the context of Nepal. Table
1 shows the list of insurance companies along with
the number of respondents selected for the study.
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Table 1: Number of insurance companies selected for the study along with number of
respondents

The model

As a first approximation, the model estimated in
this study assumes that the employee absenteesim
depends on several variables such as working
condition, job satisfaction, health condition and
stress related problems. Therefore, the model takes
the following form:

EA=á+â1WC+â2JS+â3HC+â4S+ å

Where,

EA= Employee absenteeismis a habitual pattern
of absence from a duty or obligation

WC = Working condition refers to the working
environment under which a job is performed.

JS = Job satisfaction is the degree to which
employees like the job or individual aspects such
as nature of work or supervision

HC= Health condition is the ability of individual
to adapt and self-manage when facing mental,
physical and social change.

S = Stress related problem is a problem related to
conscious or unconscious psychological feeling or
physical situation.

Working condition
Working conditions refers to the working
environment and all existing circumstances
affecting labor in the workplace, including job
hours, physical aspects, legal rights and
responsibilities. In general, working conditions
cover from working time (hours of work, rest
periods, and work schedules), to remuneration, as
well as the physical conditions and mental

demands that exits in the workplace. To reduce
the absenteeism, the working condition of
organization should be appealing to work (Onikoyi
et al., 2015).According to Spector (1985),
employees who perceive high levels of constraints
in terms of their working environment tend to be
dissatisfied with their jobs which results in
absenteeism. Based on it, this study develops the
following hypothesis:

H
1
:  There is negative relationship between

working condition and absenteeism.

Job satisfaction
Job satisfaction is the degree to which employees
like the job or individual aspects such as nature of
work or supervision. Dawis & Lofquist (2001)
pointed out that job satisfaction is a pleasurable
affective condition resulting from one’s appraisal
of the way in which the experienced job situation
meets one’s needs, value, and expectations. A high
rate of employee satisfaction is directly related to
a lower turnover rate and absenteeism. Atchison
(1999) stated that many organizations are spending
much time on employee satisfaction initiatives in
an effort to reduceturnover, absenteeism, improve
productivityand to help organizations succeed.
Based on it, this study develops the following
hypothesis:

H
2
: There is negative relationship between job

satisfaction and absenteeism

Health condition
Health condition is the ability of individual to adapt
and self-manage when facing mental, physical and
social change. Poor health condition of employees
results in absenteeism which leads to decrease in
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organizational performance (Cascio, 2003).
Brooke and Price (1989) suggested that
reutilization, centralization, pay, distributive,
justice, work involvement, role ambiguity, conflict
and overload, kinship possibility, organizational
permissiveness, job satisfaction, and alcohol
involvement as the determinations of absenteeism.
Based on it, this study develops the following
hypothesis:

H
3
: There is negative relationship between health

condition and absenteeism.

Stress related problems
Stress is a conscious or unconscious psychological
feeling or physical situation which comes as a
result of physical or/and mental ‘positive or
negative pressure’ to overwhelm adaptive
capacities. The stress level of employees affect
negatively on worker performance which also
increases absenteeism rate. Employees tend to
carry this stress to work, which impacts on their
work performance and results in low productivity
and absenteeism (Stannack, 1996).Based on it, this
study develops the following hypothesis:

H
4
: There is positive relationship between stresses

related problem and absenteeism.

3. Results and discussion

Correlation analysis
On analysis of data, correlation analysis has been
undertaken first and for this purpose, Pearson’s
correlation coefficients have been computed and
the results are presented in Table 2.

Table 2: Pearson’s correlation
coefficientsmatrix for the dependent and
independent variables

This table shows the Pearson’s correlation
coefficients matrix between dependent variables
and independent variables of selected Nepalese
insurance companies. The coefficients are based
on the data from 5 insurance companies with
100observations. EA (Employee absenteeismis a
habitual pattern of absence from a duty or
obligation)is the dependent variable. The
independent variables are WC (Working condition
refers to the working environment under which a
job is performed), JS (Job satisfaction is the degree
to which employees like the job or individual
aspects such as nature of work or supervision),
HC (Health condition is the ability of individual
to adapt and self-manage when facing mental,
physical and social change), S(Stress related
problem is a problem related to  conscious or
unconscious psychological feeling or physical
situation)

The results show that there is negative relationship
of working condition with absenteeism which
indicates that poor working condition leads to
increase in employee absenteeism. Likewise, the
study observed negative relationship between job
satisfaction and employee absenteeism which
indicates that increase in employees’ job
satisfaction leads to decrease in employee

absenteeism. Similarly, the negative relationship
between health condition and employee
absenteeism reveals that poor health condition
leads to increase in employee absenteeism.
Likewise, there is positive relationship between
stress and absenteeism which indicates that higher
the stress, higher would be the absenteeism.
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Regression analysis
Having indicated the Pearson’s correlation
coefficients, the regression analysis has been
carried out and the results are presented in Table
3.

Table 3: Regression on job satisfaction, working
condition, stress related problems and health
condition on employee absenteeism

The results are based on panel data of 100
observations by using linear regression model.
EA= â

0
+â

1
PW+â

2
JS+â

3
HC+â

4
S+å, Where, EA

(Employee absenteeismis a habitual pattern of
absence from a duty or obligation)is the dependent
variable. The independent variables are WC
(Working condition refers to the working
environment under which a job is performed), JS
(Job satisfaction is the degree to which employees
like the job or individual aspects such as nature
of work or supervision), HC (Health condition is
the ability of individual to adapt and self-manage
when facing mental, physical and social change),
S (Stress related problem is a problem related to
conscious or unconscious psychological feeling or
physical situation)

The study indicates that beta coefficient for
working condition is negative and significant with
employee absenteeism. It reveals that poor
working condition leads to increase in employee
absenteeism.This finding is similar to the findings
ofSpector (1985).Similarly,the beta coefficient is
negative for job satisfaction with employee
absenteeism. It indicates that increase in
employees’ job satisfaction leads to decrease in
employee absenteeism. This finding is similar to
the findings of Dawis& Lofquist (2001). Likewise,

the study reveals that beta coefficient for health
condition is negativewith absenteeism. It reveals
that poor health condition increases the
absenteeism. The finding is consistent with the
findings ofCascio (2003). The study reveals
positive beta coefficients for stress related
problems with employee absenteeism.It reveals
that higher the stress, higher would be the
absenteeism. The finding is consistent with the
findings of Stannack (1996).
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The study indicates that beta coefficient for
working condition is negative and significant with
employee absenteeism. It reveals that poor
working condition leads to increase in employee
absenteeism.This finding is similar to the findings
ofSpector (1985).Similarly,the beta coefficient is
negative for job satisfaction with employee
absenteeism. It indicates that increase in
employees’ job satisfaction leads to decrease in
employee absenteeism. This finding is similar to
the findings of Dawis& Lofquist (2001). Likewise,
the study reveals that beta coefficient for health
condition is negativewith absenteeism. It reveals
that poor health condition increases the
absenteeism. The finding is consistent with the
findings ofCascio (2003). The study reveals
positive beta coefficients for stress related
problems with employee absenteeism.It reveals
that higher the stress, higher would be the
absenteeism. The finding is consistent with the
findings of Stannack (1996).

4. Summary and conclusion
Absenteeism is one of the problems faced by all
the organizations in this modernized world which
results in employee turnover. Organizations over
the years have sought means of improving
employee resource management particular with the
interest of reducing the employee work
absenteeism and to maintain low level of employee
turnover. Employee motivation, shift work system,
team work and other means of enhancing
employee happiness and job satisfaction have been
applied by management to reduce employee
absenteeism and labor turnover to improve overall
organizational performance. Despite the awareness
of the adverse effect of absenteeism on overall
organizational productivity and performance, the
level of absenteeism tends to remain high.

This study attempts at determining the factors
affecting employee absenteeism in Nepalese
insurance companies. This study is primarily based
on primary sources of data collected from 100
respondents. Moreover, this study hypothesizes

that the employee absenteeism depends on several
factors such as working condition, job satisfaction,
health condition and stress related problem.

The study reveals that stress related problems have
positive impact on employee absenteeism. This
means that higher the stress related problems,
higher would be the employee absenteeism.
However, the study shows negative relationship
of employee absenteeism with working condition,
job satisfaction and health condition. It indicates
that better working condition, job satisfaction and
health condition leads to decrease in the employee
absenteeism. The most important determinants of
employee absenteeism have been noticed to be
stress related problems followed by health
condition, job satisfaction and working condition.
The study concludes that stress related problems
play the most influencing role while working
condition plays a least important role in
determining the employee absenteeism in
Nepalese insurance companies.
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ABSTRACT
Liberalization of Indian insurance sector in the year 1999-2000 has opened gates to private players to
grab the market. The public sector companies have already established themselves in the market. But
there are multiple challenges faced by the new insurance companies, of which two are critical:

Designing of products suiting the market and using the right distribution channel to reach the customer

The companies have been successful in dealing with the existing product features and leveraging the
technical know-how of their partners. Though the product is ready with the company it should reach the
ultimate customer, which is possible through an intermediary or a distribution channel which plays an
important role in reaching the right product to the right customer. Here in case of life insurance business
it is the distributor who makes the difference in terms of the quality of advice for choice of product, post
sales services and settlement of claims. In the Asian markets, the distinct cultural and social values will
play a major role in shaping the distribution channels and their effectiveness. In today’s scenario, insurance
companies must move from selling insurance to marketing an essential financial product. The distributors
have to become trusted financial advisors for the clients and trusted business associates for the insurance
companies. This leads to introducing multiple distribution channels in a cost effective and customer
friendly manner. Before liberalization of life insurance sector in India, LIC was the only life insurance
company satisfied the life insurance requirements of the public with mass number of agents who used to
sell the policies in areas in which they reside. Being a monopoly in the Indian insurance market LIC
could not tap the markets, which lead the Govt. to liberalize the insurance industry. After the entry of
private players, to reach the product to the ultimate customer the companies came with new intermediaries.
In this context, the present study focuses on various types of distribution channels used by Indian life
insurance companies and their contribution to the total business of select life insurance companies.

Key words: Distribution channels, corporate agents, Bancassurance, Brokers, Direct selling.

1. INTRODUCTION:
Liberalization of insurance sector has opened gates
to private players to grab the market. The public
sector companies have already established
themselves in the market. But there are multiple
challenges faced by the new insurance companies,
of which two are critical: Designing of products

suiting the market, using the right distribution
channel to reach the customer

While the companies have been quite successful
in dealing with the existing product features and
leveraging the technical know-how of their
partners. Though the product is ready with the
company it should reach the ultimate customer,
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which is possible through an intermediary / a
distribution channel which plays vital role in
reaching the right product to the right customer.
Here in case of insurance business it is the
distributor who makes the difference in terms of
the quality of advice for choice of product,
servicing of policy post sale and settlement of
claims. In the Asian markets, with their distinct
cultural and social ethos, these conditions will play
a major role in shaping the distribution channels
and their effectiveness. In today’s scenario,
insurance companies must move from selling
insurance to marketing an essential financial
product. The distributors have to become trusted
financial advisors for the clients and trusted
business associates for the insurance companies.
This leads to introducing multiple distribution
channels in a cost effective and customer friendly
manner.

2.  NEED OF THE STUDY:
Before liberalization of insurance sector in India,
LIC was the only life insurance company satisfied
the life insurance requirements of the public. Being
a monopoly in the Indian insurance market LIC
could not tap the markets, which lead the Govt. to
liberalize the insurance industry. After the entry
of private players, to reach the product to the
ultimate customer the companies came with new
intermediaries. At present there are four major
distribution channels through which insurance
companies are serving the needs for the public.
They are individual agent, corporate agents (banks
and others), brokers and direct selling. Considering
all the above aspects the present study is
undertaken to analyse the performance of various
distribution channels of select life insurance
companies to know how each channel is
contributing to an individual companies’ total
business.

3.  OBJECTIVES :
1. An overview of various distribution channels

in Indian life insurance sector.

2. To compare the share of each distribution
channel in the total business ( in terms of
number of policies sold)  of select life
insurance companies.

4.  HYPOTHESIS:
H0: There is no significant difference in the
channel-wise performance (Individual) of select
life insurance companies (in terms of number of
policies sold).

5. REVIEW OF LITERATURE:
Abhijit Sen Gupta (2007)- In the report  titled
“Banking and Insurance Services Liberalization
in the context of Indo-EU trade and Investment
Agreement”, he expressed that  Even in the Indian
insurance sector, EU firms corner a dominant
position. Though morethan 67% of the insurance
market is captured by the public sector LIC, joint
ventures with EU companies have cornered nearly
80% of the remaining market. Between April and
October 2007, joint ventures with partners from
the EU accounted for Rs. 9500 crore of insurance
premium. Of this more than 50% was from joint
ventures with UK companies, including HDFC
Standard Life, ICICI Prudential, and Dabur CGU
Life Insurance. Other important EU countries with
which Indian companies have set up business
include Germany (Bajaj Allianz), the Netherlands
(ING Vysya) and France (SBI Life Insurance).
Other major players in the Indian life insurance
market include the USA and Australia.

Hand book on Indian Insurance statistics(2007-
08) –revealed that Not only private sector
insurance companies grabbing the market of LIC,
the banks which are in to insurance like HDFC
std, ICICI pru, IDBI Fartis(started in 2007) ,ING
Vysya, SBI Life are also growing  well, if the
contribution to  total life insurance premium is
observed LIC had a growth of 17.19% in 2007-08
than the previous year, whereas the above said
banks HDFC std, ICICI pru, , ING Vysya,  SBI
Life showed a growth rate of 70.13%, 71.38%,
63.87%, 91.98 % respectively for the year 2007-
08 over its previous year.
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Subbiah.B (2010)- Stated that the liberalization
of insurance sector has given immense
opportunities to the private companies. This
eliminated the monopolistic business of Life
Insurance Corporation of India. It helped to cover
the wide range of risk in general insurance and
also in life insurance by introducing new range of
products to satisfy the needs of the customers by
providing better customer services. The
privatization has also helped in mobilization of
funds that can be utilized for the purpose of
infrastructure development. As many commercial
banks entered in to insurance business, they could
mobilize funds from rural areas because of the
availability of vast braches of the banks. And most
important thing is that the liberalization has
generated many employment opportunities in the
country.

Gurupreet Kaur (2010) – He noted that the
distribution channels have become the strongest
drivers for the growth of insurance sector. In her
study on “Distribution channels of Life Insurance
in India”, she examined the alternative distribution
channels of life insurance business as how they
are important and their contribution for the growth
of the insurance business. The author also worked
out on the perceptions and satisfaction of the
customers towards various distribution channels
as how the age, gender, income and occupation
levels have an impact on the selection of an
insurance company, the type of intermediary to
be selected for taking the policy and preferences
towards different insurance plans. The study
examined the satisfaction levels regarding services
of companies and post sales services provided by
insurance companies. It has been found that
individual agents are playing major role in
increasing news business of insurance sector, it is
concluded that the distribution channels play a
never ending role and may help in increasing
awareness and knowledge among people, it can
differentiate its products on the basis of customer
needs and they can make the distribution channel
more customer oriented than target oriented.

Kanagaraj.K, Savithaa.J and Panchanatham
N(2014): in their research paper “ A Frame work

on Enhancing Competency of Bancassurance Staff
in Public and Private Sector Banks” the authors
collected the data through group discussion and
interview of higher officials of banks and insurance
specialists and found 3 competencies are required
by a bancassurance officer like business
competency, technical competency, and CRM
competency .they also found in their interview that
the bank employees are not trained on insurance
products and are lack in selling those products
without any knowledge of handling quarries on
insurance products and moreover employees are
over loaded with their operational work due to
which they are unable to spend time to sell
insurance products. It was concluded that bank
employees are to be properly trained with regards
to the products and selling techniques, if needed
with a certificate course, the staff should also be
encouraged by incentives for their performance
in selling the products.

Tapas kumar Padia(2014) – in his article Banking
with insurance in India- Agency / broker expressed
that liberalization of insurance industry driven a
huge growth in life insurance business, this is
because of the entry of new players and evolution
of new channels of distribution of insurance
products. Specifically banks are playing important
role as distribution channel in selling of life
insurance products by using various models of
bancassurance like  Referral model, Corporate
agency, Subsidiary, Insurance broker. As on
Oct.13there are 464 insurance brokers selling the
policies of the insurers’ allover India with the
policy of one bank one insurance company. And
he also mentioned that to penetrate the insurance
business the finance ministry on Dec-13 has asked
all public sector banks to switch to the broker
model from the existing corporate agency structure
of distribution of products.

6. RESEARCH METHODOLOGY:

Four companies viz. Bajaj Allianz, Birla SunLife,
Max Life, Reliance life , have been taken as a
sample to analyse the performance of various
distribution channels in their total business for 11
years i.e. from  the financial year 2004-05 to  the
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year 2014-15. The data is analysed using One way
ANOVA with the help of SPSS. Secondary data is
collected from the reports of IRDA, IRDA Hand
Book on Indian Insurance Statistics, and the annual
reports of various life insurance companies, IRDA
online journals and other articles on the subject
and other related websites.

7. OVERVIEW ON DISTRIBUTION
CHANNELS OF LIFE INSURANCE
SECTOR:

Before liberalization of insurance sector in India,
LIC was the only life insurance company satisfied
the life insurance requirements of the public. Being
a monopoly in the Indian insurance market LIC
could not tap the markets, which lead the Govt. to
liberalize the insurance industry. After the entry
of private players, to reach the product to the
ultimate customer the companies came with new
intermediaries. Let us look at the various insurance
distribution channels presently used by various life
insurance companies to grab the market.

� Individual Agent: According to Insurance act
1938, section 42 and  with section 12 (2) (a)
&(c) of the IRDA act 1999 defined the
“Insurance Agent” means an individual
appointed by an insurer for the purpose of
soliciting or procuring insurance business
including business relating to the continuance,
renewal or revival of policies of insurance.
Any individual who wants to become an
insurance agent need to satisfy requirements
laid down by IRDAI.

� Banks: With the objective of increasing
insurance penetration using the entire network
of bank branches, the Finance Minister in the
budget speech 2013-14 announced that banks
will be permitted to act as insurance brokers.
Consequent to the announcement, IRDA
formulated and notified the IRDA (Licensing
of Banks as Insurance Brokers) Regulations,
2013 to enable banks to take up the business
of insurance broking departmentally. Reserve
Bank of India has given guidelines for banks
to undertake insurance business by setting up

a subsidiary/joint venture, as well as undertake
insurance broking/ insurance agency/either
departmentally or through a subsidiary.
However, it may be noted that if a bank or its
group entities, including subsidiaries,
undertake insurance distribution through
either broking or corporate agency mode, the
bank/other group entities would not be
permitted to undertake insurance distribution
activities, i.e., only one entity in the group can
undertake insurance distribution by either one
of the two modes mentioned above.

� Broker: Sections 14 and 26 of the Insurance
Regulatory and Development Authority Act,
1999 (41 of 1999), defines Broker :  “Insurance
broker” means a person for the time-being
licensed by the Authority under regulation 15,
who for remuneration arranges insurance
contracts with insurance companies and/ or
reinsurance companies on behalf of its clients.
The requirements to be satisfied by a person /
institution to become a broker are clearly
explained in schedule IV of Insurance and
Regulatory Authority of India (Insurance
Brokers) Regulations, 2013.

� Directing Selling: Few life insurers sell life
policies through direct sales, where companies
use direct mail or advertising by television or
radio calling for coupon or telephone response.
Group life insurance is a popular product sold
through direct sales, usually as large sales to
companies and employers. It is also called as
Distance marketing includes every activity of
solicitation (including lead generation) and
sale of insurance products through the
following modes:

� Voice mode, which includes telephone-calling.

� Short Messaging service (SMS).

� Electronic mode which includes e-mail,
internet and interactive television (DTH).

� Physical mode which includes direct postal
mail and newspaper & magazine inserts.

� Solicitation through any means of
communication other than in person.
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These Guidelines cover distance marketing
activities of insurers/brokers and corporate agents
(with specific approval of insurers) at the stages
including offer, negotiation as well as conclusion
of sale.

Therefore distribution channels play vital role in
the development of insurance companies, industry
and economy as a whole.

8. DATA ANALYSIS: To test the significant
difference in the channel wise performance of
select life insurance companies a One way
ANOVA test is conduced. The relevant data related
to this aspect is presented in the following tables
1 and 1.1.

H0: There is no significant difference in the
channel-wise performance (Individual) of select
life insurance companies in terms of no. of
policies sold).
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The table reveals that there is no statistically
significant difference in the share of individual and
corporate agents in the total business of Baja
Allianz, Birla Sun Life, Max Life and Reliance
Life, as the F values (0.956 and 1.057) are found
to be significant respectively. And the sig.(p)
values are greater than 0.05.therefore, the null
hypothesis is accepted. This means the mean
values of share of individual agent and corporate
agents’ in the total business (no. of policies sold)
of the four life insurance companies is assumed to
be same.

The table depicts that there is a statistically
significant difference in the share of

bancassurance, broker and direct selling in the
total business of the four companies. The ‘F’ values
of the above mentioned variables are found to be
significant at 5% level of significance and (3, 40)
degrees of freedom and the sig. (p) values are
lesser than 0.05. Therefore, the null hypothesis is
rejected. This means there is a difference in the
share of the three distribution channels in the total
business of the four companies.

To further find out as which company is differing
with each other a Tukey post hoc test is conducted,
the results are presented below.



71

The table exhibits that there is no significant
difference in the share of bancassurance in the total
business of Bajaj Allianz and Birla Sun Life as
the Sig.(p=.905) is greater than 0.05, therefore the
null hypothesis is accepted. The same is observed
in case of Bajaj Allianz and Reliance Life, the
sig.(p= .938) is greater than 0.05 and the null
hypothesis is accepted in this case. It is found that
there is a significant difference in the share of
bancassurance in the total business of Bajaj Allianz
and Max Life as the Sig.(p=.008) is lesser  than
0.05, therefore the null hypothesis is rejected. In
case of Birla Sun Life and Max Life , it is found
that there is a significant difference in the share of
bancassurance in their  total business. Hence the
null hypothesis is rejected (p=0.044 < 0.05), there
is no significant difference in the share of
bancassire in the total business of Birla Sun Life
and Reliance Life, as the Sig.(p= 0.597) is greater
than 0.05. Therefore, the null hypothesis is
accepted. When the same is compared between
Max Life and Reliance life, it is found that there
is a significant difference in the share of
bancassurance in their total business, as the Sig
(p= 0.002) is lesser than 0.05, the null hypothesis
is rejected.

When the share of broker in the total business of
Bajaj Allianz and Birla Sun Life is observed , it is
found   that there is no significant difference in
the share of broker in the total business of Bajaj
Allianz and Birla Sun Life as the Sig.(p=.055) is
greater than 0.05, therefore the null hypothesis is
accepted. The same is observed in case of Bajaj
Allianz and Max  Life, the  sig.(p= .976) is greater
than 0.05 and the null hypothesis is accepted in
this case. There is a significant difference in the
share of broker in the total business of Bajaj Allianz
and Reliance Life as the Sig.(p=.004) is lesser  than
0.05, therefore the null hypothesis is rejected.
When the same is observed between Birla Sun Life
and Max Life  and Reliance Life , it is found that
there is a significant difference in the share of
broker in their  total business. Hence the null
hypothesis is accepted. There is a significant
difference in the share of broker in the total
business of Max Life and Reliance life, as the Sig

(p= 0.011) is lesser than 0.05, the null hypothesis
is rejected.

It is evident from the above table that there is a
statistically significant difference in the share of
direct selling in the total business of Bajaj Allianz
and Birla Sun Life as the Sig.(p=.921) is greater
than 0.05, therefore the null hypothesis is accepted.
The same is observed in case of Bajaj Allianz and
Max  Life, the  sig.(p= .986) is greater than 0.05
and the null hypothesis is accepted in this case.
There is a significant difference in the share of
direct selling in the total business of Bajaj Allianz
and Reliance Life as the Sig.(p=.028) is lesser  than
0.05, therefore the null hypothesis is rejected.

There is no significant difference in the share of
direct selling in the total business of Birla Sun Life
and Max Life  and Reliance Life , as the Sig.(p=
.992) is greater than 0.05, therefore the null
hypothesis is accepted. It is found that there is a
significant difference in the share of direct selling
in the total business of Birla Sun Life and Reliance,
as the p=0.055 is lesser than 0.05. Hence the null
hypothesis is rejected. There is a significant
difference in the share of direct selling in the total
business of Max Life and Reliance life, as the Sig
(p= 0.011) is lesser than 0.05, the null hypothesis
is rejected.

9. SUMMARY AND CONCLUSION:
From the analysis it is found that there is no
statistically significant difference in the share of
individual and corporate agents in the total
business of Baja Allianz, Birla Sun Life, Max Life
and Reliance Life. In case of the rest of the
distribution channels, it is found that there is a
significant difference in the share of

Bancassurance, broker and direct selling in the
total business of Baja Allianz, Birla Sun Life, Max
Life and Reliance Life insurance company. It is
concluded that though the insurance companies
have been working hard to grab the life insurance
market with variety of products, marketing
strategies and different distribution channels, still
the life insurance market is untapped and there is
lot scope for the companies to penetrate the Indian
life insurance sector.
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ABSTRACT

This study examines the factors affecting the level of consumer awareness towards life insurance in
Kathmandu valley. The awareness of life insurance is the dependent variable. Education, growth of life
insurance sectors, government initiatives, accessibility and product of life insurance are the independent
variables. The study is based on 109 respondents from Kathmandu valley. To achieve the purpose of the
study, structured questionnaire is prepared. The regression models are estimated to test the significance
and importance of selected factors and level of consumer awareness towards life insurance in Kathmandu
valley.

The result shows that education and growth of life insurance sectors are positively related with awareness
of life insurance. This indicates that higher the education and growth of life insurance sectors, higher
would be the awareness of life insurance. Similarly, government initiatives and accessibility are positively
correlated to awareness of life insurance. It indicates that higher the government initiatives and
accessibility, higher would be the awareness of life insurance.

The regression result shows that the beta coefficients for product of life insurance and growth of life
insurance are positive and significant with the awareness of life insurance. The result also shows that
the beta coefficients for education, accessibility and government initiatives are positive and significant
with the awareness of life insurance in Kathmandu valley.

Keywords: Awareness of life insurance, education, growth of life insurance sectors, government initiatives,
accessibility and product of life insurance.

1. Introduction
Insurance is a contract in which an individual or
entity receives financial protection or
reimbursement against losses, damage, illness or
death in return for the payment of a specified
premium from an insurance company. It is an
instrument for contractual saving, based on an
anticipated future (i.e. policy claim) from a sum
of discounted present values (Omar, 2007).

An entity which provides insurance is known as
an insurer, insurance company, or insurance carrier.
A person or an entity who buys insurance is known
as an insured or policy holder. It is a kind of
investment from which one gets return only when
certain loss occurred from predetermined

incidents. Life insurance encourages saving in the
society because insured is paid back a lump sum
amount with some bonus if he/she alive at the end
of the period. From the economic point of view,
insurance is a business through which the scattered
savings are collected in the form of premium and
become an important source of funds for capital
investment (Singh, 2010).

According to Dar (2011), the awareness about
insurance is low but the role of media in creating
awareness is high. Thus, the study focuses on the
aspect that insurance companies should target
general people, by awareness campaigns like radio
and television advertisements. The study  finally
claimed that as long as people do not perceive life
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insurance as a major factor to influence their life,
growth in insurance does not take place, for which,
appropriate insurance policy needs to be developed
that is accessible, available, affordable and
acceptable to all sections of the society. Increase
the awareness of the life insurance to every
sections of the society. The postal life insurance
was also encouraged to bring more people of
weaker sections under insurance coverage at the
cost of very nominal premium (Tagra and Dhiman,
2017).

Khudar and Bhubaneswar(2012) analyzed the
customers expectation about insurance product in
Indian life insurance  and found that life insurance
sector has a lot of potential both in terms of sales,
revenue and employment generation and difficult
to estimate the required customer expectation.
Customers realize two basic types of expectation
such as desired and adequate services. Their
personal as well as technical knowledge catalyzes
the acceptance of life insurance.

Rao (2004) argues that the distribution channel
means a set of interdependent organizations
involved in the process of making a product or
service available for use or consumption by the
consumer by creating place utility and the value
of having the products where the customer wants
them, when they want them. The study shows that
in distribution in life insurance requires the
intermediaries.

According to Anderson and Nevin (1975), there
is a negative association between education and
the amount of life insurance purchased. The study
explained that higher educated people may believe
that inflation often decreases the cash value of life
insurance from a savings standpoint and hence
declines their need for life insurance.

Gandolfi and Miners (1996) revealed that there is
a positive relationship between education and life
insurance demand. The study recognized that those
who have a better education will purchase more
life insurance. The study found the positive
relationship because due to a greater loss of human
capital when the households head dies. Households
with a head will bring more financial loss to the
family as compared with those with lower

education. Hence, the purchase of life insurance
for those with greater education increases as the
value of the lost human capital increases.

In today’s modern and accident prone age,
insurance has become an unavoidable part of the
life. It has become a necessity of life along with
food, clothing and shelter. It not only provides
financial protection to the policyholders but also
act as better investment. Life insurance is one of
the secured and assured sources of provision for
old age when earnings of a person are either
stopped or reduced (Banne and Bhola, 2014).

A study on the awareness of insurance analyzed
that various factors such as sound economic
fundamentals, a rising middle class, an improving
regulatory framework, and rising risk awareness
are giving birth to the rapid growth in the Indian
life insurance market. They have observed that
nowadays customers are getting educated by media
and are always in search of the best product quality
and brand name. The researchers further indicated
that awareness has improved consumer awareness
aspects relating to life insurance product as
increase in the product of life insurance (Sastry,
2010).

Tagra and Dhiman (2017) examined that the
government initiatives are promoting the insurance
in the rural area. Insurance sector in India was
liberalized and insurance regulatory development
authority was established toincrease the insurance
penetration and density. The aim of government
to increase the insurance coveragecannot be
achieved until insurance benefit reaches in rural
and social areas. The government of India has also
launched certainscheme to provide insurance and
social security. The studies the schemes of
government and initiatives ofIRDA in promoting
life insurance in rural and social sectors.

In the context of Nepal,Gurung (2012) has
attempted to link the insurance as an essential
security element attached with human life stating
that human life is precious with the fact that
nobody in the world wants to die but the reality is
that everyone has to die someday. This scholar has
advised that life insurance does not only serve as
a financial security seal to make sure that the
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family becomes capable of paying debt in the
income holder’s absence, but also if somebody
wants to invest for future purpose, it can be a good
option to get the appropriate value of money.

According to Paudel and Silwal (2014), the
education is an important factor which effect the
buy decision of the consumer. The result of
insurance awareness hypothesis shows that
education is an important factor which affects the
buying decision of consumers in life insurance.
The survey result produces the result that in spite
of the immense benefits and security provided by
the life insurance, public awareness regarding it
is low. The study also provides light in the aspect
that insurance awareness is positively affected by
educational level of attainment whereas it is
statistically independent to gender, income and
professional line of involvement.

Thapa and Neupane (2000) examined that the
insurance business started to flourish in Nepal
because many industries were established and the
people really became aware of the life insurance
business. As a result, many people were involved
in it which ultimately contributed to the national
development.

Ghimire (2014) revealed that there is dynamic
relationship between the insurance and economy
growth. The study also found that insurance had
played significant role on economic growth of the
country.

The above discussion reveals that there is no
consistency in the findings of various studies
concerning the studies on level of consumer
awareness towards life insurance.

The major objective of the study is to analyze the
factors affecting level of consumer awareness
towards life insurance in Kathmandu valley. More
specifically, it examines the impact of education,
growth of life insurance, government initiatives,
accessibility and product of life insurance on level
of consumer awareness towards life insurance in
Kathmandu valley.

The remainder of this study is organized as
follows: Section two describes the sample, data
and methodology. Section three presents the
empirical results and the final section draws

conclusion and discuss the implications of the
study findings.

2. Methodological aspects
This study is based on primary data which were
gathered from the 109 respondents, which mainly
deals with the factors affecting level of consumer
awareness towards life insurance in Kathmandu
valley.

The Model
As a first approximation, this study assumes that
awareness of life insurance depends on several
dimensions (education, growth of life insurance
sectors, government initiatives, product of life
insurance and accessibility). Therefore, the
regression model used in this study takes the
following form:

Awareness of life insurance = f (E, GL, GI, PL
and A)

More specifically,

AL= â
0
+â

1
E+â

2
GL+â

3
GI+â

4
PL+â

5
A

Whereas,

AL = Level of awareness of life insurance

E = Education

GL = Growth of life insurance sector

GI = Government initiatives

PL = Product of life insurance

A = Accessibility

Education
Education is the process of facilitating learning,
or the acquisition of knowledge, skills, values,
beliefs, and   habits. Yusuf et al. (2009) revealed
that educational level of the household is positively
related to awareness of life insurance. Similarly,
Gandolfi and Miners (1996) and Baekand Devaney
(2005) revealed that there is a positive relationship
between education and life insurance
demand.Based on it, this study develops following
hypothesis:

H1: There is positive relationship between
education and awareness of life insurance.

Growth of life insurance sector
Life insurance is the contract between an insurance
policy holder and an insurer or assurer, where the
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insurer promises to pay a designated beneficiary
a sum of money in exchange for a premium, upon
the death of an insured person. Thapa and Neupane
(2000) revealed that growth of life insurance sector
has positive impact on the awareness of life
insurance. Likewise, Patil (2012) and Gizaw
andPagidimarri (2014) found that growth of life
insurance sector is positively associated with the
awareness of life insurance.Based on it, this study
develops following hypothesis:

H2: There is positive relationship between growth
of life insurance sector and awareness of life
insurance..

Government initiatives
Government initiatives is defined as the exercise
of political authority over the actions and affairs
of a political units.According to Tagra and Dhiman
(2017), there is a positive relationship between
government initiatives and awareness of life
insurance. Similarly, Allain et al. (2012) revealed
that better government initiatives helps to increase
the awareness of life insurance.Based on it, this
study develops following hypothesis:

H3: There is positive relationship between
government initiatives and awareness of life
insurance.

Product of life insurance
Life insurance is the contract between an insurance
policy holder and an insurer or assurer, where the
insurer promises to pay a designated beneficiary
a sum of money in exchange for a premium, upon
the death of an insured person. Robson andSekhon
(2011) found that there is positive relationship
between product of life insurance and awareness
of life insurance. Likewise, Sastry (2010) and

Maes and Sels (2014)revealed that product of life
insurance has positive impact on the awareness of
life insurance. Based on it, this study develops
following hypothesis:

H4: There is positive relationship between product
of life insurance and awareness of life insurance.

Accessibility
Accessibility is defined as the extent to which a
consumer or user can obtain a good or service at
the time it is needed. Dar (2011) revealed that as
awareness of life insurance is directly influenced
by the accessibility. Similarly, Esch et al. (2009)
found that accessibility has positive impact on the
consumer awareness. Based on it, this study
develops following hypothesis:

H5: There is positive relationship between
accessibility and awareness of life insurance
among consumers.

3. Results and discussion
Correlation analysis
On analysis of data, correlation analysis has been
undertaken first and for the purpose, Pearson’s
correlation coefficients have been computed and
the results are presented in Table 3.1.

Table 3.1: Pearson’s correlation matrix for the
level of consumer awareness towards life
insurance in Kathmandu valley

This table shows the correlation between
dependent variable is awareness of life insurance
(AL) and independent variables are education (E),
growth of life insurance (GL), government
initiatives (GI), product of life insurance (PL), and
accessibility (A).
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The table shows that average value of awareness
of life insurance is 2.0275. Similarly, average
values of respondent response on level of
education, growth of life insurance sector,
government initiative, accessibility and product of
life insurance are observed to be 2.429, 2.335,
2.885, 2.640 and 2.507respectively.

The result shows that education is positively
related to awareness of life insurance. This means
that increase in the education leads to increase in
the awareness of the life insurance. Likewise, the
result shows that growth of life insurance sector
is positively correlated to awareness of life
insurance. This means that increase in the growth
of life insurance sector leads to increase in the
awareness of life insurance.

Similarly, government initiative is positively
correlated to awareness of life insurance.
Thisindicates that increase in the government
initiative leads to increase in the awareness of life
insurance. Likewise, the result shows accessibility
is positively correlated to awareness of life
insurance. This means that increase in the
accessibility leads to increase in the awareness of
life insurance. Moreover, the result shows that
product of life insurance is positively correlated
to awareness of life insurance. This indicates that
increase the product of life insurance leads to
increase the awareness of the life insurance.

Regression analysis
Having indicated the Pearson correlation
coefficients, regression analysis has been
conducted and the results are presented in Table
3.2.

The table shows that the beta coefficient for
education is positive and significant. It indicates
that better the education, higher would be the
awareness of life insurance. This finding is
consistent with the findings ofGandolfi and Miners
(1996). Likewise, the beta coefficient is positive
for growth of life insurance sector. It reveals that
increase in life insurance sector leads to an increase
in awareness of life insurance. This finding is
consistent to the findings ofThapa and Neupane
(2000).

Moreover, the beta coefficient is also positive for
government initiative. This indicates that higher
the government initiative, higher would be
awareness of life insurance. This finding is
consistent to the findings of Tagra and Dhiman
(2017). Likewise, the results shows that beta
coefficient of accessibility is also positive. It shows
that increase in accessibility of life insurance leads
to an increase in the awareness of life insurance.
This finding is similar to the findings of Dar
(2011).

Table 3.2 Regression results of E, GI, GI, and
PL on level of consumer awareness towards life
insurance in Kathmandu valley

The result are based on 100 observations by using
linear regression model. The model is AL=
â

0
+â

1
E+â

2
GL+â

3
GI+â

4
PL+â

5
A, whereas,

dependent variable is AI (awareness of life
insurance) and independent variables are E
(Education), GL (growth of life insurance), GI
(government initiatives), PL ( product of life
insurance) and A (Accessibility).
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Similarly, the results shows that beta coefficient
of product of life insurance is also positive. It
shows that increase in product of life insurance
leads to an increse in the awareness of life
insurance.This findings is similar to the findings
of Sastry (2010).

4. Summary and conclusion
Life insurance is a cooperative device which
spreads risk of a person over a large number of
people against different types of contingencies
such as death of a person due to accident or
sickness etc. There is still a lack of awareness about
the importance of insurance and many are focusing
on advertisement campaigns. The awareness about
the insurance service or product is necessary in
the today’s market.

This study attempts at determining the factors
affecting level of consumer awareness towards life
insurance in Kathmandu valley. This study is
primarily based on primary sources of data
collected from the 109 respondents. This study
hypothesizes that the awareness of life insurance
depends on several factors such as education,
growth of life insurance, government initiatives
and product of life insurance.

The correlation analysis shows that education,
growth of life insurance, government initiatives,
accessibility and product of life insurance are
positively related to awareness of life insurance.
It reveals that higher the product of life insurance
and growth of life insurance sectors, higher would
be awareness of life insurance. The regression
analysis shows that education and product of life

insurance have positive impact on awareness of
life insurance. Similarly, government initiatives
and accessibility also have positive impact on
awareness of life insurance. This indicates that
increase in the government initiatives and
accessibility leads to increase in the awareness of
life insurance.
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ABSTRACT

This study examines the impact of CCA practices on financial performance of Nepalese insurance
companies. Return on asset (ROA) and earnings per share (EPS) are taken as dependent variables.
Economical responsibility, legal responsibility, ethical responsibility and discretionary responsibility
are independent variables. The primary and secondary sources of data are used to assess the opinion of
respondents with respect to impact of CCA practices on financial performance of Nepalese insurance
companies. The survey is based on 80 respondents of employees from different Nepalese insurance
companies and annual report of 10 insurance companies. To achieve the purpose of the study, structured
questionnaire is prepared. The regression models are estimated to test the significance and importance
of selected factors on financial performance of Nepalese insurance companies.

The result shows thateconomical responsibility, legal responsibility, ethical responsibility and discretionary
responsibility are positively related to return on asset (ROA). It indicates that higher theeconomical
responsibility and legal responsibility, higher would be ROA. It also means that increase in ethical
responsibility and discretionary responsibility leads to increase in ROA. However, the result shows that
economical responsibility, legal responsibility, ethical responsibility and discretionary responsibility
are negatively related to earning per share (EPS). It indicates that higher the economical responsibility
and legal responsibility, lower would be EPS. It also means that increase in ethical responsibility and
discretionary responsibility leads to decrease in EPS.

The regression result shows that economical responsibility, legal responsibility, ethical responsibility
and discretionary responsibilityhave positive impact on ROA. However, economical responsibility, legal
responsibility, ethical responsibility and discretionary responsibility have negative impact on EPS.

Keywords: Economical responsibility, legal responsibility, ethical responsibility,
discretionaryresponsibility, return on assetand earnings per share.

Introduction
In the last few years, corporate social responsibility
(CSR) as a concept has captured the attention of
the majority of management scholars, with studies
of corporate citizenship, ethics and social
responsibility appearing with greater frequency.
CSR as a term is often used interchangeably in
these studies with such concepts as corporate
responsibility, corporate citizenship, social
enterprise, sustainability, sustainable development,

triple-bottom line, and corporate ethics and, in
some cases, corporate governance (Bassen et al.,
2006).

According toMcWilliams (2001),actions of firms
that contribute to social welfare, beyond what is
required for profit maximization are classified as
corporate social responsibility.The possibility that
firms can develop a competitive edge over rivals
by investing in social responsibility has been made
increasingly likely over recent years by changes
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in investors× behavior and attitudes towards the
society.

Corporate social responsibility is a business
approach that contributes to sustainable
development by delivering economic, social and
environmental benefits for all stakeholders.
Corporate responsibility includes being consistent
with ethical principles and conducts such as
honesty, integrity and respect for others. By
voluntarily accepting responsibility for its actions,
corporations earn their license to operate in society
(Meijer and Schuyt, 2005).

Caramela (2005) argued that there is no completion
to invest in social activities but if an organization
invests in the social welfare activities it will help
to build strong social relationship with society.
Financial performance of an organization is
measured by the return on assets and market
performances are measured in terms of market
value per shares. Financial performance revels
through the profit in corporate citizenship activity
an organization view themselves as a part of public.
Corporate social responsibility refers to business
practices involving initiatives that benefit society.
A business’s CSR can encompass a wide variety
of tactics, from giving away a portion of a
company’s proceeds to charity, to implementing
“greener” business operations.

Jones (1995)examined the impact of corporate
citizenship activities in financial performance and
market performance of an organization. Most of
the studies have yield combine result. Some studies
has found the positive relationship and some are
negative relationship. Nowadays, the corporate
citizenship has been growing because it helps to
bust up the return in terms of profit. For the
successful corporate citizenship activities, it
should be able to create some value to
meaningfulness of the corporate activities.

According to Friedman (1970),corporate social
responsibility reporting is a part of accountability
in the context of corporate governance, since the
disclosure of the environmental issues might give
potential impact on the welfare of the shareholders.
There is one and only one social responsibility of

business – to use its resources and engage in
activities designed to increase its profits so long
as it stays within the rules of the game, which is to
say, engages in open and free competition without
deception or fraud.

A study on the corporate social responsibility may
consider how CSR  initiatives impact financial
performance across different industries, whether
CSR programs add value to intangible assets such
as brand, and how transparency of CSR  reporting
impacts stakeholder decisions and, ultimately,
financial performance (Galaskiewicz and
Colman,2006).

Friedman et al.(1970) examined that further
rationalize that CSR activities lower economic
efficiency and profit; impose unequal cost amongst
competitors; impose hidden costs passed on to
stakeholders; and place responsibility on business
rather than individuals.

Carroll (1991)advised to focus on ‘making profit’–
the overriding goal and responsibility of
businesses. However, in fast-developing CSR
literature, many scholars and global institutions
have rejected the notion that firms should focus
all their efforts and resources on maximization of
profit. Accordingly, firms have other equally-
important social responsibilities aside from profit
maximization. These additional activities are
contained in a number of CSR models propounded
by researchers that seek to capture the various
responsibilities of firms.

According to Galbreath (2009),structures
framework within the strategic scope of a firm,
including a firm’s long-term objectives, internal
and external impact on a firm’s mission, a firm’s
markets, products and/or services needed,
available internal resources and a firm’s
performance within competitive markets .

Makni et al. (2009) examined the relationship
between corporate social and financial
performance in Canadian firms. The study found
no relationship between their corporate social
responsibility and financial performance, though
they did identify a negative relationship between
environmental factors and financial performance.
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Blazovich and Smith (2009) analyzed the
relationship of ethical corporate citizenship to
financial performance (greater profitability and
efficiency, and lower cost of capital) and market-
value premiums. The study found a significant
relationship between ethical corporate behavior
and financial performance, but no relationship
between being recognized as ethical at least once
and the market value of equity. The study
concluded that ethical corporate citizenship does
indeed benefit a firm.

Kotler et al. (2005) described that companies can
gain great benefits from participating in CSR and
that these benefits are the reasons for their
engagement in CSR. Porter et al. (2007) argued
that the reasons for participating in CSR by moral
obligation, sustainability, license to operate and
reputation. The study revealed that CCA impact
not only in the financial performance including
companies’ profits with employee participation,
social obligation etc. in the ongoing times
characterized by an even more globalized world,
the reduction of distances as a result of modern
technologies makes people and system(economic,
social, cultural etc.) strongly interrelated and
juxtaposed.

According to Sarbutts (2003), if CSR affect a
company’s reputation, itis also very likely that this
will affect the company’s financial performance.
Balabanis et al. (1998) argued that companies
engage in CSR due to enlightened self-interest
since CSR is believed to enhance corporate image
and thereby improve financial performance.
However, he also points out that all researchers
do not share this point of view. This is mainly due
to the fact that there are diverse results from
previous research on how investing in CSR affect
a company’s performance. Several authors argue
that companies can gain enormous benefits by
being socially
responsible(IdowuandPapasolomou, 2007).

Soliman (2012) examined that the large number
of different views of why companies engage in
CSR and what benefits a company actually gets
from participating in CSR. Companies participate

in CSR in order to look better, feel better,do better
and live longer. The study explains that by
participating in CSR the company will look good
in the view of potential customers, business
colleagues, investors and in the media etcetera.
Furthermore, employees, claim that companies
with a strong reputation for CSR will last longer.

In the context of Nepal, Rajbahak (2016) revealed
that all the corporate social responsibility variables
have strong impact on financial performance. The
study found that there is positive impact of
economic responsibility, legal responsibility,
ethical responsibility, discretionary responsibility
and environmental responsibility on Tobin’s Q.
The study also found positive relation of ethical
responsibility, discretionary responsibility and
environmental responsibility with firm size,
whereas economic responsibility and legal
responsibility has negative and insignificant effect
on firm size.

Dhungel and Dhungel (2013) revealed that
corporate social responsibility is not mandatory
in Nepal. The study also showed that education,
training and welfare of underprivileged,
contributions to associations, clubs and other
organizations, contributions for healthcare and
environment, etc. were the most commonly
reported corporate social responsibility activities.

The above discussion reveals that there is no
consistency in the findings of various studies
concerning the studies on impact of CCA on
financial performance of Nepalese insurance
companies.

The main objective of the study is to find out the
impact of CCA practices on financial performance
of Nepalese insurance companies. Specifically, this
study examines the impact of economical
responsibility, legal responsibility, ethical
responsibility and discretionary responsibility on
return on asset and earnings per share.

The remainder of this study is organized as
follows: Section two describes the sample, data
and methodology. Section three presents the
empirical results and final section draws the
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conclusion and discuss the implication of the study
findings.

2. Methodological aspects
This study is based on primary and secondary data
which were gathered from the 80 respondents and
annual report of 10 Nepalese insurance companies,

which mainly deals with the impact of CCA
practices on financial performance of Nepalese
insurance companies.

Table 1 shows the number of commercial banks
selected for the study along with the study period
and number of observations.

Thus, this study is based on 80 observations.

The Model
As a first approximation, this study assumes that
ROA and EPS depend on several dimensionsof
CCA practices (economical responsibility, legal
responsibility, ethical responsibility and
discretionary responsibility). Therefore, the
regression model used in this study takes the
following form:

..(i)

+e…(ii)

 Whereas,

            ROA= Return on asset

            EPS= Earnings per share

E = Economic responsibility

L= Legal responsibility

ER= Ethical responsibility

DR= Discretionary responsibility

= Regressionconstant

Economical responsibility (E)

According to Carroll(1979),economic
responsibility means striving to ensure that we are
profitable in order to create long-term value for
our stakeholders and contribute to a global and
sustainable economy. Gregory et al.
(2014)revealed that economical CSR has positive
relationship with return on assets. However,
Friedman (1970)argued that CSR has negative
relationship with earning per share. Based on it,
this study develops following hypothesis:

H1: There is positive relationship of economical
responsibility with ROA.

H2:There is negative relationship of economical
responsibility with EPS.

Legal responsibility (LR)
Legal responsibility refers to the legally liable of
the business towards the society, nation and
individual. Nareeman et al. (2013) revealed that
legal CSR has positive relationship with return on
assets. However, Soliman (2012) argued that legal
CSR has negative relationship with earning per
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share. Based on it, this study develops following
hypothesis:

H3: There is positive relationship of legal
responsibility with ROA.

H4: There is negative relationship of legal
responsibility with EPS.

Ethical responsibility (ER)
Ethical responsibilities could include being
environmentally friendly, paying fair wages or
refusing to do business with oppressive
countries.Simpson and Kohers (2002)revealed that
ethical CSR has positive relationship with return
on assets. However, Friedman (1970) argued that
CSR has negative relationship with earning per
share. Based on it, this study develops following
hypothesis:

H5: There is positive relationship of ethical
responsibility with ROA.

H6: There is negative relationship of ethical
responsibility with EPS.

Discretionary responsibility (D)
Discretionary responsibilities are responsibilities
that go above and beyond what is simply required
or what the company believes is right.
Cannon(1992) revealed that discretionary CSR has

positive relationship with return on assets.
However, Soliman (2012) argued that CSR has
negative relationship with earning per share. Based
on it, this study develops following hypothesis:

H5: There is positive relationship of discretionary
responsibility with ROA.

H6: There is negative relationship of discretionary
responsibility with EPS.

3. Results and discussion
Correlation analysis
The Pearson’s correlation coefficients have been
computed to analyze the strength of linear
relationship between CCA and financial
performance and the results are presented in Table
3.1.

Table 3.1: Pearson’s correlation matrix for the
E, LR, ER and D with EPS
This table reveals the Pearson’s correlation
coefficients between dependent and independent
variables. Earnings per share (EPS) and return
on asset(ROA) are the dependent variables and
independent variables are economical
responsibility (E), legal responsibility (LR), ethical
responsibility (ER) and discretionary
responsibility (D).

The table shows that the average value of ROA
and EPSare 2.14 and 29.69. Similarly, the average
value of economical responsibility, legal
responsibility, ethical responsibility and
discretionary responsibility are 1.85, 1.72, 1.94 and
2.18 respectively.

The result shows that economical responsibility
is positively related to ROA. This means that
increased in the economical responsibility leads

to increase in the ROA of Nepalese insurance.
Similarly, legal responsibility is positively
correlated to ROA. This indicates that increase in
legal responsibility leads to increase in the ROA.
Likewise, the result shows that ethical
responsibility is positively related to ROA. This
indicates that betterment in the ethical
responsibilityleads to increase in the ROA.
Likewise, the result shows that discretionary



84

responsibility is positively correlated to ROA. This
means that betterment in the discretionary
responsibility leads to increase in the ROA.

Likewise, the result shows that economical
responsibility is negatively related to EPS. This
means that increased in the economical
responsibility leads to decrease in the EPS.
Similarly, legal responsibility is negatively
correlated to EPS. This indicates that increase in
legal responsibility leads to decrease in the EPS.
Likewise, the result shows that ethical
responsibility is negatively related to EPS. This
indicates that betterment in the ethical
responsibility leads to decrease in the EPS.
Likewise, the result shows that discretionary
responsibility is negatively correlated to EPS. This
means that betterment in the discretionary
responsibility leads to decrease in the EPS.

3.2 Regression analysis
Having indicated the Pearson correlation
coefficients, regression equations have been
computed and the results are presented in Table
3.1. More specifically, it shows the regression of
impacts of CCA on earning per share.

Table 3.2: Regression of impact of E, LR, ER
and D on EPS

The result are based on 80 observations by using
linear regression model. The model

i s ,

where, dependent variable is return on assets
(ROA). Independent variables are economical
responsibility (E), legal responsibility (LR), ethical
responsibility (ER) and discretionary
responsibility (D).

The table shows that beta coefficient is negative
for the EPS. It indicates that higher the economical
responsibility, lower would be the earning per
shares. Similarly, the beta coefficient is negative
and significant for legal responsibility. This means
that higher the legal obligation, lower would be
the earning per shares. This finding is consistent
with the findings of Jones (1995).

Likewise, the regression shows that beta
coefficient is negative for ethical responsibility and

discretionary responsibility. It shows that increase
in ethical activities and social welfare programs
leads to decrease in earnings per share. This finding
is similar to the findings of Soliman et al. (2012).

Table 3.3 presents the regression result of
economic responsibility, legal responsibility,
ethical responsibility and discretionary
responsibility on return on assets.
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Table 3.3: Regression of impact of E, LR, ER
and D on ROA

The result are based on 80 observations by using
linear regression model. The model
is ..Whereas,

dependent variable is return on assets
(ROA).Independent variables are economical
responsibility (E), legal responsibility (LR), ethical
responsibility (ER) and discretionary
responsibility (D).

The table shows that beta coefficient is positive
for the economical responsibility. It indicates that
higher the economical responsibility, higher would
be the ROA. Similarly, the beta coefficient is
positive and significant for legal responsibility.
This means that higher the legal obligation, higher
would be the ROA. This finding is consistent with
the findings of Simpson and Kohers (2002).

Likewise, the regression shows those beta
coefficients are positive for ethical responsibility
and discretionary responsibility. It shows that
increase in ethical activities and social welfare
programs leads to increase in ROA. This finding
is similar to the findings of Makni et al. (2009).

4. Summary and conclusion
Corporate citizenship involves the social
responsibility of businesses and the extent to which
they meet legal, ethical and economic
responsibilities, as established by shareholders.
The goal is to produce higher standards of
living and quality of life for the communities that
surround them and still maintain profitability
for stakeholders. The demand for socially
responsible corporations continues to grow,

encouraging investors, consumers and employees
to use their individual power to negatively affect
companies that do not share their values.

This study attempts at determining the CSR
dimensions effecting financial performance of
Nepalese insurance companies. This study is
primarily based on primary and secondary sources
of data collected from the 80 respondents and
annual report of 10 insurance companies. This
study hypothesizes that the financial performance
depends on several CCA dimensions such as
economic CSR, legal CSR, ethical CSR and
discretionary CSR.

The correlation analysis shows that economic
CSR, legal CSR, ethical CSR and discretionary
CSR are positively related to ROA. It reveals that
higher the economic and legal CSR practices,
higher would be the ROA.However, economic
CSR, legal CSR, ethical CSR and discretionary
CSR are negatively related to EPS.It reveals that
higher the economic and legal CSR practices,
lower would be the EPS. This also indicates that
higher the ethical and discretionary CSR practices,
lower would be the EPS.
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The regression analysis shows that economic and
legal CSR have positive impact on ROA. Similarly,
ethical and discretionary CSR also have positive
impact on ROA. This indicates that increase in the
economic and legal CSR leads to increase in the
ROA. It also reveals that increase in the ethical
and discretionary CSR practices implies to
increase in the ROA. However, ethical and
discretionary CSR also have negative impact on
EPS. This indicates that increase in the economic
and legal CSR leads to decrease in the EPS. It also
reveals that increase in the ethical and
discretionary CSR practices leads to decrease in
the EPS.
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ABSTRACT

Health is wealth. The Father of the Nation Mahathma Gandhi says “It is health that is real wealth and
not pieces of gold and silver”. Good health is one of the basic human needs and worldwide recognized
goal for faster socio-economic development. In simple terms health insurance can be defined as a contract
where an individual or group purchases in advance the health coverage by paying a fee called premium.
According to National Sample Survey (NSS) data released recently, about 82 per cent of India’s population
is not covered under any health insurance schemes. The present study is an effort in the area of health
insurance to assess the awareness and perception of Degree College Teachers in Karimnagar. It is an
effort to explore the factors that motivated them towards health insurance. Further, it is also aimed at
examining the barriers for taking health insurance. The study found that only 26 per cent of the respondents
had health insurance and most of them were of Govt. Degree College Teachers. It is to conclude that still
more awareness is to be created about health insurance among the public in general and Degree College
Teachers in particular. It can be suggested that the health insurance companies should ensure easy and
hassle free access to linked hospitals, provide wide policy options and avoid more hidden costs so as to
encourage and motivate more customers towards health insurance.

Keywords: Health Insurance, Degree College Teachers, Awareness and Perception, Out-of-Pocket
Expenses and Barriers.

Introduction
Health is wealth. The Father of the Nation
Mahathma Gandhi says “It is health that is real
wealth and not pieces of gold and silver”. Good
health is one of the basic human needs and
worldwide recognized goal for faster socio-
economic development. Health is an important
aspect of human life at present it has also become
an important aspect of any nation’s public services
and planning. Good health confers on a person or
group’s freedom from illness and the ability to
realize one’s potential. Health is therefore best
understood as the indispensable basis for defining
a person’s sense of well being. Healthcare in India
is in a state of enormous transition: increased
income and health consciousness among the

majority of the classes, price liberalization,
reduction in bureaucracy and the introduction of
private healthcare financing drive the change.

Health Insurance
The concept of health insurance was proposed in
the year 1694 by Hugh the elder Chamberlen from
Peter Chamberlen family. In simple terms health
insurance can be defined as a contract where an
individual or group purchases in advance health
coverage by paying a fee called premium. Health
insurance is an insurance against the health related
risks which covers various medical expenses. In
the light of escalating health care costs, coupled
with demand for health care services, lack of easy
access of people from low income group to quality
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health care, health insurance is emerging as an
alternative mechanism for financing healthcare.

According to National Sample Survey (NSS) data
released recently, about 82 per cent of India’s
population is not covered under any health
insurance schemes. Around 86 per cent of the rural
population and about 82 per cent of the urban
population was not covered under any scheme of
health expenditure support. Further, in India, as
many reports stated, about 80 per cent of medical
expenses in rural area and 75 per cent of the
medical expenses in urban are to be paid from out-
of-packet payments.

In the Union Budget 2017-18, the overall health
budget increased from Rs. 39,879 crore (1.97%
of Total Union Budget of 2016-17) to Rs. 48, 878
crore (2.27% of Total Union Budget).

As of March 31, 2016, there are 54 insurers
operating in India of which 24 are life insurance
companies, 24 are general insurance companies
and 5 are standalone health insurance companies
exclusively doing health insurance business. In
addition, GIC is the sole national reinsurer. Of the
54 insurance companies presently in operation, 8
are in the public sector and remaining 46 are in
the private sector. 2 specialized insurers viz. ECGC
and AIC, one life insurer viz. LIC, 4 in general
insurers and one in reinsurer viz. GIC are in public
sector. On the other hand, 23 life insurance
companies, 18 general insurance companies and
5 standalone health insurance companies are in
private sector.

Review of Literature
With a view to present the findings and conclusions
of various relevant studies, the following studies
have been reviewed and presented hereunder.

Suwarna Madhukumar et al (2012) investigated
the awareness and perception regarding health
insurance. The study observes that the subscription
depended on education, socio-economic status and
type of family. Further, study found that the main
barriers for the subscription of health insurance
were low income or uncertainty of income, not
reliable, not taken by friends or relatives and not
adequate knowledge regarding its benefits.

Nilay Panchal (2013) in her study concludes that
the respondents’ knowledge and confidence about
health insurance was good. Further, it found that
the awareness about existence of health insurance
was fine but willingness was very low.

Suman Goel (2014) made a research on health
insurance to study consumer bahaviour and stated
that health insurance is rapid rising as an important
mechanism to funding healthcare needs of the
people. The study concludes that most of the
respondents were of the opinion that government
should come out with a clear cut policy, where the
public can be made to contribute compulsorily to
a health insurance scheme to ensure unnecessary
out of pocket expenditures and also better
utilization of their healthcare facilities.

Nirav, R. Jhoshi and Suraj, M. Shah (2015)
examined the consumers’ perception towards
health insurance and explored that health insurance
companies should give more focus on some
demographic criteria like age and gender. It
concludes that health insurance companies should
give more focus on age between 18-30 years and
female and concentrate on various important
factors like risk coverage, protection against high
unexpected medical cost and tax benefits.

A.Priya and R. Srinivasan (2015) in their study
explored that the good health confers on a person
or groups’ freedom from illness and the ability to
realize one’s potential. The study concludes that
clarity of the disease covered by the policy, when
and how a claim has to be submitted with the
insurance company procedures and documents to
be submitted in case of critical and other
hospitalization with the insurance company.
Finally, it suggested that an advisor must be
available in all hospitals who can clearly explain
and suggest suitable policy for the person or the
family.

It is very clear from the above review of literature
that there are hardly few research studies on
employees’ perception towards health insurance
in the district towns. In this backdrop, the present
study is an effort in the area of health insurance to
assess the awareness and perception of employees’
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who are working in Degree Colleges. It is an effort
to explore the factors that motivated them towards
health insurance. It is also aimed at examining the
barriers taking health insurance.

Objectives of the Study

1. To study the awareness level and
perception of Degree College Teachers
towards health insurance.

2. To find out the factors that motivated the
Degree College Teachers towards health
insurance

3. To examine the major barriers for taking
health insurance.

Research Methodology

The present study is an analytical as well as
descriptive type of research in nature. It is based
on both Primary and Secondary data.

Sampling Design: The present study is based on
the survey method. The primary data has been
collected from a sample of 150 Degree College
Teachers working in Govt. as well as Private
Colleges located in Karimnagar town by
administering a structured and pre-tested
questionnaire. Convenience sampling technique
has been adopted to select the respondents.

Profile of Karimnagar: Karimnagar, the
administrative head quarters of Karimnagar
District, is situated 160 km northeast of Hyderabad
in Telangana. The locals specialize in Silver
Filigree, a delicated form of metal work. As many
as 18 UG Colleges are located in Karimnagar
district headquarters, of which 3 are working under
Govt. Sector and remaining 15 colleges are
running under Private management. More than
1200 Degree College Teachers are working in all
the Degree colleges both in Govt. as well as in
Private Colleges in the town.

Data Collection: The primary data has been
collected by survey method by administering a
structured and pre-tested questionnaire from 150
Degree College Teachers working in both Govt.
and Private Colleges in Karimnagar town. On the
other hand, the secondary data for the study has

been collected from the various sources such as
IRDA Annual Reports, Various Reports, Articles
published in Journals and Magazines, Online Data
base and News Papers etc.,

Statistical Tools: The primary data so collected
has been processed and analyzed by adopting
various statistical tools like percentages, averages,
ANOVA, Chi-square and Cronbach’s Alpha with
the help of SPSS (20).

Period of the Study: The survey was carried out
in Karimnagar town during 15th April and 15the
May, 2017.

Results and Discussion

General Information of the Respondents: The
data regarding the demographic and socio-
economic profile of the respondents has been
depicted in the Table 1. It is clearly evident from
the Table 1 that majority of the respondents i.e.,
109 were of Male that accounts for 72.7 per cent
and about 27.3 per cent of the respondents were
of Female. As far as the age of the respondents is
concerned, most of the respondents i.e., 52 per cent
were in the age group of 30 to 40 years, followed
by 19.3 per cent were under the age group of below
30 years and 18.7 per cent of the respondents were
in the age group of 40-50 years.

With regarding to marital status and type of family,
overwhelming majority of the respondents i.e.,
88.7 per cent and 60 per cent, got married and
living in joint families respectively. When it comes
to education, overwhelming majority of the
respondents were Post Graduates (76.7%),
followed by Doctorates (12%), and M. Phil.
holders (11.3%). About 55.3 per cent of the
respondents were of Private Degree College
Teachers, followed by 28.7 per cent were of Govt.
Degree College Teachers and around 14.7 per cent
were working on contract basis. Regarding annual
income, most of the respondents’ i.e., 38.7 per cent,
income was in the range of Rs. 1-2 lakh, followed
by 28.7 per cent of the respondents whose income
was more than Rs. 4 lakh as most of them were
Govt. Teachers.
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Table 2 shows the data pertaining to health
insurance. It is very clear from the Table 2 that
about 111 respondents did not have Health

Insurance Policy which accounts for 74 per cent
and only 39 respondents have Health Insurance
Policy which accounts for 26 per cent.
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Policy Holders Awareness and Perception
towards Health Insurance
The data relating to awareness level and type of
health insurance policy that the College Teachers
taken has been placed in the Table 3. Interestingly,
significant proportion of the respondents i.e., 64.1
per cent, have taken private health insurance and
about 35.9 per cent of the respondents have taken
public health insurance. As far as the type of health
insurance is concerned, most of the respondent

policy holders i.e., 64.1 per cent have chosen
Family Floater Policy to cover their entire family,
followed by 28.2 per cent the respondents opted
Individual Policy and only 7.7 per cent of the
respondents obtained Group Policy. Most of the
policy holders were of Govt. Degree College
Teachers and even though they have Employee
Health Scheme (EHS) they have purchased health
insurance.

The information regarding the reasons for going
in for health insurance has been demonstrated in
the Table 4. It can be analyzed from the Table 4
that most of the respondents (Policy Holders) gave
most preference for risk coverage against future
illness, old age etc (51.3%), followed by next
preference given to avail good quality medical
treatment (43.6%), third preference to tax planning
measure (51.3%), fourth preference given to

existing illness (61.5%), fifth preference to
employer’s contribution (66.7%) and least
preference given to travelling abroad (79.5%).
Hence, it is to infer that the main reasons for going
in for health insurance are risk coverage against
future illness, old age etc(51.3%),, avail good
quality medical treatment(43.6%), and tax
planning measure (51.3%).
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Table 5 exhibits the data regarding motivation
towards health insurance and chance of renewal
of present policy. Analysis of the Table 5 reveals
that majority of the respondents i.e., 30.8 were
motivated towards health insurance by insurance
agents, closely followed by 28.2 per cent of the
respondents were encouraged by their friends and
20.5 per cent of them were motivated by their

colleagues at work place. In regard to chance of
renewal of present insurance policy, interestingly,
66.7 per cent of the respondents stated that 100%
chance for renewal and 17.9 per cent opined that
there is a 50% chance for renewal of their health
insurance policy. Therefore, it can be stated that
Agents (30.8%) and Friends (28.2) motivated the
respondents towards health insurance and majority
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of the respondents (66.7%) opined that there is a
100% chance of renewal of their health insurance.

Reliability Analysis for Research Instrument:
Table 6 shows the results about the reliability
analysis for research instrument. It is very clear

from the Table that the Cronbach’s Alpha for the
research instrument is 0.779 for 12 items which is
found to be more than 0.70. Hence, it can be stated
that there is an internal consistency in measuring
the factors considered while taking the health
insurance.

Important Factors Considered for Taking
Health Insurance
An attempt has been made here to study and
analyze the important factors that motivated for
taking health insurance. The respondents were
asked to give their response on Likert’s Five Point
Scale ranging from ‘Strongly Agree’ to ‘Strongly
Disagree’. The data relating to the most important
factors considered while taking health insurance
has been depicted in the Table 7.     Retrospection
of the Table 7 reveals that majority of the
respondents i.e., 74.36 per cent opined that they

strongly agree with name and reputation of
insurance company as most important factor
considered while taking health insurance. About
61.54 %, 53.8 %, 53.8% and 51.3% of the
respondents expressed that they agree with the use
of modern technology by insurance company,
availability of maximum consumable income,
comprehensive coverage and courteousness,
capability and knowledge of employees
respectively as the important factors considered
while choosing health insurance.
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On the other hand, regarding nominal premium
charged, reliability of services offered, cashless
facility and easy accessibility, about 46.2%, 46.2%,
48.7% and 43.6 % of the respondents agreed
respectively. However, 23.08 per cent of the
respondents were neutral on maximum customers’
satisfaction.

Non-Policy Holders’ Perception towards Health
Insurance
Out of the total sample 150 respondents majority
of them i.e., 111 are non health insurance policy
holders (hereafter called as respondents). An
attempt has been made in this section to assess
the awareness and perception of these non-policy
holders towards health insurance. Table 8 depicts
the data pertaining to awareness level and sources
of awareness about health insurance.
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It is evident from the Table 8 that majority of the
respondents i.e., 67.57 were aware of health
insurance and however about 29.73 per cent of
the respondents stated that they were not aware of
the same. With regard to sources of awareness
about health insurance, respondents expressed that
major sources of awareness were Insurance Agents
(26.67%), followed by Friends (22.67%),
Colleagues (21.33%) and News Papers (13.33%).
Even though health insurance is not a new concept,
yet this awareness level has not reached to the level
of subscription of health insurance products.

Reliability Analysis for Research Instrument:
Table 9 demonstrates the results about the
reliability analysis for research instrument. It is
very clear from the Table 9 that the Cronbach’s
Alpha for the research instrument is 0.922 for 12
items which is found to be more than 0.70. Hence,
it can be stated that there is an internal consistency
in measuring the barriers for taking the health
insurance.

The Barriers for Taking Health Insurance
There are various barriers for showing interest
towards taking health insurance. The non health
insurance policy holders were asked to respond
on various barriers for not taking health insurance
on Likert’s Five Point Scale ranging from ‘Strongly
Agree’ to ‘Strongly Disagree’. The information
regarding the barriers for taking health insurance
has been placed in the Table 10. It is evident from
the Table 10 that most of the respondents i.e., 60.36
per cent stated that they strongly agree with the
low salary/non availability of funds as the one of
the barriers for health insurance, followed by about
44.14 per cent of the respondents opined that they
strongly agree with lack of willingness to buy
health insurance as a barrier and 31.53 per cent of

the respondents strongly agreed with unaware
about health insurance as barrier for health
insurance.

On the other hand, about 38.74%, 32.43%,
31.53%, 31.53% and 28.83% of the respondents
expressed that they agree with the more hidden
costs involved, prefer to invest money in some
other areas, difficulty in availing services in
hospitals, narrow policy options and lack of easy
accessibility to linked hospitals respectively as the
major barriers for taking health insurance. When
the respondents were asked to respond on lack of
suggestion to take and lack of comprehensive
coverage, dramatically about 37.84 per cent and
30.63 per cent of the respondents were neutral on
the same.
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However, 34.23 per cent and 26.13 per cent of the
respondents opined that they disagree with lack
of reliability and flexibility and difficulty to
approach insurance agents respectively as barriers
for health insurance.

The data pertaining to willingness to take health
insurance and preferred insurance company &
policy has been shown in the Table 11.
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It can be analyzed from the Table 11 that about
64.86 per cent of the respondents still need some
time to go for health insurance and about 17.12
per cent of them not ready to buy the health
insurance. While 10 per cent of the respondents
are now ready to buy health insurance, 10 per cent
of them not responded anything. As far as the
preference of the insurance company is concerned,
interestingly, 95.5 per cent of the respondents
opined that they prefer public health insurance
company while purchasing policy and about 81.98
per cent of the respondents will prefer Family
floater health insurance when they go for health
insurance.

Table 12 shows the data pertaining to ideal age to
go for health insurance. It is can be seen from the
Table 12 that about 49.55 per cent of the
respondents elicited that the ideal age group to go
for health insurance was 35-45 years, followed by
about 27.03 per cent of the respondents opined
that the age group of 25-35 years was the ideal for
health insurance and however about 14.41 per cent
stated that the age group of 45-55 year was the
ideal age for health insurance. Hence, it is to infer
that majority of the respondents (49.55%) opined
that age of 35-45 years was the ideal age to go for
the health insurance.

Findings of the Study

� It is found that that majority of the
respondents i.e72.7 per cent, were of Male
and about 27.3 per cent of the respondents
were of Female and most of the respondents
i.e., 52 per cent were in the age group of 30
to 40 years.

� With regarding to marital status and type of
family, overwhelming majority of the
respondents i.e., 88.7 per cent and 60 per
cent, got married and living in joint families
respectively.

� It is observed that overwhelming majority
of the respondents were Post Graduates
(76.7%), and about 55.3 per cent of them
were Private Degree College Teachers.

� As far as the income is concerned about 38.7
per cent of the respondents’ income was in

the range of Rs. 1-2 lakh, followed by 28.7
per cent of the respondents income was more
than Rs. 4 lakh as most of them were the
Govt. Teachers.

� It is found overwhelming majority of the
respondents i.e., 74 per cent were not having
health insurance and only 26 per cent of the
respondents had health insurance and most
of them were of Govt. Degree College
Teachers.

� Interestingly, most of the policy holder
respondents had preferred Private Health
Insurance (64.1%) and chosen Family
Floater Policy (64.1%).

� As far as the reasons for going in for health
insurance, it is examined that the main
reasons were risk coverage against future
illness and at old age (51.3) as most
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preferred, followed by availing good quality
medical treatment (43.6) and tax planning
measure (30.8) as other important reasons.

� It is to infer that most of the respondents
were motivated by Insurance Agents
(30.8%), followed by Friends (28.2%) and
Colleagues (20.5%) towards health
insurance. And most of the respondents i.e.,
66.7% stated that there was a 100% chance
for the renewal of their present health
insurance policy.

� It is observed that the most important factors
considered by most of the respondents while
taking health insurance were Name and
Reputation of the insurance company
(74.36%), Use of modern technology by
insurance company (61.54%), Availability
of maximum consumable income (53.8%),
Comprehensive Coverage (53.8%) and
Courteousness, Capability and Knowledge
of employees (51.3%) etc.

� As far as the awareness and source of
awareness is concerned, about 67.57 per cent
of the respondents were aware of health
insurance and main sources of awareness
were Insurance Agents (26.67%), Friends
(22.67%) and Colleagues (21.33%).

� Analysis of barriers for taking health
insurance reveals that low salary/funds
(60.36%), lack of willingness (44.14%), lack
of awareness (31.53%), and other
investments choices (32.43%), lack of easy
access to linked hospitals (28.83%), narrow
policy options (30.63%) and more hidden
costs (38.74) were perceived as major
barriers for taking health insurance.

� With regard to willingness, and preferred
insurance company and policy, about 64.86
per cent of the respondents stated that they
still need some time to go for health
insurance and undoubtedly, 95.5 per cent of
the respondents opined that they prefer
public health insurance company while
purchasing policy and about 81.98 per cent
of the respondents expressed that they will

prefer Family floater health insurance when
they go for health insurance.

� It is to infer that majority of the respondents
(49.55%) opined that the age of 35-45 years
was the ideal age to go for the health
insurance.

Conclusion

Indian health insurance industry is growing at a
fast pace and there is a lot of potential for growth
in future. With the rising healthcare cost, increase
in disposable income and high out-of-pocket
expenditure for funding healthcare, the only way
forward for financing healthcare in a country like
India is through health insurance mechanism. From
the above discussion, it is to conclude that still
more awareness is to be created about health
insurance among the public in general and Degree
College Teachers in particular as the study found
that only 26 per cent of them got health insurance
coverage. Interestingly, it is examined in the study
that the most of the Govt. Degree College
Teachers, even though they are having EHS facility
being sponsored by the State Government, have
taken health insurance in order to avail good
quality medical treatment, to cover risk against
future illness and to avail tax saving. It is to
suggest, as most of the respondents suggested, that
the health insurance companies should ensure easy
and hassle free access to linked hospitals, wide
policy options and avoid more hidden costs so as
to encourage and motivate towards health
insurance. Further, it is suggested that regular
check-up or OP facility should be provided at all
linked hospitals right from the very first year of
policy. If insurance players come up with good
policies suitable to the customers, there is
possibility to tap remaining untapped market of
80 per cent in the days to come.
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ABSTRACT :

Insurance industry in India expanded by leaps and bounds in terms of number and the nature of business
and has grown its business on account of the increased GDP, and the entry of Foreign Direct Investment
(FDI). Hence, it is a research area to examine the flows of FDI and the trends in the growth of insurance
business. The entire analysis is based upon the secondary data. The present research is confined to an
analysis of FDI inflows is examined concerning the life Insurance business.  Further, the impact of the
FDI on the growth of life insurance business is analyzed.  This research paper  analyze the trends in the
receipt of FDI in insurance  sector over a period of 16 years followed the impact of FDI flows on the
insurance industry in aggregate terms.  This study is primarily confined to the analysis of FDI inflows
into life-insurance sector with a specific focus on the private insurers in the life insurance business. Out
of 24 life insurance companies present 20 life insurers are receiving FDI inflows, up to the year 2011-12,
22 life insurance companies received FDI inflows.]

KeyWords: Inflows of FDI, Life Insurance.

1.Introduction:
In this Research article, it is proposed to analyze
the trends in the receipt of FDI in Life insurance
sector over a period of 16 years followed the
impact of FDI flows on the Life insurance industry
in aggregate terms.  This study is primarily
confined to the analysis of FDI inflows into life-
insurance sector with a specific focus on the private
insurers in the life business.

2.Concept of Life insurance:
Life insurance is a formal system of assailing the
loss of income by the death of bread winner of the
family.  This loss might be the result of natural
incidence or by accident whichever is earlier.   In
a contract of insurance, the insurer agrees to make
good the loss of certain amount of income arising
on account of death of the insured. Thus, there are
two parties to an insurance contract: (a) insurer
and (b) insured.  The document laying down the
terms of a contract is called (Life insurance) policy.

It can be seen that the life insurance policies are
broadly of three types viz., endowment policies,
whole life policies and pension/annuity plans. In
addition to the life plans given above, there are
some companies offering health insurance which
is considered as general insurance scheme. In
India, nearly 80 percent of population is without
life insurance cover, health insurance and non-life
insurance. In other words, insurance coverage is
far below the international standards. However,
there is an immense growth potential for insurance
sector in India. Further, it indicates that there is a
huge potential for insurance business in the
country.

3. Statement of the problem:
The Indian Insurance market is a potential market,
but it is not growing properly because of the
number of insurers are very less and the coverage
of insurance in India is less than 20 percent of total
population. To increase the insurance coverage the
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government of India taken a decision to allow FDI
into insurance sector, and allowed private insurers
into Indian insurance market, but, even after this
also the insurance coverage is not increased as they
expected.

4. Objectives of the Study:

1. To study the aggregate analyses of FDI
inflows into Indian Life Insurance Sector.

2. To analyse the growth of Indian Life
Insurance sector due to FDI inflows.

3. To know the impact of FDI inflows in
expansion of the Life insurance business
in terms of number of insurance companies
and number of insurance branches in India.

4. To reveal the impact of FDI inflows in
expansion of the Life insurance business
in terms of number of insurance policies
and Premium.

5. To identify the summary of findings and
offer suitable suggestions.

5. Organisation and Management of Life
Insurance Business:
Life insurance business in India is offered by the
government organizations and private companies
also.  Table-1 presents a list of 24 Life Insurance
Companies existing as on Dec, 2016. From the
below Table-1 it can be understood that the Life
Insurance Corporation of India (LICI) is the oldest
company in the government sector and the rest of
23 are operating in the private sector from the year
of their establishment in different years. It can also
be seen that out of 24 companies only four are not
having FDI inflows.  They are: (a) Life Insurance
Corporation of India and (b) Sahara India Life
Insurance Company Ltd. (c) Exide Life Insurance
company Ltd. (d) Shriram Life Insurance
Company Ltd. The former is a public sector
undertaking and the later are private companies.
In the later three private insurance companies,
former not receiving FDI inflows from inception
and later two are initially received FDI inflows
but because of change in management, the foreign
promoters withdrew their share in the year 2012.
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6. Growth of Life Insurance Business vis-a-vis
FDI inflows into the Sector:

Consequent to the financial reforms, the insurance
sector is opened to the private investment.  As India
is recognized as one of the biggest markets due to
huge population, foreign companies started
looking for the business opportunities.  The
Government also formulated a policy to attract the
foreign investment into the country.  As such, the
financial sector including insurance received huge
capital through the direct channels. Hence, a study
of FDI inflows into this sector is attempted. As
such, the Growth of life insurance business in India
and growth of FDI inflows is presented in Table –
2. An analysis of data in Table - 2 explains that the
number of life insurance companies increased from
5 in 2000-2001 to 24 in 2011-2012, which is a
symptom of continuous growth. But after 2011-
12 no new company started. Similarly the number
of branches increased year after year.  The number
of branch offices increased from 2199 in 2000-
2001 to 11167 registering an increase by five times
over a period of 12 years.  In terms of average
number of branches per company also increased
from 440 in 2000-01 to 465 in 2011-12 and

registered an average growth of 17.58 percent. But
from 2010-11 the number of branch offices are
decreased, later from 2013-14 a small increase
registered. It also explains that the aggregate
capital of the industry increased from Rs.544.79
crores in 2000-01 to Rs.26691.46 crores in 2015-
16 recording an increase by 49 times over a period
of sixteen years.  It can also be seen that the
aggregate capital registered a continuous increase
year after year.  In no year there is a drop in the
percent growth of capital.  As against all these
positive trends, it can also be observed that the
FDI inflows into the life insurance sector continued
prior to 2000-01.  It can also be noted that, except
in 2012-13 year, in all the remaining years of study
FDI inflows are received (Column. 6).  It is
observed that in the year 2012-13 the FDI inflows
are negative because of withdrawn of FDI from
INGVYSYA and SHRIRAM LIFE. As a matter of
fact there is an erratic trend in the FDI inflows
over the period under study.  The average FDI
inflows per annum are worked out to Rs 468.66
crores. After allowing the FDI cap upto 49% into
Life insurance sector to till to 2015-16, out of 24
only 4 Life insurance companies reached to 49%
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of FDI inflows into this sector. Thus it can be said
that the aggregate FDI inflows into the life
insurance sector having more scope to get further
FDI inflows into this sector. All these analysis

indicate that the FDI inflows into this sector have
been encouraging.  Hence, there is a need to study
the overall impact of FDI on the life insurance
business in India.
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7. Life Insurance Business in India:
The strength of business of the life insurance
companies may be the reason for choosing the
companies in which foreign investors come
forward to invest.  Another important criterion for

choosing the potential companies for investment
is the prospects of the business.  Therefore, it is
necessary to examine the trends in the business of
the life insurance companies which is presented
in Table - 3 gives the details of the business carried
out by the insurance companies in aggregate terms.
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On the analyses of data in Table - 3, it is interpreted
that, the number of new policies secured by the
insurance enterprises present a steady growth over
the years up to 2009-2010 but later it is showing a
decreasing trend.  The number of insurance
policies obtained increased from 253.71 lakhs in
2002-03 to 532.25 lakhs in 2009-10 and in the
subsequent years there is a drop in the policies
executed by the companies. The total premium
collected by all insurance companies increased
from Rs. 34898 crores in 2000-01 to Rs.366943
crores in 2015-16 by registering a growth of 10.52
times. The average growth of the premium
received by the companies over the period is 17.78
percent. All these business operations are analyzed
in aggregate terms, which cannot be a precise
indication of the growth because of variation in
the number of companies during the period under
study.  Hence, the growth of business indices (total
premium collected and the policies processed) are
shown in ratios (average) and shown in the Table
(Columns: 6 and 7). There is an erratic trend in
the growth of average number of policies
processed per company. However, the average
number of policies per company processed
increased from 19.52 lakhs in 2002-03 to 20.94
lakhs in 2010-11later it decreased.  The average
growth of number of policies over the years is
worked out to 0.49 percent.   However, the average
amount of premium per policy is showing a
consistent increase over the years.  Even in 2011-
12 with a drop in the average number of policies
executed the average amount of premium per
policy increased from Rs.60559.27 in 2010-11 to
Rs.64958.70 in 2011-12. The average growth of
the per-policy premium amount is worked out to
13.30 percent.  Similar trend is visible in 2004-
05; 2008-09 and 2010-11. All these operational
details of the insurance business sector, Further in
aggregate terms, indicate a fair opportunities for
investment.

At this juncture, it is necessary to note that all the
above analysis include the business done by the
LICI.   In Indian life business sector, the LICI is
the leader since its market share range between
72.81 percent (2015-16) and 100 percent (2000-

01). Its market share dwindled gradually year after
year on account of the establishment of new
companies.  The policy of the government, as
stated earlier, is to allow the private companies to
operate in the life insurance sector.  Again it is
also a reason and cause to the flow of foreign direct
investment.

8. Operating Costs of LICs:
It is understandable that the operating costs go on
increase for two reasons.  First, the volume of
business that leads to the varying levels of variable
costs such as staff, maintenance, publicity, agent’s
commission and office contingencies. The second
cause for increase operating cost is establishment
of branch offices at various locations to extend
the service facilities to the policy holders. Earlier
it is understood that the volume of business in
terms of policies executed and the premium
amount collected increased significantly.  Hence,
it is appropriate to examine the trends in operating
costs. Table - 4 gives the year-wise details of agents
engaged in procuring business to the insurance
companies.
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From the data analyses in Table - 4, we can see
that these agents are broadly two types viz.,
individual agents and corporate agents.  The
number of individual agents increased from
476902 in 2001-02 to 2016565 in 2015-16 by 4.23
times in the study period, but a sudden drop in
2004-05 and gradually increased up to 2009-10,
later it decreased gradually. The average growth
of number of individual agents is 23.32 percent in
the 16 years of study period.  Similarly it is found
that the number of corporate agents registered an
erroneous growth. The number of corporate agents

is increased from 275 in 2001-02 to 416 in 2015-
16 by 1.51times of increase in the 16 years of study
period and also it has an average growth of 39.8
percent.

An analysis of operating costs is relevant to
interpret the efficiency of the business.  Normally
the business of insurance is comprised of the
collection premium amount born out of the number
of new policies processed and accepted. Table - 5
shows the growth of life insurance business
regarding first year premium of new policies issued
by all insurers.

The analysis of data in Table - 5 explains that, the
first year premium amount collected by all the 24
life insurers (including LICI) increased
significantly over the period of 16 years.  The first
year premium amount received grew by about 14.3
times.  However, the number of policies registered
increased by 1.052 times which means the average
amount of premium received per policy increased

significantly around 7.79 times.  In other words,
the operating costs of the insurers must be either
constant or fall down.  Hence, a scrutiny of the
cost of operation of business is a matter of research
study. Table - 6 Ratio analysis of operating costs
of life insurers are given below.
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The data analysis in Table - 6 presents the trends
in operating costs in terms of administrative costs
and commission to agents. But, the former may
include fixed as well as variable costs whereas the
latter is exclusively variable expenses.  A close
look at the operating costs explains that there is a
gradual increase in absolute terms as well as in
percent growth.  The operating expenses
(administrative costs) increased from Rs.467417
lakhs in 2001-02 to Rs.3878309lakhs in 2015-16
registering a growth by more than 8 times.  Agents’
Commission paid by all the insurers also increased
from Rs.456691 lakhs in 2001-02 to Rs.2026669
lakhs in 2015-16 registering a growth by 4.44
times.  Since the analysis are based upon the
aggregate data, average operating costs in terms
of administrative expenses  and agents’
commission  are also examined here.  They clearly
explain that the operating costs have significantly
increased over the years.  At this stage, it is
necessary to read the average operating costs in
collation with the average number of policies
enrolled and the average premium collected by the

insurers.  Hence, it is evident that the operating
costs increased whereas the average number of
policies per company executed decreased.  As
such, there is a need to streamline the management
of insurance companies to be efficient.

In the aforesaid paragraphs it is noted that the
insurance business in India in aggregate terms is
assuring a steady development over the years.  As
such, to high light the impact of FDI on various
business variables an attempt is made to examine
the mutual inter-dependence of business and FDI
inflows.

9. Impact of FDI on the Growth of Life
Insurance Business:
Business acumen requires that every induction of
capital must be followed by the additional business
potentials. The marginal revenue of the additional
capital must be optimal otherwise; there should
not be any need to further injection of funds.  Even
the investors will also estimate the benefits that
accrue to the firm by the additional investment.
The amount of premium collected by the life
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insurers is also an indication of volume of business
secured during the year.  In aforesaid paragraphs,
it is observed that the FDI inflows and the two
types of funds are mutually dependents and their
growth is found to be perfect positivity.  As a matter
of fact, the amount of premium collected by the
insurers also reflects the efficiency of management.
It is assumed that higher the FDI inflows greater

is the possibility of mobilizing new business in
terms of premium collection.  Further, greater the
number of policies, higher could be the collection
of premium amount.  Hence, an attempt is made
to examine the trends in premium collections
during the year and the FDI inflows during that
year. The Table - 7 growth of total premium
received Vis-à-vis FDI inflows is given below.
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Table - 7 presents the details of premium collected,
FDI inflows during the year, and percent of
premium to the total service sector contribution
to the nation’s GDP. Premium collected over the
period of 16 years show a steep rise except in 2011-
12.  The average growth of premium collected
during the year is worked out to 17.78 percent
which is an indication that the life insurance
business is stable.  Over the 16 years period under
study, it is found that the FDI inflows are not even
because after 2008-09 the collections tapered down
and from 2009-10 to 2014-15 it had a negative
growth in last year of study it registered high
growth. However, the average growth of FDI
inflows in each year is found as 261.07 percent.
In other words, FDI inflows increased from
Rs.161.25 crores in 2000-01 to Rs.1532.88 crores
in 2008-09 without any let up. As a matter of fact,
the FDI inflows will have lag-effect.  Earlier it is
noticed that the service sector contribution to
national GDP is around 58 percent and the
contribution of life insurance business in terms of
premium collected ranged between 2.96 percent
and 10.35 percent over the period under study. This
percent of contribution cannot be considered as
insignificant as the service sector is composed of
many elemental factors.

Conclusion:
In brief, the above analysis indicates that there is
an absolute and perfectly positive dependence of
FDI inflows and business variables.  As such, the
induction of FDI inflows is not going without
results.
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ABSTRACT

This study examines the effects of CSR practices on customer satisfaction of Nepalese insurance
companies. Customer satisfaction is the dependent variable. Economic CSR, ethical CSR, legal CSR,
and philanthropic CSR are four independent variables. The study is carried out in Kathmandu valley by
distributing 100 questionnaires through field survey. To achieve the purpose of the study, structured
questionnaire is prepared. The regression models are estimated to test the significance and importance
of selected factors on customer satisfaction of Nepalese insurance companies.

The result shows that there is positive relationship of economic CSR and legal CSR with customer
satisfaction. This indicates that higher the economic and legal CSR practices, higher would be customer
satisfaction. Similarly, ethical and philanthropic CSR are positively correlated to customer satisfaction.
It means that better the ethical and philanthropic CSR practices, higher would be the customer satisfaction.

The regression result shows that the beta coefficients for economic and legal CSR are positive and
significant with customer satisfaction. The result also reveals that the beta coefficients for ethical and
philanthropic CSR are positive and significant with customer satisfaction in Nepalese insurance
companies.

Keywords:Customer satisfaction, economic CSR, ethical CSR, legal CSR and philanthropic CSR.

1. Introduction
Kotler and Lee (2005) defined CSR as “a
commitment to improve societal well-being
through discretionary business practices and
contributions of corporate resources”. CSR
activities are broadly conceptualized as the
company’s status and activities with respect to its

perceived societal obligations.

Maignan et al. (2005) suggested that company’s
customers can be potential stakeholders who cares
about not only the economic performance of
organizations but also to the overall standing
(including social performance) of the company.
Thus, customers are likely to be more satisfied if
service or product providers develop CSR
initiatives and present a socially responsible

behavior towards the society. Hence, the study
found that there is positive relationship between
CSR and customer satisfaction.

Luoand Bhattacharya (2006) found positive
relationship between CSR and customer
satisfaction.Chung et al. (2015) showed that CSR
practices positively influences the customer
satisfaction more than customer loyalty.Also,
consumer protection is the most important factor
for CSR while environmental factor is the least
important one.

According to McDonald and Rundle-Thiele
(2008), many enterprises have been spending huge
amount of money on CSR activities in order to
build a stronger relationship with their customers.
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Thus, the study concluded that there is positive
relationship between CSR and customer
satisfaction. This change is possibly due to
increased competition, increased pressure from
increased customer expectations towards a
particular enterprise. Embracing this strategy has
also provided many companies with increases net
profit, customer satisfaction, loyalty and trust.

Green andPeloza (2001) indicated that customers
highly support companies that engage in CSR
pointing out that they do not take CSR as one
overall impression of a company but they take
interest on how each CSR activity can add to their
overall value evaluation. Galbreath (2010)argued
that firms can improve their consumption
experiences with customers by demonstrating
CSR. The results indicate that CSR is positively
linked to customer satisfaction.

All CSR dimensions have positive influence on
customer satisfaction and loyalty (economic
measured by mean of price fairness), except
making profit to shareholders. This means
organization concentrating on making profit for
shareholders cannot drive customer satisfaction.
Regarding managerial perspectives, CSR
initiatives have shown to be significantly
determined that how much organization paid
attention to society issues. The finding was
organization, indeed, should realize and invest in
corporate social responsibility scheme in order to
enhance their relationships with customers.
Moreover, organization should communicate CSR
ways to the general public
(OnlaorandRotchanakitumnuai, 2010).

According to Friedman (1962), management has
one responsibility and that is to maximize the
profits of its owners or shareholders. The
studyanalyzed that social issues are not the concern
of business people and that these problems should
be resolved by the unfettered workings of the free
market system. Further, this view holds that, if the
free market cannot solve the social problems, it
falls not upon business, but upon government and
legislation to do the job.

Ali et al. (2010) argued that customers pay more
attention to pricing strategy than CSR activities.
The study of cellular industry found no relationship
between awareness of corporate social
responsibility and consumer purchase intension.
The study also found no relationship between
customer satisfaction and purchase intention. The
customer can be satisfied and retained only by
offering competitive pricing packages and
services. If the cellular firm cannot provide
competitive pricing, the consumers will switch to
other service providers offering lower prices and
better services.

A study on corporate social responsibility: theory
of firm perspective showed that managers should
treat decisions regarding CSR precisely as they
treat investment decisions. The study also argued
that managers have to evaluate the possibility of
product/service differentiation. Where there is little
ability to differentiate the product or service,
demand may not increase with the provision of
CSR(McWilliams and Siegel, 2001).

According to Green and Peloza (2011), consumer
support for CSR in a new context i.e. recession
combined with an uncertain economic outlook. In
a situation like this, consumers would like to
retrench to criteria of price and quality at the
expense of “higher order” criteria-CSR. Consumer
shrinks back in their decision-making processes
and forsake CSR.

In the context of Nepal, Katwal (2010) argued that
CSR is not mandatory and some enterprises
voluntarily do the disclosure of social
responsibility. It is a very new concept and
Nepalese often confuse it with charitable activities
naming it as philanthropic effort. In spite of not
being satisfactory due to internal problems of
management, traditional approach of earning
profit, favoritism, sycophancy attitude of
stakeholders and unstable political circumstances
and undue political pressure, it is slowing
improving and making its own legacy.

In recent times, all the businesses and enterprises
are under massive pressure to carry out their
businesses being socially and ethically responsible
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from their shareholders, investors, government,
media, suppliers and customers as well. Thus,
socially responsible corporate houses have started
to report their CSR activities in their respective
websites (Upadhyay-DhungelandDhungel, 2013).

Astudy on corporate social responsibility in Nepal
discussed the concept of CSR and its significance
in Nepal. It emphasized on the part of companies
to comply with and motivated their activities for
the protection of vulnerable section of society. This
study indicated that a company brings its business
with a main objective for making profit. But
because it is a part of the society itself, it has its
certain obligation and responsibility towards it.
Being a part of society, it has to be responsible to
the various stakeholders’ interest of the society
such as financers, employees, creditors, workers,
debtors, community, customers, prospective
investors and state (Shah, 2012).

Chapagain (2013) revealed that managers in
Nepal, at least from two prominent corporate
sectors i.e. manufacturing and banking sector, are
clearly aware of the company’s duty towards
different segments of society. Likewise, it can also
be inferred that themanagers are convinced enough
with the fact that CSR and profit maximization
are not the conflicting goals of the firm.
Interestingly, research also revealed that despite
the positive attitudes of Nepalese managers
towards CSR, the role of government, pressure
groups and other stakeholders is crucial to promote
CSR in Nepal.

A study related to corporate social responsibility
revealed that a majority of managers from both
financial service and manufacturing sectors have
positive strategic and moral views towards CSR.
But, moral view is much stronger than the strategic
view and actual CSR performance of companies
is not encouraging, at least in all aspects of CSR.
So, the government, pressure groups and other
stakeholders are also required to encourage
socially responsible corporate behavior in order
to sustain and increase their positive views and
actual practice on CSR (Chapagain, 2012).

The above discussion reveals that there isno
consistency in the findings of various studies
concerning the studies on CSR dimensions
affecting the customer satisfaction.

The major objective of the study is to analyze the
CSR dimensions affecting customer satisfaction
in Nepalese insurance companies. More
specifically, it examines the impact of economical,
legal, ethical and philanthropic CSR on customer
satisfaction in Nepalese insurance companies.

The remainder of this paper is organized as
follows. Section two describes the data and
methodology. Section three presents the empirical
results and final section draws conclusions and
discusses the implications of the study findings.

2. Methodology aspects
This study is based on primary data which were
gathered from the 100 respondents, which mainly
deals with the CSR dimensions affecting customer
satisfaction in Nepalese insurance companies.

The Model

As a first approximation, this study assumes that
customer satisfaction depends on several CSR
dimensions (economical, legal, ethical and
philanthropic CSR). Therefore, the regression
model used in this study takes the following form:

Customer satisfaction = f (ECO, LE, ETH and PH)

More specifically,

CS= â
0 
+ â

1
ECO+ â

2
LE + â

3
ETH+ â

4
PH +e...... (i)

Where,
CS = customer satisfaction

ECO =economic CSR

LE = legal CSR

ETH =ethical CSR

PH = philanthropic CSR

â
0 
= intercept of dependent variable

e= error term

â
1,
 â

2,
 â

3
 and â

4 
are the beta coefficients of the

explanatory variables to be estimated.
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Economic CSR (ECO)
Economic responsibility of CSR dimension is
measured in terms of shareholders wealth
maximization, maximizing profit, dividend
payment to shareholders, being competitive.
Friedman (1962) argued that management has only
one responsibility and that is to maximize the
profits of its owners or shareholders. The
studyargued that social issues are not the concern
of business people. There is positive and
significant relationship between economic CSR
and customer satisfaction (Wu and Lin, 2014).
Based on it, this study develops following
hypothesis:

H1: There is a positive relationship between
economic CSR and customer satisfaction.

Legal CSR (LE)
Legal responsibilities of CSR dimension is
measured in terms of the extent that organization’s
activities are consistent with laws and regulations,
meet legal requirements related to goods and
services, pay taxes and government dues timely
and avoid corruption. Nareemanet al.
(2013)revealed that legal CSR have positive
relationship with customer
satisfaction.However,McDonald and Rundle-
Thiele (2008) argued that legal CSR have positive
relationship with customer satisfaction. Based on
it, this study develops following hypothesis:

H2: There is a positive relationship between legal
CSR and customer satisfaction.

Ethical CSR (ETH)
Ethical responsibility of CSR dimension is
measured in terms of ethical norms and values,
extent that organization adjuststhem to be good
corporate citizen and the extent that organization
try to provide adequate information about its
products or services. According to Wu and Lin
(2014), ethical CSR and customer satisfaction have
positive relationship with each other. Similarly,

Chung et al. (2015) revealed that ethical CSR is
positively associated with customer satisfaction.
Based on it, this study develops following
hypothesis:

H3: There is a positive relationship between
ethical CSR and customer satisfaction.

Philanthropic CSR (PH)
Philanthropic responsibility of CSR dimension is
measured in terms of support provided to local
culture and art activities, assistance provided to
private and public educational institutions and the
extent that managers and employees of the
organization involve in charitable
activities.McDonald and Rundle-Thiele (2008)
revealed that philanthropic has positive impact on
customer satisfaction. Likewise, Onlaor and
Rotchanakitumnuai (2010) found that there is
positive relationship between customer satisfaction
and philanthropic CSR. Based on it, this study
develops following hypothesis:

H4: There is a positive relationship between
philanthropic CSR and customer satisfaction.

3. Result and discussion
Correlation analysis
The Pearson’s correlation coefficients have been
computed to analyze the strength of linear
relationship between selected factors and customer
satisfaction and the results are presented in Table
2.

Table 2: Pearson correlation coefficients for
dependent and independent variables
This table reveals the Pearson’s correlation
coefficients between dependent and independent
variables. Customer satisfaction (CS) is the
dependent variable and economical CSR (ECO),
legal CSR (LE), ethical CSR (ETH) and
philanthropic CSR (PH) are the independent
variables.
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The table shows that the average value of
economic CSR is 2.13. Likewise, the average value
of legal CSR is 2.12. Similarly, the average value
of ethical CSR, philanthropic CSR and customer
satisfaction are 1.78, 2.04 and 1.95 respectively.

The result shows that economic CSR is positively
related to customer satisfaction. This means that
increased in the economic CSR practices leads to
increase in the customer satisfaction. Similarly,
legal CSR is positively correlated to customer
satisfaction. This means that increase in legal CSR
practices leads to increase in the level of customer
satisfaction.

Likewise, the result shows that ethical CSR is
positively related to customer satisfaction. This
indicates that betterment in the ethical CSR
practices leads to increase in the customer
satisfaction. Likewise, the result also reveals that
philanthropic CSR is positively correlated to

customer satisfaction. This means that betterment
in the philanthropic CSR leads to increase in the
customer satisfaction.

Regression analysis

Having indicated the Pearson correlation
coefficients, regression analysis has been
conducted and the results are presented in Table
3.2.

Table 3.2: Regression analysis of economic
CSR, legal CSR, ethical CSR, and philanthropic
CSR on customer satisfaction

The results are based on pooled cross sectional
data and customer satisfaction with 100
observations by using linear regression model. The
model is CS=â

0 
+ â

1
ECO+ â

2
LE + â

3
ETH+ â

4
PH

+e. Where, dependent variable is CS (customer
satisfaction) and independent variables are ECO
(economic CSR), LE (legal CSR), ETH (ethical
CSR), PH (philanthropic CSR) and e = Error term.
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The table shows that beta coefficient is positive
and significant for economic CSR. It indicates that
higher the economic CSR practices, higher would
be the customer satisfaction. This finding is similar
to the findings of Wu and Lin (2014). Similarly,
the beta coefficient is positive and significant for
legal CSR. This means that higher the legal CSR
practices, higher would be the customer
satisfaction. This finding is consistent with the
findings of McDonald and Rundle-Thiele (2008)
and Onlaori and Rotchanakitumnuai (2010).

Likewise, the result shows that beta coefficient is
positive and significant for ethical CSR. This
means that higher the ethical CSR practices, higher
would be the customer satisfaction. This finding
is similar to the findings of Wu and Lin (2014.
Similarly, beta coefficient is positive and
significant for philanthropic CSR. It indicates that
better the philanthropic CSR practices, higher
would be the customer satisfaction. Thus finding
is consistent with the findings ofNoamene and
Elouadi (2015).

4. Summary and conclusion
Customer satisfaction has been characterized as
an overall judgment of their expectations and
perception of the value received. Recently,
corporate social responsibility and issues related
to CSR have received more and more attention.
Some may support it by saying that it will help
companies to make long term profit with
sustainable success. While others may argue that
it will distract corporate from the economic
function of all businesses i.e. earning profit.
Despite the ongoing debate on CSR, it cannot be
denied that majority of the businesses have been
initiating various socially responsible activities in
the present context.

This study attempts at determining the CSR
dimensions effecting customer satisfaction in
Nepalese insurance companies.This study is
primarily based on primary sources of data
collected from the 100 respondents. This study
hypothesizes that the customer satisfaction
depends on several CSRdimensions such as
economic CSR, legal CSR, ethical CSR and
philanthropic CSR.

The correlation analysis shows that economic
CSR, legal CSR, ethical CSR and philanthropic
CSR are positively related to customer satisfaction.
It reveals that higher the economic and legal CSR
practices, higher would be customer satisfaction.
This also indicates that higher the ethical and
philanthropic CSR practices, higher would be the
customer satisfaction. The regression analysis
shows that economic and legal CSR have positive
impact on customer satisfaction. Similarly, ethical
and philanthropic CSR also have positive impact
on customer satisfaction. This indicates that
increase in the economic and legal CSR leads to
increase in the customer satisfaction. It also reveals
that increase in the ethical and philanthropic CSR
practices implies to increase in the customer
satisfaction.
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ABSTRACT

Today, the era of LPG has great impact on the growth of an economy. There are various sectors that
contribute in the economy of a country and these sectors are greatly influenced by FDI. Insurance
Sector is one of them where FDI plays an important role. So, this paper is to know the impact of FDI on
the insurance sector especially in Non-Life Insurance Sector. Secondary data has been collected from
the period 2008-09 to 2013-14 to achieve the objectives. By applying regression technique and with
regression model it is found that FDI in Non-Life Insurance Sector has a significant impact on Indian
Non-Life Insurance Sector.

Keywords: FDI, Insurance sector, Non-Life Insurance Sector, Equity Share Capital.

Introduction
Insurance in India refers to the market for
insurance in India which covers both the public
and private sector organisations. The insurance
sector has gone through a number of phases by
allowing private companies to solicit insurance and
also allowing foreign direct investment. Foreign
Direct Investment is a direct investment into
production or business in a country by an
individual or company of another country either
by buying company in the target country or by
expanding operations of an existing business in
that country. India allowed private companies in
insurance after the enactment of Insurance
Regulatory and Development Authority Act
1999 (IRDA Act 1999). This Act permitted
shareholding in insurance companies to the extent
of 26%. The parliament has passed Insurance Laws
(Amendment) Bill 2015. The Amendment Bill
hikes FDI cap in the insurance sector to 49% from
present 26 per cent.

The present scenario has revealed 53 Insurance
companies working in Indian markets. Out of
which 24 are in life insurance and 29 are in Non-
Life Insurance Sector. General insurance or Non-
Life Insurance is typically defined as any insurance
that is not life insurance. It is called property and

casualty insurance in the United States and Non-
Life Insurance in continental Europe.

Review of Literature
Hasan, A. (2015). In his research paper titled
impact analysis of FDI on insurance sector in india
has found that Motor Insurance business in Non
life insurance sector covered 47.90 % as a largest
part in this sector followed by Health department
with a share of 22.18%. The lowest share in this
sector was found of the Marine department by
covering 4.47% share only. He concluded that
participation of foreign investment in Indian
insurance sector is important for the future growth
of Indian economy. It was expected that Indian
insurance industry would grow up to 125% in
coming years.

Kapoor. (2003). in the article entitled “Issues and
challenges facing the Insurance Industry” remarks
that “Indian insurance industry has opened wide
opportunities for service and infrastructure sectors.
The author stated that the some of the major
challenges that have to be addressed for
channelizing growth of insurance sector are
product innovation, distribution network,
investment management, customer service and
education. He further pointed out that the
competition will result in the market to grow
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beyond current rates and offer additional consumer
choice through the introduction of new products,
services and price options.

 Objectives of the Study
• To study the trend pattern of Equity Share

Capital and FDI in Non-Life Insurance
Sector from the period 2008-09 to 2013-
14.

• To know the impact of FDI in Non-Life
Insurance Sector.

Research Methodology
• This study is considering only Non-Life

Insurance Sector.

• Period of Study: To achieve the objectives,
the data for the period 2008-09 to 2013-14
have been taken.

• Analysis Method: The collected data are
analyzed with the help of Linear
Regression.

• Sources of Information: This study is
based on Secondary data, the data is
collected from various sources:-

� Handbook of Indian Insurance
Statistics

� Annual Reports from IRDA and
other insurance comapnies

� Books

� Publications

� Journals

� Internet

Analysis and Interpretation
1. FDI in equity share capital in Indian

Non-life Insurance sector

Table 1 highlights the trend of equity share
capital in the Indian Non-Life Insurance
Sector along with the share of foreign
promoters in it i.e. the share of Foreign
Direct Investment.

It seems from the Table 1 that in 2008- 2009, the
equity share capital of the Non-Life Insurers was
Rs.4829.91 crore where the contribution of foreign
promoters was Rs.676.62 crore i.e. % of FDI was
14.01. With the lapse of time, the cumulative
figures showed an increasing trend. With the
passing of each financial year, it was increased
consistently. In 2013-14, the Non-Life Insurance

Sector was having paid-up capital worth Rs.10,
140.21 crores with Rs.1678.86 crore as a share of
foreign promoter. So, % of FDI was raised to the
extent of 16.56 %.

1. Regression analysis
· Regression Analysis of FDI in Non-Life

Insurance sector.



118

· The impact of FDI on Equity share capital
of non-life insurance sector over the
financial years from 2008-09 to 2013-14.

· Independent variable: FDI in Non- Life
insurance sector

Dependent variable: Equity share capital
in Non-Life insurance sector

a. Predictors: (Constant), FDI in Non-Life
Insurance Sector

b. Dependent Variable: Equity Share Capital in
Non-Life Insurance Sector

Table 3 & 4 indicates the strength of relationship
between the model and the dependent variable i.e.
Equity share capital in Non-Life insurance sector.

Table 3 shows the correlation between the
dependent variable (Equity share capital) and
Independent Variable (FDI). Value of R= .996
which indicates high degree of correlation between
predictor (FDI) and outcome (Equity share capital
in Non-Life insurance sector). In the model
summary (Table: 4) value of R2   tells about how
much variations in Equity share capital in non-
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life insurance sector are due to variations in FDI
in non-life insurance sector. Value of R2 = .993
shown in table 4 indicates that 99.3% variations

in Equity share capital in Non-Life insurance
sector  are due to variations in FDI in Non-Life
insurance sector.

Table 6 of coefficients executes the estimates of
b-values (Unstandardized coefficients) that
explicate the individual contribution of
independent variable to the model. The positive
value shows the positive relationship between the
predictor and outcome variable and vice-versa.
When we replace the B values in equation we find
the model as:

GDP = b0 + b1 (FDI in Non-Life Insurance
Sector)

= 993.329+ 5.342(FDI in Non-Life Insurance
Sector)

The value of b1= 5.342 indicates that as FDI in
non-life insurance sector increases by one unit,
Equity Share Capital in it increases by 5.342 units.

Therefore, every additional unit of FDI is
associated with an extra 5.342 unit’s increment in
Equity Share Capital.

The standardized beta values in the table 6 indicate
the volume of change in standard deviation
outcome due to one standard deviation change in
the predictor. This value indicates that as FDI
increases by one standard deviation (392.94798),
Equity Share Capital increases by .996 standard
deviation. This is true only if the effects of other
factors held constant.

Testing of Hypothesis

H01: There is no significant impact of FDI in
Non-Life insurance Sector.
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The P-value related to FDI is less than .05. So,
Null Hypothesis is rejected and concluded that
there is significant impact of FDI in Non-Life
Insurance Sector in India.

CONCLUSION
This is concluded from this study that FDI in Non-
Life Insurance Sector plays an important role in
India. By applying Regression and by making a
regression model it is come to know that the value
of b1= 5.342 indicates that as FDI increases by
one unit, Equity Share Capital increases by 5.342
units. Therefore, every additional unit of FDI is
associated with an extra 5.342 unit’s increment in
Equity Share Capital. In nutshell, it is found that
FDI has significant impact on Equity Share Capital
in Non-Life Insurance Sector.
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ABSTRACT

This study examines the determinants of market value of Nepalese insurance companies. Market price
per share and Tobin’s Q are the dependent variables. Return on assets, return on equity, age of the
company, size of the company, and dividend per share are the independent variables. The data were
collect from the annual report published by respective insurance companies, report published by
BimaSamiti. The regression models are estimated to test the significance and important of return on
assets, return on equity, debt ratio, age of the company, size of the company and dividend per share.

The study reveal that debt ratio is negatively correlated to market price per share which indicates that
higher the debt ratio, lower would be the market price per share. However, return on assets, return on
equity, age of the company, size of the company and dividend per share are positively correlated to
market price per share. This reveals that higher the return on assets, return on equity, age of the company,
size of the company and dividend per share, higher would be the market value per share. Similarly
return on assets, return on equity, debt ratio, age of the company, size of the company and dividend per
share have positive correlation with Tobin’s Q. It implies that higher the return on assets, return on
equity, debt ratio, age of the company, size of the company and dividend per share, higher would be the
Tobin’s Q. The regression result shows that beta coefficient is positive for return on assets, debt ratio,
age of the company, size of the company and dividend per share. However, the beta coefficient is negative
for return on equity.

Keywords: Return on equity, Return on assets, Debt ratio, Age of the company, Size of the company and
Dividend per share.

1.Introduction
According to Almumani(2014) Stock markets
operate as an intermediary between savers and
users of capital by means of pooling funds, sharing
risk and transferring wealth.

Market capitalization has become a universally
accepted indicator of business valuation. It
represents the aggregate value of a company or
stock (Jaya &Sundar, 2012). Market capitalization
by taking into account the current market price,
which reflects the current value and the total
number of shares which reflects the size, gives a
clear picture of the market value of a company.
The success or failure of imperative decisions like
mergers, acquisitions and takeover has great

impact on the value of a company. Similarly
acceptance of new projects also has a bearing on
its value. Thus, management takes any decision
not only on the project’s viability but also on the
changes it is expected to bring in the value of a
company. The efficient performance of a company
as reflected by its continued earnings results in
better valuation of market capitalization.

Shiller (1981) found that stock prices are not stable
and fluctuate excessively in relation to the news
about fundamentals primarily due to market
irrationality. Thus, it is asserted that understanding
the impact of various fundamental variables on
stock price is very much helpful to investors as it
will help them taking profitable investment
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decisions. Chauvin &Hirschey (1993) sought to
examine the perception of investor on calculating
the market value based on advertising and research
and developmentexpenditure positively influenced
market value.AL-Khalayleh(2001) showed a
significant positive relationship between the
market price per share with the ratio of return on
assets and return on equity.

Dividend has a significant effect on market stock
price in both banking and non-banking sector.
Quasi etal. (2016) found that there is no effect
between ROE and market stock price in insurance
companies listed on ASE. There is effect between
debt ratio and market stock price in insurance
companies listed on ASE. There is effect between
company’s age and market stock price in insurance
companies listed on ASE. There is effect between
Company’s Size and market stock price in
insurance companies listed on ASE (Amman Stock
Exchange).Barakat (2014) revealed that there is
direct relationship between two independent
variables: return on equity and capital structure
and the dependent variable represented by stock
market price. However, there is weak and inverse
relationship between financial leverage and stock
value, and this relationship is not significant, so
there is no statistically significant relationship
between financial leverage and company’s value..

Claessens et al. (2002) confirmed that matured and
larger firms have more liquid trading, better
disclosure, well diversified, managing portfolio in
reducing risk but less growth opportunity.Hosseini
et al.  (2012), found that there exists a significant
negative relationship between the two variables
of debt ratio and current ratio with market
value.Quasi et al. (2016) found that there is no
relationship between ROE and market stock price
in these insurance companies.

Malhotra and Tandon (2013) attempted to
determine the factors that influence stock prices
in the context of National Stock Exchange of 100
companies. The result indicated that the firm’s
book value, earning per share and price earnings
ratio are having a significant positive association
with firms stock price while dividend yield is

having a significant inverse association with
market price of common stock.Amidu(2007) argue
that there is a strongest evidence for the relevance
of dividend policy to the firms’ performance in
Ghana.

In context of Nepal, market value is the value of a
company according to the stock market. It is used
to refer to the market capitalization of a publicly
traded company. Profitability and growth are
basically considered as the major determinants of
firm value. Corporate strategies can be accessed
on the basis of their expected effect on profitability,
growth and firm value. The value based planning
models suggests that management of a firm aims
to create shareholder wealth by maximizing market
value of the equity thereby creating excess value
over the book value of the firm (Bista, 2015).

According to Shrestha and Subedi (2014), the
stock market index is taken as a barometer of an
economy. Growth in stock index is normally
considered as a good sign since it implies the
investors are confident about the future prospect
of the economy. It helps promote investment in
the economy. However, a rapid increase in the
stock market index is always a matter of concern.
If the increase in the index is not justified by the
fundamentals, such a rise cannot be sustained and
eventually the index will plummet endangering the
economic and financial stability. Hence, it is
essential that the policymakers keep eyes on the
stock market development and be ready to take
appropriate measures, if needs arise, to prevent
the buildup of bubbles and collapse in the market.

According to Joshi (2010), the impact of dividends
is more pronounced than that of retained earnings
in the context of Nepal.Pradhan (2003) found that
Nepalese stockholders give more importance to
dividend income than capital gains.The above
discussion reveals that there is no consistency in
the findings of various studies concerning the
determinants of market value of insurance
companies.

The main objective of this study is to analyze
thedeterminants of market value in Nepalese
insurance companies. More specifically, it
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examines the impact of return on assets, return on
equity, dividend per share, firm size, age of the
company and debt ratio on market price per share
and Tobin’s Q of Nepalese insurance companies.

The remainder of this study is organized as
follows: Section two describes the sample, data
and methodology. Section three presents the
empirical results and the final section draws
conclusion and discusses the implication of the
study findings.

2. Methodological aspect
The study is based on secondary data, which were
gathered for 18 Nepalese insurance companies,
with a total of 99 observations. The data were
collect from the annual report published by
respective insurance companies, report published
by BimaSamiti.

Table 1 shows the list of Nepalese insurance
companies selected for the study along with study
period and number of observation.
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The model
As a first approximation, the model estimated in
this study assumes that the market value per share
and Tobin’s Q depends on several insurance
companies’ variables. Therefore, the model takes
the following form:

lnMPSit = â0+ â1DRit + â2DPSit + â3ACit +
â4ROEit + â5ROAit + â6SCit + eit………………(1)

lnQit = â0+ â1DRit + â2DPSit + â3ACit + â4AROEit

+ â5ROAit + â6SCit  + eit……………..(2)

Where,

MPS= It is defined as market price per share.

Q    =Tobin’s q define as market value of the firm
to book value of the firm.

DR =Debt ratio define as total debt to total assets.

DPS =Dividend per share define as earning per
share to no. of outstanding share.

AC =Age of the company define as number of year
insurance’s existence.

ROE =Return on equity is defined as net income
divided by total shareholders’ equity.

ROA =Return on assets is defined as net profit to
total assets.

SC  =Size of the company define as log of total
assets.

e =Error term

Return on assets (ROA)
Return on assets is the ratio of the net profit to
total assets. Return on assets is an indicator of how
profitable a company is relative to its total assets
and gives an idea as to how efficient management
is at using its assets to generate earnings (Brigham
and Houston, 2007). (AL Khalayleh(2001) tested
the relationship between accounting performance
indicators and market performance indicators for
a sample of (40) Jordanian public companies listed
in Amman Security Exchange during the period
between the year of 1984 to 1996. The results
showed a significant positive relationship between
the market price per share with the ratios of return
on assets and return on equity. Based on it, the
following hypothesis has been developed:

H1: Return on assets of a firm and market value
of the firm is positively correlated.

Return on equity (ROE)
Return on equityis a measure of profitability that
calculates how many dollars of profit a company
generates with each dollar of shareholder’s equity.
A rising ROE suggests that a company is
increasing its ability to generate profit without
needing as much. Fouzanand Al Qaisi1 et al.
(2016)found that there is no effect between ROE
and market stock price in these insurance
companies. Zhang and Chen (2007) revealed that
the positive relationship between Return on equity,
and change in profitability, change in capital
investment. Brealey et al. (2006) and Brigham and
Ehrhardt (2011) argued that maximizing the
market value of a firm offers the most essential
objective function which is necessary for the
efficient management of a firm. Thus, the
importance of return on equity as a profitability
indicator becomes evident taking into account the
fact that it measures how effectively the
management generates wealth for shareholders.
Based on it, the following hypothesis has been
developed:

H2:  Return on equity and market value of the
firm is positively correlated.

Debt Ratio (DR)
The debt ratio is defined as the ratio of total long-
term and short-term debt to total assets. It can be
interpreted as the proportion of a company’s assets
that are financed by debt. The higher this ratio,
the more leveraged the company is, implying
greater financial.  At the same time, leverage is an
important tool that companies use to grow, and
many businesses find sustainable uses for debt.
Regarding to their studies, MM(1958) confirmed
the assumption that the leverage factor is
significant only because of the tax benefits, though
they examined their assumptions by the profit
variable, as well. Their second study suffers from
some deficiencies, as well as the first one.
According to Gordon (1994), the MM’s formula
used for public utilities is unsuitable. Based on it,
the following hypothesis has been developed:
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H3:Debt ratio of a firm and market value of the
firm is negatively correlated.

Size of the company (SC)
Firm size is measured in terms of total assets of
the insurance company. It is generally expected
that larger financial institutions perform better than
that of smaller financial institutions. However, the
economies of scale and economies of scope is also
a prime factor to be considered. Amato and Burson
(2007) found negative relationship between firm
size and firm profitability. However, Vijayakumar
and Tamilzheslvan (2010) found a positive
relationship between firm size and profitability.
Based on this, following hypothesis has been
developed:

H4: Size of the company and market value per
share of the firm is positively correlated.

Age of the company (AC)
Age of firm can be defined in terms of number of
year between observation year and the year of
formation, or incorporation or listing. In this study,
it is measured as the number of years since the
establishment of insurance company (Singh &
Davidson 2003). Age could actually help insurance
company become more efficient. Claessens et
al.(2002) confirmed that matured and larger firms
have more liquid trading, better disclosure, well
diversified, managing portfolio in reducing risk
but less growth opportunity. Bhak and Gort (1993)
argued that insurance company is the organizations
that can be restructured as needs evolve; there is
no priori reason why they age. In fact, as they
mature, firm should be able to learn. They can learn
by doing or by investing in research and
development; they can hire human capital and train
their employees; and they can learn from other
financial institutions in the same and in other
industries. Based on this, following hypothesis has
been developed:

H5:Age of the company and market value per
share of the firm is positively correlated.

Dividend per Share (DPS)
Dividend per share (DPS) is the sum of declared
dividends issued by a company for every ordinary

share outstanding. Dividend per share (DPS) is
the total dividend paid out by a business, including
interim dividend, divided by the number of
outstanding ordinary shares issued. The dividend
in this study is years dividend as considered by
Gordon(1959).Dividend depends in part on the
firm’s current earnings and in part on the dividend
for the previous year(Lintner,1956). The most cited
literature Modigliani and Miller (1961) of
irrelevance proportion, according to which
dividend policies are all equivalent and there is
no particular policy that can increase shareholders
wealth in perfect capital markets. Amidu(2007)
argue that there is a strongest evidence for the
relevance of dividend policy to the firms’
performance in Ghana. Pradhan(2003) argued that
Nepalese stockholders give more importance to
dividend income than capital gains. Based on this,
the following hypothesis was developed:

H6: Dividend per share and market value per
share of the firm is positively correlated.

3. Result and discussion
Descriptive statistics
Table 2 presents the descriptive statistics of
selected dependent and independent variables.

Table 2: Descriptive statistics
(This table shows the descriptive statistics of
dependent and independent variables of selected
Insurance Company. The descriptive statistics are
based on the data from 18 samples with 99
observations for the period. Dependent variables
are MPS(market price per share is define as the
closing price of last date end of the fiscal year)and
Q(Tobin’s q is define as market value of the firm
to book value of the firm)and independent variable
are DR(Debt ratio is define as total debt to total
assets)and DPS(dividend per share is define as
earning per share to no. of outstanding share)and
AC(Age of the company is define as number of
year insurance’s existence)and ROE(Return on
equity is defined as net income divided by total
shareholders’ equity)and ROA(Return on assets is
defined as net profit to total assets)and SC(Size of
the company is define as log of total assets)
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The maximum market price per share is Rs.4351
and minimum of Rs.100 with on an average of
Rs. 741.04. Similarly, minimum Tobin’s Q value
is 0.02 and maximum value is 35.92 with an
average of 1.78. The minimum return on assets is
-19.33 percent and maximum of 45.92percent,
leading to an average of 5.52percent.Similarly
return on equity has a minimum of -32.23percent
and maximum of 45.92percent, leading to an
average of 11.14.In addition, Debt to equity ratio
has a minimum of 2.44 and maximum of 105.57,
leading to an average of 42.49.Likewise, Age of
the firm has a minimum of 1 and maximum of 26,
leading to an average of 12.96.Similarly, size of
the firm has a minimum of 0 and a maximum of
127, leading to an average of 17.06.

Correlation analysis
Having indicated the descriptive statistics, Pearson
correlation’s coefficients are computed. The
Pearson’s correlation coefficients for the selected
Insurance Company have been computed and the
results are presented in Table 3.

Table 3: Pearson’s correlation coefficients
matrix for Nepalese insurance companies
This table shows the vicariate Pearson’s
correlation coefficients between different variables
used in the study. The correlation coefficients are
based on the data from 19 samples with 99
observations. The dependent variables are
MPS(market price per share is define as the
closing price of last date end of the fiscal year)and
Q(Tobin’s q is define as market value of the firm
to book value of the firm)and independent variable
are DR(Debt ratio is define as total debt to total
assets)and DPS(dividend per share is define as
earning per share to no. of outstanding share)and
AC(Age of the company is define as number of
year insurance’s existence)and ROE(Return on
equity is defined as net income divided by total
shareholders’ equity)and ROA(Return on assets is
defined as net profit to total assets)and SC(Size of
the company is define as log of total assets).
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The result shows that debt ratio is negatively
related to market price per share which indicates
that higher the debt ratio, lower would be the
market price per share. Similarly, the study
observed positively related to return on assets,
return on equity, age of company, Size of company,
dividend per share. It indicates that higher the
return on assets, return on equity, age of the
company, size of the company and dividend per
share, higher would be the market per share.

Likewise, the study shows that return on assets,
return on equity, debt ratio, age of the company,
size of the company and dividend per share is
positively related with Tobin’s Q. It indicates that
higher the return on assets, return on equity, debt
ratio, age of the company, size of the company
and dividend per share, higher would be the
Tobin’s Q.

Regression analysis
Having indicated the Pearson’s correlation
coefficients, the regression analysis has been
carried out and the results are presented in Table
4. More specifically, the table shows the regression

results of return on assets, return on equity, debt
ratio, age of the company, size of the company
and dividend per share on market value per share
of Nepalese insurance company.

Table 4: Estimated regression results of return
on assets, return on equity, debt ratio, age      of
the company, size of the company and dividend
per share on market value per share.

This result is based on panel data of 19 insurance
companies by using linear regression model. The
model is lnMPS

it
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+ â
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 + â
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AC

it
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ROE

it
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ROA
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where MPS

(market price per share is define as the closing
price of last date of the fiscal year), Tobin’s Q
independent variable are ROA (return on assets
is defined as net profit to total assets),ROE (return
on equity is defined as net income divided by total
shareholders’ equity),DR(debt ratio define as total
debt to total assets),AC(age of the company define
as number of year insurance’s existence), SC(Size
of the company define as log of total assets), and
DPS(Dividend per share define as earning per
share to no. of outstanding share)
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The beta coefficients are positive for return on
assets, debt ratio, age of the company, size of the
company and dividend per share. It indicates that
higher return on assets, debt ratio, age of the
company, size of the company and dividend per
share, higher would be the market value per share.
This finding is contradicted with the findings
ofHosseiniet al. (2012). Similarly, this finding is
similar with the findings of Pradhan (2003).

Table 4 shows that the beta coefficients are
negative for return on equity. It indicates that
higher the return on equity, lower would be the
market value per share. This finding is consistence
with the findings of  Qaisi1 et al. (2016).

The regression results of return on assets, return
on equity, debt ratio, age of the company, size of
the company and dividend per share on Tobin’s Q
of selected Nepalese insurance companies are
presented in Table 5.

Table 5: Estimated regression results of return
on assets, return on equity, debt ratio, age of
the company, size of the company and dividend
per share on Tobin’s Q.

This result is based on panel data of 19 insurance
companies by using linear regression model. The
model islnQ
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it
.where MPS

(market price per share is define as the closing
price of last date of the fiscal year), Tobin’s Q
independent variable are ROA (return on assets
is defined as net profit to total assets),ROE (return
on equity is defined as net income divided by total
shareholders’ equity),DR(debt ratio define as total
debt to total assets),AC(age of the company define
as number of year insurance’s existence), SC(Size
of the company define as log of total assets), and
DPS(Dividend per share define as earning per
share to no. of outstanding share).
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The result reveals that the beta coefficients are
negative to ROE which indicates that higher the
ROE lower would be the Tobin’s Q. And the result
is insignificant. This finding is contradicted with
the findings of Qaisi1 et al. (2016).

The beta coefficients of return on asset are positive
and significant. It indicates that higher the return
on assets higher will be the Tobin’s Q. This finding
is consistent with the findings ofKhalayleh
(2001).The beta coefficients of debt ratio are
positive and significant.  It indicates that higher
the debt ratio higher will be the Tobin’s Q. The
finding is contradicted with the findings of
Hosseiniet al. (2012).

Likewise dividend per share has also positive and
significant coefficient, indicate that higher the
DPS, higher will be market value of the company.
This finding is consistent with the findings of
Pradhan (2003).

4. Summary and conclusion
This paper examines the determinants of market
price per share on Nepalese insurance company,
which has been passing through up and down in
recent years. Since market price tends to be highly
sensitive and volatile. Insurance is a contract,
represented by a policy, in which an individual or
entity receives financial protection or
reimbursement against losses from an insurance
company. The company pools clients’ risks to
make payments more affordable for the insured.

This study attempts to examine the effect of market
value per share on Nepalese insurance companies.
This study is based on secondary data of 18
insurance companies with 99 observations.

Return on equity has negative influence on market
value per share. This result indicates that higher
the debt ratio, lower would be the market value
per share. Whereas return on assets, return on
equity, age of the company, size of the company
and dividend per share has positive impact on
market value per share. This indicates that higher
the return on assets, return on equity, age of the
company, size of the company and dividend per
share higher would be the market value per share
and vice versa. Similarly, return on assets, debt
ratio and dividend per share have positive
influence o Tobin’s Q. It means higher the return
on equity, debt ratio and dividend per share higher
would be the Tobin’s Q and vice versa.
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ABSTRACT

This study empirically investigates the impact of insurance sector development on the growth of the
Nepalese economy. The gross domestic product (GDP) is taken as dependent variable and claim payment,
insurance premium, insurance paid up capital, insurance investment, and insurance returns as independent
variables. This study is based on the secondary sources of data that are collected from18 Nepalese
insurance companiesfrom 2008/09 to 2014/15 leading to total of 103 observations. The data were collected
from the economic survey, annual report, and websites of the selected Nepalese insurance companies.
The regression models are estimated to test the significance and impact of insurance sector development
on Nepalese economy.

This study reveals that claim payment, insurance premium, insurance paid up capital, insurance
investment, and insurance return are positively related to gross domestic product of Nepal. This indicates
that higher the claim payment, higher would be the gross domestic product. Likewise, higher the insurance
premium, higher would be the gross domestic product. Similarly, higher the insurance paid up capital,
higher would be the gross domestic product. And higher the insurance investment, higher would be the
gross domestic product. The regression results show that beta coefficients are significant for claim payment,
insurance paid up capital, insurance investment. However, the coefficients are significant only for claim
payment, insurance paid up capital, insurance investment, and insurance return at 1 percent level
significance.

Key words:gross domestic product,economic development, insurance

I. Introduction
The insurance industry is a highly specialized
industry that gives greater security to the fortunes
ofcommon people and among the whole society.
It is one of the financial institutions in Nepal today
that aid economic development and
growth.Insurance is a risk transfer mechanism
whereby the individual or the business enterprise
can shift some of the uncertainties of life on the
shoulder of the other. The role of insurance for
economic development is risk transfer, information
role, and capital market role. Insurance is a
barometer of economic activity in a country. If the
economy of any country grows the insurance
industry of that country also grows in the same
proportion. Insurance serves a number of valuable
economic functions that are largely distinct from
other types of financial intermediaries.Insurance

reduces the need for expensive loan workout and
bankruptcy procedures.In order to highlight
specifically the unique attributes of insurance, it
is worth focusing on those services that are not
provided by other financial services providers,
excluding for instance the contractual savings
features of whole or universal life products.
Insurance that provides compensation in the case
of a large adverse shock, such as a natural
catastrophe, helps stabilize demand, finance
reconstruction, and reduce pressure on the budget.

Insurance can be defined as the business of pooling
resources together to pay compensation to the
insured or assured (i.e. the policy holder) on the
happening of a specified event in return for a
periodic consideration known as premium.
Insurance companies practice would affect
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economic growth through the channels of marginal
productivity of capital, protection, and
technological innovations and savings rate.
Insurance companies indemnify the ones who
suffer a loss and stabilize the financial position of
individuals and firms with possibility of transfer
of different kinds of risks to insurance companies.

Insurance business is also seen as the backbone of
any country‘s risk management system, since it
ensures financial security, serves as an important
component in the financial intermediation chain,
and offers a ready source of long term capital for
infrastructural projects in Nigeria (Augustine &
Nwanneka, 2011). Similarly, insurance business
plays a vital role in the Nigerian economy through
risk bearing, employment of labour, payment of
tax, providing vehicle for investors and other
financial investment services, ( Hamadu &
Mojekwu, 2010). Therefore, it is important to
ensure that insurance companies Nigeria are
performing efficiently and significantly.

The importance of the insurance industry in the
development process of a country was already
acknowledged in 1964: a sound national insurance
sector represents an essential feature of a proper
economic system, contributing to economic
growth and fostering high employment
(UNCTAD, 1964). “. Large body of literature are
available that explores the role of insurance in
global, cross countries and single country
perspective. The importance of life and non-life
insurance in society, family, individual, and
economy is increasing multifold. Still, in Nepalese
context, insurance is not given importance as bank
and financial institution. There are merely studies
are found written on importance of insurance in
economic development and society in the context
of Nepal. But, in the global context, abundance
researched has been carried out on insurance and
economic development.

There have been a lot of theories and empirical
research determining the impact of insurance
practice on the economic growth both in the
context of developed and developing countries
which Nigeria is among. Merton and Bodie (1995)

developed a theory called modern theory of
financial   intermediation which comprises
traditional theory and the changes in financial
environment. Peter and Kjell (2006) worked on
the relationship of insurance and economic growth,
a theoretical and empirical analysis.

Francois Outrevillle (UNCTAD, 1990) pioneered
the examination of the relationship between
insurance development and economic growth for
developing countries. His findings indicated that
both non-life and life insurers generate significant
economic growth.Maurice Kugler and Reza
Ofoghi (University of Southampton, 2005) use co
integration analysis to show that an increase in
the market size of the different property and
liability lines of business has a positive and
statistically significant effect on economic growth.

Oke (2012) used fixed effect model and co-
integration analysis to determine the short-run and
long-run relationship between economic growth
and insurance sector growth and development in
Nigeria. The study spanned from the period of
1986 to 2009. The result reveals that insurance
sector growth and development positively and
significantly affects economic growth. The result
of the granger causality test indicates that the
extent of influence the insurance sector growth had
on economic growth was limited and not direct
because of some cultural, attitudinal traits and
values in the economy.

Mojekwu, Olowokudejo and Agwuegbo (2011)
used a dynamic factor model to estimate the impact
of insurance contributions on the growth of
Nigerian economy within the period of 1981 to
2008. The result indicates that the functional
relationship between the volume of insurance
contribution and economic growth in Nigeria is a
first order autoregressive model. This model
observed that economic growth is positively
correlated with insurance contributions.

In the context NepalGhimire(2014)argues that total
insurance premium and insurance premium has
positive and significance contribution to the
Nepalese economy. Nepalese insurance history
dates back almost six and half decade. The first
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non-life insurance company Nepal Insurance
Company was established in 1947.The organized
life insurance history started by 1972 after
establishment of Rastriya Beena Sansthan
(government owned insurance company which
does business of Life and non-life) in 1968.Among
25 insurance companies, 8 are life, 16 are non-
life, and 1 is both life and non-life insurance
companies’according to fiscal year 2013/14.

The main objective of this paper is to explore the
different role of insurance in economic
development of Nepal.The specific objective of
the study areto empirically investigate the
relationship and impact of insurance development
on economic growth, to examine whether change
in insurance premium (IP) adequately explain
change in GDP, to evaluate the relationship
between insurance returns (IR) and GDP, and to

appraise how the claim payment by the insurance
firm stimulate economic growth.

II.  Methodological aspects
The study is based on the secondary data which
were gathered for 18 insurance companies in Nepal
from 2008/09 to 2014/15 leading to a total of 103
observations. The main source of data includes
Nepal Stock Exchange, Insurance Board of Nepal
and annual reports of selected Nepalese insurance
companies.The data were collected on GDP, claim
payment, insurance premium, insurance paid up
capital, insurance investment, and insurance
returns.

The list of sample companies for the study along
with the study period and number of observations
are presented in Table 1.
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Model
The model estimated in this study assumes that
the Gross Domestic Product (GDP) is dependent
variable and Insurance Premium, Insurance
Return, Claim payment, Insurance Paid up Capital
and Insurance Investment are defined as
independent variable.

Therefore, following model is taken for analysis:

ln(GDP)=â0+ â1 ln(IP) +â2 ln(IR) +â3 ln(CP) +
â4 ln(PC) + â5 ln(II) + e............... (i)

Where,

ln(GDP) =  ln of Gross Domestic Product

ln(IP) =  ln of  insurance premium

ln(CP) =  ln of  claim payment

ln(PC) =  ln of  insurance paid up capital

ln(II) =  ln of  insurance investment

Gross Domestic Product
Gross Domestic Product is conceptualized the sum
of money value of all final goods and services
produced within the domestic territory of a country
during a year. GDP is commonly used as an
indicator of the economic health of a country, as
well as a gauge of a country’s standard of living.
The GDP (current price) is taken for the study.

Insurance premium
Insurance premium is the rate or price paid by the
insured for variousInsurance policy
purchased.Gabriel(2015) found that total insurance
premium has positive and significance contribution
to the development and growth of the
economy.Also,Ghimire(2014) arguethat total
insurance premium has positive and significance
contribution to the Nepalese economy.

H1: The insurance premium is positively related
with gross domestic product.

Claim payment
Total claim payment is a payment from the
insurance company to theinsured for cover losses
in other to restore the insured to the financial
position (Torbira, 2013).Gabriel(2015)found that
total claim payment has positive and significance

contribution to the development and growth of the
economy. Victor(2013) found that total insurance
claim payment has positive and significance
contribution to the development and growth of the
economy.

H2: The insurance investment is positively related
with gross domestic product.

Insurance paid of capital
Paid-up capital is the amount of money a company
has received from shareholders in exchange for
shares of stock. Paid-up capital is only created
when a company sells its shares on the primary
market directly to investors. Paid-up capital, also
called paid-in capital or contributed capital, is
comprised of two funding sources: the par value
of stock and additional paid-in
capital.Victor(2013) found that total insurance paid
of capital has positive and significance
contribution to the development and growth of the
economy.

H3: The insurance paid up capital is positively
related with gross domestic product.

Insurance investment
Insurance investment is conceptualized as the
economic activitiesdesign to increase, improve,
and maintain the productive quality of the
existingstock of the capital in an
economy.Gabriel(2015)argues that total insurance
investment has positive and significance
contribution to the development and growth of the
economy.Also,Ghimire(2014) argue that total
insurance investment has positive and significance
contribution to the Nepalese economy.

H4: The insurance investment is positively related
with gross domestic product.

Insurance Returns
Insurance returns here are expressed in term of
profit. Gabriel(2015), argue that total insurance
return has positive and significance contribution
to the development and growth of the
economy.Victor(2013) found that total insurance
return has positive and significance contribution
to the development and growth of the economy.
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H5: The insurance return is positively related with
gross domestic product.

I. Data analysis and presentation
Descriptive statistics
Table 1 presents the descriptive statistics of
selected dependent and independent variables
during the fiscal year 2001/02 to 2013/14.

Table 2: Descriptive statistics
(Table 2 presents the descriptive statistics of
selected dependent and independent variables
during the period 2008/09to 2014/15.Dependent

variables is GDP ( Gross domestic product is
define as ln of gross domestic product) and
independent variables are  IP (Insurance premium
is defined as ln of insurance premium collected
by insurance companies ), IR ( insurance return
define as ln of insurance profit of insurance
companies ), CP (claim payment is define as ln of
claim payment of insurance companies), PC (paid
up capital is define as ln of paid up capital of
insurance companies) and  II ( insurance
investment is define as ln of investment of
insurance companies).

Table 2 shows that the ln of insurance premium
ranges from minimum of 15.37 to a maximum of
25.02, leading to an average of ln insurance
premium to be 20.2909 with standard deviation
of 1.191. The ln insurance return ranges from
minimum of0.00* to a maximum of 20.25, leading
to an average of ln insurance return to be 15.90
with standard deviation of 5.751. Similarly, ln
claim payment ranges from minimum of 12.32 to
a maximum of 20.52, leading to an average of ln
insurance claim to be 17.869 with standard
deviation of 1.830.The ln paid up capital ranges
from minimum of 18.42to maximum of 20.80,
leading to an average of total paid up capital to be
19.215 with standard deviation of 0.612. The ln
insurance investment ranges from minimum of
17.49 to a maximum of 23.61, leading to an
average of ln insurance premium to be 20.507 with
standard deviation of 1.336.

Correlation analysis
Having indicated the descriptive statistics, the
Pearson correlation coefficients are computed and
the results are presented in Table3.

Table3: Pearson correlation matrix

(The results are based on pooled cross-sectional
data of 18 insurance companies with 103
observations during the period 2008/09 to 2014/
15 by using Pearson correlation. Where,
dependent variables is GDP ( Gross domestic
product is define as ln of gross domestic product)
and independent variables are  IP (Insurance
premium  is defined as ln of  insurance premium
collected by insurance companies ), IR ( insurance
return define as ln of insurance profit of insurance
companies ), CP (claim payment is define as ln of
claim payment of insurance companies), PC (paid
up capital is define as ln of paid up capital of
insurance companies) and  II ( insurance
investment is define as ln of investment of
insurance companies).
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The results show that insurance premium is
positively correlated to gross domestic product. It
shows that increase in insurance premium leads
to increase in gross domestic product. Likewise,
insurance return is also positively correlated to
gross domestic product; it indicates that increase
in insurance return leads to increase in gross
domestic product. Similarly, claim payment,
insurance paid up capital and insurance investment
is positively related to gross domestic product
(GDP); it shows that insurance companies have
great contribution in Nepalese economy.

Regression analysis
The estimated regression result of firm’s corporate
governance variables on non-performing loan is
presented in Table 4

Table 4: Regression of independent variables
on gross domestic product

(The results are based on pooled cross-sectional
data of 18 insurance companies with 103
observations during the period 2008/09 to 2014/
15 by using linear regression model This model is
ln(GDP)=â0+ â1 ln(IP) +â2 ln(IR) +â3 ln(CP) +
â4 ln(PC) + â5 ln(II) + e.......... (i). Where,
dependent variables is GDP ( Gross domestic
product is define as ln of gross domestic product)
and independent variables are  IP (Insurance
premium  is defined as ln of  insurance premium
collected by insurance companies ), IR ( insurance
return define as ln of insurance profit of insurance
companies ), CP (claim payment is define as ln of
claim payment of insurance companies), PC (paid
up capital is define as ln of paid up capital of
insurance companies) and  II ( insurance
investment is define as ln of investment of
insurance companies).
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The regression result shows that the beta
coefficients are positive and significance at 1
percent level of significance for insurance return.
It indicates that an increase in insurance return of
insurance companies leads to increase in gross
domestic product. This finding is consistent with
the finding with Gabriel (2015). Result also shows
that insuranceclaim payment has positive and
significance impact on gross domestic product at
1 percent level of significance. It reveals that
increase in insurance claim payment leads to
increase in gross domestic product. This finding
is similar to the findings of Ghimire (2014), Victor
(2013) and Gabriel (2015). Similarly, beta
coefficient is positive and significant at 1 percent
level for insurance investment. It states that higher
the insurance investment higher would be gross
domestic product (GDP).This finding is similar to
the findings of Ghimire (2014), Victor (2013) and
Gabriel (2015).

Summary and conclusion
This study is aimed at empirically investigating
the impact of insurance sector development on the
growth of the Nepalese economic and especially
how the services rendered by the insurance sector
have contributed to the Gross Domestic
Product(GDP).The main objective of this paper is
to explore the different role of insurance in
economic development of Nepal.

In this study is based on the secondary data of
Nepalese insurance companies listed in NEPSE
for the period of 2008/09 to 2014/15 with 103
observations. These data were tested to determine
to the impact of insurance sector development on
the Nepalese economy.

The result of the findings reveals thatinsurance
investment,insurance return, claim payment, and
total paid up capital has contributed positively and
significantly to the development and growth of the
Nepalese economy. This implies that an increase
in the activities (i.e insurance investment,
insurance return, claim payment, and paid up
capital) of insurance companies’ will trigger
Nepalese economic growth. On the other hand,
insurance premium has positive and insignificant

impact on the development and growth of the
Nepalese economy. The beta coefficients are
significant only for claim payment, insurance paid
up capital, insurance investment, and insurance
return at 1 percent level significance.
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ABSTRACT

Oman is one of the fast developing and high income country. But due to over dependence on oil and gas
and associated vulnerability to volatile global energy markets remain key risks. Financial sector is the
major contributor for the exchequer of Oman and Insurance sectors contribution is significant and
remarkable.Insurance sector is in the nascent stage and specifically motor insurance is developing at a
pace.The sector features 22 insurance companies (including 11 foreign insurers). Multiple players are
operating insurance business in Oman which includes national and foreign players. The researcher felt
the need to study the motor insurance and its contribution with reference to different players and also to
know the growth and progress of Takaful insurance in Oman.For the purpose of study both primary and
secondary data collected. Secondary data had been collected from journals, newspapers, websites,
textbooks and other sources. Primary data has been collected through a structured undisguised
questionnaire by selecting a sample from Nizwa city consisting of 100 respondents by considering various
demographic variables like age occupation and education etc and the result showed that most of them
preferred to purchase comprehensive policy for motor insurance. 37% of respondents purchasing from
Dhofar insurance company which is the leading company in Oman that offers good service and economical
price.The study has been conducted duringFebruary and March 2017.

Key words: Takaful Insurance,Insurance Company, Claim, Premium, Market share.

Introduction
Oman’s rather modest insurance sector, like that
of many of its peer nations still offers investors
significant upside potential that the Central Bank
of Oman (CBO), also the banking regulator of the
Sultanate is keen to develop, along with the other
components of its broader capital markets. The
sector features 22 insurance companies (including
11 foreign insurers), which in 2014 had a total asset
base of $2.15 billion, marking a YoY rise of
roughly 5% according to official numbers in what
remains a relatively under-insured market. That
being said, the rather crowded arena has seen
inevitable price competition over what are
essentially similar services being offered.

Insurance penetration today is at around 1.3%,
which while comparable to GCC peers, is notably
less than the 6.5% global average. Another metric
of how far the market still has to go is its Oman’s
insurance density of less than $259.71 in contrast
to the GCC average of $366.19 and global average
of $654.46 per capita. The sector has remained
well capitalized boasting a capital-to-asset ratio
of over 30%, and today insurers retain on average
55% of premiums, while the remainder goes to
reinsurers. Official data points to a higher retention
ratio of 86% of premiums for motor insurance,
albeit with the added risk this entails. New motor
registrations recovered in 2014 topping the
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140,000 mark. This is why the CBO has been
urging insurance firms to develop more
challenging branches, notably life, to diversify
revenue sources and grow capacity to handle larger
deals.

The role of insurance sector and it importance to
the national economy is attributed to the huge
funds invested in this sector which were at the end
of 2015 about RO 503 million. Direct gross
premiums of the insurance market were RO 442
million. This report highlights the various aspects
of the insurance market in the Sultanate.
Directorate General of Insurance Supervision
Royal Decree No. 90/2004 transferred the
insurance jurisdiction and assets from the Ministry
of Commerce and Industry to the Capital Market
Authority which commenced its responsibilities
on 9 January 1999. CMA is a government entity
that enjoys juristic personality, financial and
administrative independence.  The sector grew by
11% in 2015 compared to 2014. Direct gross
insurance premiums were about RO 442 million
in 2015 according to the audited financial
statements with 12% growth in the five past years
due to the impact of various types of insurance
products. The sector has witnessed remarkable
growth in 2015 thanks to the economic growth the
Sultanate has witnessed during the past period. The
indicators reflect the increased insurance
awareness in the Omani community. The most
salient indicators that reflect development in the
performance of the insurance industry is the depth
of the insurance sector which is evident in the
contribution of the sector in the GDP of the
Sultanate.

Models of Takaful Business
The Takaful business can be managed generally
by adopting three basic concepts known as: al-
mudharabah, al-wakalah, alwaqf or a combination
of the three contracts.

Al-MudharabahModel (trustee profit-sharing) It is
a contractual agreement between the entrepreneur
(mudharib) and the capital provider (sahibul mal)
for a business venture whereby each agree on a
specific profit-sharing ratio. However, the capital

provider will bear alone the whole responsibility
of losses except that resultant from the misconduct
of the entrepreneur, his negligence or violation of
the policy conditions (Htay& Salman (2013)).
Under Takaful contract, the participants are the
capital providers and the entrepreneur is the
Takaful operator who takes care of the Islamic
insurance business based on the contributions of
the first partner. Sometimes, the ratio of profit
sharing in Takaful business may not be specified.

Al-Wakalah Model The Arabic word ‘wakalah’
refers to the delegation of a task to another or
carrying out a job on behalf of others.  The AAOIFI
Shari’ah Standard No. 23 defines wakalah as, “The
act of one party delegating the other to act on its
behalf in what can be the subject matter of
delegation”. Practically, wakalah means agency.In
Takaful context, the operator named the wakeel is
responsible to manage the funds of the participants
(their agent) and he is earning a specific fee ‘ the
ujrah’ for his services.The participants receive the
profit or losses from the management of their
Takaful fund unless defeats were not due to the
misconduct or negligence of the agent.

Al-Waqf model Islamic scholars defined Waqf as
‘detention’ which means legally ‘ the devotion or
the dedication of a possession for religious and
charitable purposes. According to Htay& Salman
(2013), this agreement gives the right to the
dedicator ‘ the Waqif’ the right to transfer the
ownership of the property to Allah (swt).For
Takaful policy under Waqf model, the operator
collects the contributions of the participants under
the Takaful fund in which a waqf account should
be established and will be relinquished later on as
a waqffund.

Mixed/ Hybrid Model This model is a combination
of al-mudharabah and al-wakalah models. Under
this contract, the Takaful operator has the role of
the entrepreneur and the agent of the
participants’whereas the latter is the principal and
capital provider simultaneously. With reference to
Htay& Salman (2013), under this model the
Takaful operator will earn an upfront agency fee
from the contributions of the participants and he
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is also allowed to share the profit on the investment
of the Takaful fund according to the conditions of
the policy.

Mechanism of Takaful Business
Takaful business can be grouped under two basic
forms: family and general takaful. Each is based
on the concepts of Mudharabah and Tabarru. Thus,
theelement of interest from the insurance policy
is disappeared and Gharar is converted into
tolerable form.

Family Takaful
Family Takaful is created as a substitute of
conventional life insurance to offer a financial
assistance to the relatives of the deceased
participant. As per Yasid& al (2012), Islamic life
insurance is based on three main principles: the
participant has to save over a specific period of
time with a specific amount. Then, he receives
returns from investment on the basis of his
contributions. In the event of his death, his heirs
will earn before the maturity of the insurance
contract. Under this form, Takaful fund is divided
into two separate Accounts namely the
Participants’ Special Account (PSA) and the
participants Account (PA). The portion installed
in the PSA is perceived as a donation for the
Takaful operator to indemnify the heirs of any
participant in case of his death prior to the policy
maturity date. The remaining portion will be
credited into the PA as a mean of investment and
savings.

General Takaful
Contradictory to family Takaful which is supposed
to be a long term insurance policy, general Takaful
is a mean of protection on a temporary basis
practically one year period. The purpose of such
business is to provide protection against the legal
responsibility of the participant toward the loss or
damage happening in material goods or causing
an unexpected death of a third party. Htay&
Salman (2013) stated that General Takaful may
offer various types of products like motor marine
engineering, aviation transport Takaful and
employer’s liability Takaful, burglary Takaful to
contract work Takaful. Under general Takaful the

contributions of the participants are utilized under
the models of Wakalah and Mudarabah.

Oman Insurance History
In Oman five foreign insurance companies started
their business in the year 1980. They are; Axa
Insurance Gulf (BSC)  New India Assurance Co.
Ltd, New Arabia Assurance Co. Ltd American Life
Insurance Co. and Iran insurance company.
National Life & General Insurance Company
SAOC, commenced operations in 1983 and was
the first Omani Life Insurance Company to be
established in Oman. Today, National Life &
General is one of the most progressive and
successful investment and insurance company in
the Sultanate.

Overview of Takaful in Oman
Takaful’ is an Arabic word which means ‘mutual
or jointresponsibility’. Accordingly, Takaful
insurance works as mutual or co- operative
insurance, whereby participants contribute – by
way of‘tabarru’ (donation) - a certain sum of
money to a common pool.Takaful Insurance: Is a
type of Islamic insurance, where members
contribute money into a pooling system in order
to guarantee each other against loss or damage.
Takaful-branded insurance is based on Sharia,
Islamic religious law, and explains how it is the
responsibility of individuals tocooperate and
protect each other.Takaful insurance’s joining the
conventional insurance activities contributed to
increase the market competition. The Takaful will
seek to avoid prohibited elements of uncertainty
by structuring its subscriber contributions as
tabarru (from the Arabic “to donate, contribute or
give away”). Under this concept, payments that
the Takaful makes on claims by a subscriber would
be considered a partial donation by the other
subscribers of the capital that they have contributed
to the Takaful.

Gross direct premiums of Takaful insurance
companies stood at RO 38.77 million with an
increase of 64% compared to RO 23.69 in 2014.
Takaful insurance represented 9% of the gross
direct premiums in 2015. General Takaful and
Family Takaful insurance represented 9% and 7%
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respectively. The data indicated the percentage of
Takaful insurance claims to the total paid claims
represent 5% in 2015. General Takaful and Family
Takaful insurance represent 5% and 4%
respectively. Percentage of Takaful to total
insurance policies, total commissions and the costs
of production, total general and administrative
expenses and total assets 4%, 8%, 15% and 9%
Consecutively. The direct premiums, paid claims,
number of issued policies by Takaful insurance
companies by type in 2015. Takaful insurance
represents not more than 9% of the total
conventional insurance. However, there is a good
rate in certain types of insurance. It is noted that
the percentage of the direct premiums in other
types of insurance is 34% and number of life
insurance policies (group) is 19%. Statistical data
indicated that retention ratio of Takaful insurance
companies in 2015 was 50% falling by 8%
compared to 2014 and the loss ratio for Takaful
insurance companies was 38% in 2015 dropping
by 4% compared to 2014. Total investments of
Takaful companies dropped by 1% to record RO
30.90 million in 2015 compared to RO 31.12
million in 2014. Takaful represented about 6% of
the total investments of insurance companies in
2015. Total returns from the investments of Takaful
companies increased by 19% to reach RO 1.05
million in 2015 compared to RO 0.88 million in
2014. The ratio of Takaful was 10% of the total
returns from the investments of insurance
companies in 2015.

The data indicated that the brokers have played a
substantial role in the premiums collection.
Premiums collected by the brokers were RO 122.8
million which represented around 28% of the total
premiums. The number of brokers at the end of
2015 was 39 brokers compared to 36 brokers at
the end of 2014. The data analysis proved two
brokerage companies have acquired 48% of the
total premiums collected by the insurance brokers.

Further, Oman’s insurance companies have posted
a 1.9 per cent growth in gross direct premium
income at OMR454.64 million in 2016, from
OMR446.18 million for the previous year. Life
insurance portfolio posted a 213.3 per cent growth

at OMR33.40 million in 2016, marking the highest
rise among different insurance segments, the
Capital Market Authority said in a report.
Likewise, health insurance posted a 12.5 per cent
growth at OMR121.41 million, over the previous
year. However, motor insurance declined to
OMR157.89 million from OMR162.83 million
during the period, while marine insurance stood
more or less same at OMR14.17 million. There
was a decline in motor sales in the country last
year. The gross premium income from property
insurance dropped to OMR43.18 million in 2016,
from OMR47.04 million in the previous year,
while engineering insurance premium was lower
at OMR20.11 million (against OMR25.46 million
in the previous year). The CMA report also noted
that the motor insurance has the biggest share in
direct premium income with a 34.73 per cent share,
followed by medical insurance. The CMA report
said that net direct premium income of insurance
firms in Oman stood higher at OMR258.26 million
in 2016, against OMR249.24 million for the
previous year. Like gross premium income, motor
and medical insurance segments showed
maximum share in this segment as well. The
Sultanate has 22 insurance firms, which include
almost 10 locally incorporated insurance
companies. Of this, four companies, including two
Islamic insurance firms, are listed on the Muscat
Securities Market (MSM). The recent investment
in infrastructure and better demand for medical
insurance are driving the growth in premium
income in Oman. Healthcare insurance is another
growth area for Omani companies, with more and
more locals going for medical cover. Medical
insurance is fast becoming top priority for local
companies in the Sultanate. The tendency of
companies to make arrangements with designated
clinics for providing healthcare facilities is
becoming a story of the past, and a group medical
coverage is now the norm, rather than the
exception.

Review of Literature
Takaful is based on the concept of mutual
contribution to help among the participants if they
face any unfortunate events. In this arrangement,
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the Takaful operators will be coordinating this
activity. Although Takaful has been formally
introduced by the Muslim scholars, it is for anyone,
regardless of the religion. It seems that Takaful
has been widely accepted by other religions since
it has been offered not only in Muslim but also
non-Muslim countries (World Takaful Report,
2012).Altuntas et al. (2011) try to provide an
answer to the question whether Takaful insurance
companies can be profit-maximizing firms. They
compare a Takaful operator with a clear business
objective and a Takaful operator which focuses
on a non-business-relatedobjective (i.e. to support
the needy) in anenvironment that makes it difficult
to generate profits: the Indonesian micro insurance
market.Thestudyshows that Takaful insurance can
indeed be successfully offered on a for-profit basis.
They conclude that growing Muslim population
in the USA represents an interesting business
opportunity for the US insurers in their home
country. Another line of research in Takaful is
efficiency studies and its applications in corporate
governance and organizational form. Kader et al.
(2010) examine the cost efficiency of non-life
Takaful insurance firms. They find that non-
executive directors and separating the Chief
Executive Officer’s and Chairman’s functions do
not improve cost efficiency. However, board size,
firm size and product specialization have positive
effect son the cost efficiency of Takafulinsurers.
Saadetal.(2006)investigateefficiency of the life
insurance industry in Malaysia. Both conventional
insurances and Takaful companies are
comparatively analyzed. Overall, Takaful National
has been found to be below average in TFP but
slightly above average for technical change
(TECch). However, in the case of efficiency and
pure efficiency change, Takaful National was
below average. Ismail et al. (2011) conduct an
efficiency analysis for the coexistence of family
Takaful and conventional insurance. They found
that Takaful has lower technical efficiency (TE)
than conventional insurance. Yakob et al. (2012)
identify factors that affect the solvency of the
insurers/Takaful operators in Malaysia. It is
determined that investment income, total benefit
paid to capital and surplus ratio, financial leverage

and liquidity are significantly related to solvency,
in which the investment income has a positive
relationship, while the other three have a negative
relationship.Islamic insurance, which is popularly
known as Takaful insurance, is gaining popularity
in Oman with the players achieving a robust
growth of 64 per cent in gross direct premium at
OMR39 million last year, which constitutes around
9 per cent of insurance industry’s OMR442 million
direct premium income and 5 per cent of total paid
claims. The success of Takaful insurance firms,
despite an economic slowdown in view of a slump
in oil prices, was mainly due to the ability of
Takaful players to gain people’s trust, ability to
offer affordable and competitive premium and
quality service. The Sultanate’s two Takaful
insurance firms – Al Madina Takaful and Takaful
Oman Insurance– are taking efforts to create
awareness among the public on the importance of
Sharia-compliance insurance schemes. According
to the CMA’s insurance review, the direct gross
premiums of the insurance industry grew by 11
per cent to OMR442 million in 2015, from
OMR396.2 million in the previous year. Also, the
average annual growth in insurance sector in the
last five years was 12 per cent, which shows the
popularity of both conventional insurance products
and Sharia-compliant Takaful insurance schemes
in the country.

Research Methodology
Present study is conducted on motor insurance
companies in Oman to know the different product
and services they are offering to customers and in
the process the researcher had contacted Takaful
insurance company in Nizwa city for collecting
information to know the difference between
Takaful and other insurance companies operating
in Oman and also contacted the respondentsin
Nizwa to know the awareness of Takaful.

Research design and sampling
The present study is exploratory in nature to
understand the motor insurance scenario in Oman.
The information gatheredfrom the respondents for
the study is from primary source with a
structuredundisguised questionnaire covering
different type of question like dichotomous,
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multiple choice and Likertsfive point scale to know
respondent views, secondary data has collected
from various books, journals, newspaper, website
etc. For the present study a sample of 100
respondentswere considered covering private
sector, government employees, business, student,
and others. Convenient sampling method is used
for collecting data from respondents.

Need for Study
Oman economy is one of the developing
economies in GCC countries and the financial
sector plays a significant role in the development
process. Insurance plays a major role in financial
sector for contributing for the development of
Sultanate of Oman. Presently there are 22 players
in the insurance sector in Oman are competing with
innovative services for customers to increase their

market share. The present study is initiated to know
the prospects of Takaful insurance in Oman in
relation to other insurance companies.

Objective of the Study.

1. To study and evaluate the performance of
Takaful insurance in Oman.

2. To understand the motor insurance awareness
among the respondents.

3. To know the satisfaction level of customers
towards motor incurrence.

Scope of the Study
The scope of the study is confined to motor
insurance in Oman. As far as geographical location
is considered it is restricted to Nizwa only and
number of respondent 100 only.

Data Analysis and Interpretation
Table no: 1Business figures of leading motor insurance companies in Oman (in OMR)

From the above table no:1  it is evident that Dhofar
Insurance is a leading insurance company with
consistent growth in terms of motor insurance from
24100541 OMR in 2012 to  24064798 OMR in
2015 followed by Al Ahalia with variations in
business figures 21241242 OMR in 2012 to
20156460 OMR in 2015. New India Assurance
being a foreign company increasing its prosperity
consistently with 62876 OMR in 2012 to
30019222 OMR  in 2016 and the last place is taken
by Takaful insurance companies in Oman.

Factor Analysis
Kaiser –Meyer-olkin and Bartletts test sampling
adequacy is 0.745(> 0.5) is acceptable for the
present study.

Awareness and satisfaction of respondents
towards the motor insurance services
Factor analysis is performed for the data obtained
from the questions asked to the respondents related
to the services of motor Insurance. Principle
component analysis method and varimax rotation
with Kaiser Normalization is done.
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The component matrix found that there are 6
factors extracted from original 21 variables. Table
no: 2 examines the total variance explained by the
factor analysis and gives an indication about the
number of useful factors. The table no: 2.has three
parts. First part titled initial Eigen values gives
the variance explained by all the possible factors.
Second part extraction sums of squared loading
gives the information for factors with Eigen values

greater than one The last part titled, rotated sum
of squares gives the information for extracted
factors after rotation. The result indicates six
factors with Eigen values greater than one
suggesting a six factor solution. The factor 1
explains 13.28 percent of variance (under varimax
rotation) out of total variance of 61.11 percent of
6 factors.

Table no :2 Total variance of respondent’s awareness and satisfaction towards motor
insurance.Total Variance Explained
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Factor-1 :Service quality

1. My Insurance company attempts my case
very fast during any problem ( Accident)

2. Claims settlement procedure in my
insurance company is simple.

3. Time bound settlement of claims are done
by my insurance company.

4. My insurance company is available online
24 X 7

5. The quality of service provided by the
Insurance Company is excellent.

Factor-2 :Level of satisfaction
1. Encountered a problems with the insurance

company with which i deal in relation to
the insurance service.

2. Staff of my insurance company are very
effective in handling customer queries.

3. I can contact any branch in Oman (my
insurance company) for solving my
problem.

4. The quality of service provided by the
Insurance Company is excellent.

5. I feel that my insurance company is the
best among all the insurance companies in
Oman.

6. I refer my insurance company to my
friends and relatives

Factor-3 :Communication
1. I frequently receive insurance awareness

program news.

2. I know all the terms and conditions of
motor insurance.

3. I am familiar with regulatory authority of
Insurance in Oman

4. I know the next authority to approach when
my problem is not settled by an Insurance
company.

Factor-4 :Benefits offered
1. I am aware of accident coverage by motor

insurance.

2. I know all the terms and conditions of
motor insurance.

3. Premium charged for my motor insurance
is less.

4. The staff provide all the information about
the insurance when taking a policy.

5. My insurance company provides me value
added services for policy taken.

Factor-5 :Insurance regulations

1. I am aware of the benefit of motor
insurance.

2. I am aware of accident coverage by motor
insurance.

3. I am aware of my responsibility towards
informing Insurance Company in the event
of accident.

4. Staff of my insurance company are very
effective in handling customer queries.

Factor-6 :Information solicited
1. I want to update my knowledge about

insurance services.

Descriptive statistics of the of the respondents’
awareness and satisfaction towards motor
insurance.

From the analysis it is revealed that most of the
respondents accepts that their insurance
company is available online 24X7 (mean =
3.23) with S.D. of 0.96, followed by premium
charged for their motor insurance is less (mean
= 3.16) with S.D. of 1.10 and Insurance
company provides them value added services
for policy taken. (Mean = 2.97) with S.D. of
0.989.

Conclusion:

Sultanate of Oman have twenty two insurance
companies twelve of them are national insurance
company and remaining are foreign insurance
companies. So there is strong competition between
those insurance companies. There is more scope
in the market for insurance companies to grow and
increase their market share. We found many
customer are disagree with premium they charge
comparing to the service offering by insurance
company to the respondents because they are not
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satisfied with that service and they expecteffective
service from insurance companies. The insurance
companies should open 24 hours in a day and 7
days in a week. They should solve customer
problems within short time to make customer
happy. Takaful insurance company should create
customized advertising to increase customer
awareness. Insurance companies should update
information every year to evaluate insurance
companies performances, measuring customer
satisfaction and comparing services offered with
level of customer satisfaction. Also in future
insurance companies should bring new strategies
with their policies to offerhassle free services to
customers.

The system has been originally developed to target
the Muslims in jurisdictions where some Muslims
do not consider conventional Insurance to be
acceptable. However the system of Takaful
insurance does not limit only to Muslim customers,
it is open to all people. Takaful insurance is a new
concept in Omani insurance market and the only
way it can realize its potential is through spirited
campaign to create awareness, this would enhance
public understanding on philosophy on which
Takaful insurance is formed and also to remove
the perception that it is only meant for Muslim
faith. The Takaful Insurance model is an alternative
to conventional system of insurance. The word
“Takaful” means Joint Guarantee and is meant to
provide pooling of risks to the individuals to face,
with the mindset of helping each other in the event
of any defined losses. In addition, Takaful
operators need to invest a substantial portion of
their resources in training their human capital
which will be vital in pushing Takaful agenda in
the insurance market. Moreover, Takaful operators
should develop and innovate products that would
serve the interest of their target market.

Future trends of Takaful insurance in Oman
With the upgradation of higher technical skills,
distribution experiences, customer orientation
and financial sound, the foreign insurers are
anticipated to further expand their presence in
Oman. There commended unified insurance
scheme for motors may generate some tuning in

insuranceratesin Oman. It may also ease the way
toward enhancing unification measures within
the insurance sector. Further, the new distribution
channels like Bancassurance and online policy
approvals are gradually becoming common.
Islamic bank sare likely to ariseasa key medium
in the marketing and sales of family Takaful
products. The Oman insurance companies have
shifted their investments toward relatively low-
risk investments while dropping the irexposure
to equities. This practice has helped them to
reduce risk and volatility in investments and
generate relatively stable returns. The Oman’s
insurance sector is also anticipated to structurally
advance going forward, consistent with
optimistic regulatory reforms and efforts by
some companies toward achieving
betteroperationalscaleandefficiency.
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ABSTRACT

The article Pricing of Life Insurance Products – An Perception Analysis tries to evaluate the differences
in the perceptions of the customers and the executives of the life insurance products in the state of
Tamilnadu regarding the buying decisions of the  policy holders. The elements involved are Price, Payment
Terms, Customer’s anticipated value, Quality and Price comparison, Differentiation, Flexibility, Clarity
and Incentives and Discounts. Statistical tools like arithmetic mean and standard deviation were used to
find out the differences in the perceptions among the respondents. This study will be a model for life
insurers to formulate a pricing strategy to persuade the purchasing behaviours of the customers.

1. Introduction
Pricing is a influential component in the life
insurance marketing strategy which hugely
influence the final sale of the product. Price is the
estimation placed upon the product by the life
insurer. The management must take decisions
regarding pricing i.e., premium, investment return,
premium level, premium mode, commission rate,
insured sum amount, life covered, pricing strategy,
under writing and price related contingencies. Cost
driver is the issue whose change causes incurring
of costs, i.e., the number of times the cost has been
incurred. Activity-based costing is a very useful
tool when competition is very stiff between life
insurance companies and various types of
products. It helps cut costs for unused resources
and finds potential resources. The insurers earn
their income all the way through: premiums, profit
/ loss on sale/ redemption of investments and
interests and dividends on premiums on these
investments.

2.  Review of related studies
In Booms and Bitner (2011) says, the human touch
is introduced to deal with the service delivery,
namely the firm’s personnel and other customers.
In services such as life insurance, the firm’s

personnel highly influence customer perceptions
of the product.

Berry (2010) opined that the firm people are part
of the product and hence product quality is
inseparable from the quality of the service
provider. After the 7P’s concept came to the
limelight, all the elements of traditional marketing
mix got a new meaning incorporating human
element for service products.

Kotler (1976)  4P’s model with the new 7P’s model
to analyse the variations developed in the elements.
The pricing element in old mix involved only three
sub elements, namely, price level, discounts/
allowances and terms of payments. But, the pricing
element in the new mix added three more sub-
elements to the existing sub-elements, namely,
customer’s own perceived value, quality/price
interaction and price differentiation. These new
variables along with the existing variables were
used as the items under policy pricing scale in this
study.

Mukherjee (2005) has opined about product
pricing in Indian life insurance sector. In the
insurance industry, with the entry of private
players, advancement of technology and speed in
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communication, communicating with the remotest
customers also became very easy. Pricing of life
insurance products plays a major role in marketing
them. In this study, he has explained extensively
the pricing methodology of insurance companies.
Low pricing attracts the customers whereas high
pricing drives them away. Therefore, competitive
pricing which takes care of the interests of both
the insurer and the insured should be implemented.

Dash & Khan (2011) tried to assess the perception
of the executives about the various life insurance
policy pricing attributes through a detailed
empirical analysis. The various elements involved
in the policy pricing are outlined as: affordability
of the price level, flexibility of terms and
conditions, worth of its value, uniqueness and
better than alternate policies, simple and clear price
structure and discounts and incentives.

3. Objectives of the study
The objectives of this study are

1. To examine the perceptions of both the  buyers
and the  sellers  with respect to the impact of
life insurance policy pricing  on the customers
buying behaviour.

2. To find out the extent of differences in their
respective perceptions.

3. To  assess the impact of their location on their
respective perceptions regarding the impact of
policy pricing on the customers final buying
decision.

4. Hypothesis of the study
The  following hypotheses were framed for the
study.

H
1
: There is no significant difference in the

perceptions of the customers and the executives
with respect to the impact of policy pricing on the
customers  buying decision.

H
2
: There is no significant difference in the

perceptions of the customers of the urban area and

the customers of the rural area regarding the impact
of  policy pricing on the customers  buying
decision.

H
3
: There is no significant difference in the

perceptions of the executives of the urban area and
the executives of the rural area about the impact
of  policy pricing on the customers buying
decision.

H
4
: There is no significant difference in the

perceptions of the customers of the urban area and
the executives of the urban area regarding the
impact of  policy pricing  on the customers  buying
decision.

H
5
: There is no significant difference in the

perceptions of the customers of the rural area and
the executives of the rural area with respect to the
impact of  policy pricing  on the customers buying
decision.

5. Methodology
The data for this study was collected from primary
sources which consisted of both the customers and
the executives involved in life insurance marketing
process. The area chosen was the state of
Tamilnadu. The period of data related to the year
2016. 810 life insurance customers and 414 life
insurance executives were interviewed in this
process. These respondents were from urban and
rural area in order to assess the impact of residing
locality on their perceptions. A well structured
interview schedule was framed with questions on
their perceptions of the various sub elements
involved in the life insurance policy pricing. For
this purpose, a seven-point scale (from 1 to 7) has
been adopted with 1 being “Very Strongly
disagree” and 5 being “Very Strongly Agree”.

For both the customers and the executives,
Cronbach’s á were found to be 0.746 and 0.663
respectively which are more than 0.6. Again, all
the items under both the scales were found to be
having a loading of more than 0.5.
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6. Results and discussion
If the perceptions of all the respondents are taken
in to consideration, the impact of life insurance
policy pricing on the customers  buying behaviour
was found to be highly positive. As per these
respondents  perceptions, the pricing strategies of
Indian life insurers positively influence the
customers decision to buy a life insurance policy.
Coming to the perceptions of the individual
categories of respondents, executives of urban area
have highest perception (positive) of the policy
pricing closely followed by the executives taken
as a whole who also have a positive opinion. But,

executives of rural area have the least perception
of its impact on the customers buying behaviour.
This study shows that both the customers and the
executives have positive perceptions regarding this
factor’s impact on customers  buying decision. But,
the executives are more positive about its impact
then the customers Hence, it can be inferred that
the sellers think more positively about the impact
of policy pricing on the buyers  purchasing
decision whereas the buyers, themselves, also
think positively about its impact on their behaviour.
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The  table No. 2 shows that, there is a difference
in the perceptions of the buyers and the sellers of
life insurance products regarding the influence of
policy pricing on the policy holders buying
behaviour. Especially, the executives of urban area
have significantly higher perceptions than the
executives working in rural area. To assess the
extent of these differences, these perceptions were
compared using t-test. The table reveals that there
is a negligible difference in the perceptions of the
customers and the executives as the significance
level (0.70) was found to be more than the given
level of 0.05. Hence, the first null hypothesis, H

1
,

was accepted. Similarly, the customers of both the
urban and rural area possess almost similar
perceptions with the significance level (0.79)
exceeding the given level of 0.05 by a huge margin.

Hence, the second null hypothesis, H
2
, was also

accepted. But, the third null hypothesis, H
3
, was

rejected as the level of significance (0.03*) was
found to be less than 0.05.

Again, customers and executives of urban area had
differences in their perceptions, though not so
significant as the significance level (0.13) is more
than 0.05. Hence, the fourth null hypothesis, H

4
,

was accepted. Similarly, the last hypothesis, H
5
,

was also accepted as the significance level was
more than the given level. Though the various
categories of respondents had differences in their
perceptions, the difference was not so huge to
affect the results except between executives of
urban area and executives of rural area.

This is a general assumption that the sellers have
a more positive perception regarding the product
compared to the same of the customers. Though
both of them have positive perception about the
impact of policy pricing on the customers’ buying
behaviour, the executives have an edge over the
customers. Generally the executives were more
educated than the average customers. The
education level along with awareness and
understanding of the marketing process made the
executives perceptions more positive than the
customers. Further, the sellers operating in the
urban area within the data collection zone differed

significantly from their colleagues working in rural
belts. This difference can be attributed to better
education and awareness among the urban
executives. The same is not true in case of the
customers. Both the urban and rural customers
have a similar perception. Though the urban
customers were more developed than the rural
customers, they had no differences in their
perceptions.

7. Conclusion and Suggestions
From the above analysis, the price level should be
well within the affordability level of the customer.
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Flexibility and convenience of terms of payment
must be followed as per the requirements of the
potential customer. The insurers must ensure that
the price of the policy should not exceed its worth
as anticipated by the buyer. Again, a transparent
comparison with the price levels of similar policies
provided by the rival companies should be made
before the prospective buyers. A clear and simple
price structure should be provided by the selling
companies to the customer that can be understood
easily by a lay man. The promotional measures
like discounts and incentives should be included
in the pricing structure in order to attract buyers.
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ABSTRACT

Insurance provides financial protection against a loss arising out of happening of an uncertain event a
person can avail this protection by paying premium to an insurance company. A great advantage of
insurance is that it spreads the risk of a few people over a large group of people exposed to risk to
similar type. A Health Insurance Policy would normally cover expenses reasonably and necessarily
incurred under the following heads in respect of each insured person subject to overall ceiling of sum
insured for all claims during one policy period. Third Party Administrator (TPA) will arrange direct
payment to the Hospital. Expenses beyond sub limits prescribed by the policy or items not covered under
the policy have to be settled by the insured direct to the Hospital. The insured can take treatment in a
non-listed hospital in which case he has to pay the bills first and then seek reimbursement from Insurance
Co. There will be no cashless facility applicable here.

Insurance sector in India is small but growing at a very fast pace. Health problem and medical expenses
are increasing day by day. Health insurance is used as a tool for giving coverage for meeting such
expenses. Hence an attempt is made to study “

“A study on awareness and perception towards health insurance policies with respect to working
women”
Introduction
Insurance provides financial protection against a
loss arising out of happening of an uncertain event
a person can avail this protection by paying
premium to an insurance company. A pool is
created through contributions made by persons
seeking to protect themselves from common risk.
Premium is collected by insurance

Companies which also act as a trustee to the pool.
Any loss to the insured in case happening of an
uncertain event is paid out of this pool. Insurance
works on the basis principle of risk-sharing .A
great advantage of insurance is that it spreads the
risk of a few people over a large group of people
exposed to risk to similar type.

Health insurance
Health insurance in India is growing segment of
India’s economy. In 2011, 3.9% of India’s gross
domestic product was spent in the Health sector.
According to the world Health organisation
(WHO), this is among the lowest of the BRICS
(Brazil, Russia, India, China, South Africa)
economies. Policies are available that offer both
individual and family cover. Out of this 3.9%,
Health insurance accounts for 5-10% of
expenditure, employers account for around 9%
while personal expenditure amounts to an
astounding 82%.For the finical year 2014-2015
Health insurance premium was Rs 20,440 cores.
For the finical year 2016-2017 Health insurance
premium was Rs 5188.63 cores.
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Health Insurance The term ‘Health Insurance’
relates to a type of insurance that essentially covers
your medical expenses. A health insurance policy
like other policies is a contract between an insurer
and an individual / group in which the insurer
agrees to provide specified health insurance cover
at a particular “premium” subject to terms and
conditions specified in the policy.

A Health Insurance Policy would normally cover
expenses reasonably and necessarily incurred
under the following heads in respect of each
insured person subject to overall ceiling of sum
insured for all claims during one policy period.

a) Room, Boarding expenses , b) Nursing expenses
, c) Fees of surgeon, anaesthetist, physician,
consultants, specialists , d) Anaesthesia, blood,
oxygen, operation theatre charges, surgical
appliances, medicines, drugs, diagnostic materials,
X-ray, Dialysis, chemotherapy, Radio therapy, cost
of pace maker, Artificial limbs, cost or organs and
similar expenses.

• Cost of Health Check-up:  Health policies may
also contain a provision for reimbursement of cost
of health check-up. Minimum period of stay in
Hospital In order to become eligible to make a
claim under the policy, minimum stay in the
Hospital is necessary for a certain number of hours.
Usually this is 24 hours. This time limit may not
apply for treatment of accidental injuries and for
certain specified treatments. Read the policy
provision to understand the details.

• Pre and post hospitalization expenses:
Expenses incurred during a certain number of days
prior to hospitalization and post hospitalization
expenses for a specified period from the date of
discharge may be considered as part of the claim
provided the expenses relate to the disease /
sickness. Cashless Facility Insurance companies
have tie-up arrangements with a network of
hospitals in the country.

If the policyholders take treatment in any of the
network hospitals, there is no need for the insured
person to pay hospital bills. The Insurance
Company, through its Third Party Administrator

(TPA) will arrange direct payment to the Hospital.
Expenses beyond sub limits prescribed by the
policy or items not covered under the policy have
to be settled by the insured direct to the Hospital.
The insured can take treatment in a non-listed
hospital in which case he has to pay the bills first
and then seek reimbursement from Insurance Co.
There will be no cashless facility applicable here.

• Additional Benefits and other standalone
policies: Insurance companies offer various other
benefits as “Add-ons” or riders. There are also
stand alone policies that are designed to give
benefits like “Hospital Cash”, “Critical Illness
Benefits”, “Surgical Expense Benefits” etc. These
policies can either be taken separately or in
addition to the hospitalization policy. A few
companies have come out with products in the
nature of Top Up policies to meet the actual
expenses over and above the limit available in the
basic health policy.

• Exclusions The following are generally excluded
under health policies:

a) All pre- existing diseases ,  b) Under first year
policy, any claim during the first 30 days from date
of cover, for sickness / disease. This is not
applicable for accidental injury claims.  c) During
first year of cover – cataract, Benign prostatic
hypertrophy, Hysterectomy for Menorrhagia or
Fibromyoma, Hernia, Hydromel, Congenital
Internal diseases, Fistula in anus, piles, sinusitis
and related disorders.

d) Circumcision unless for treatment of a disease
, e) Cost of specs, contact lenses, hearing aids , f)
Dental treatment / surgery unless requiring
hospitalization

g) Convalescence, general debility, congenital
external defects, V.D., intentional self-injury, use
of intoxicating drugs / alcohol, AIDS, Expenses
for Diagnosis, X-ray or lab tests not consistent with
the disease requiring hospitalization.

h) Treatment relating to pregnancy or child birth
including caesarean section 6
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Health insurance policies are available from a sum
insured of Rs 5000 in micro-insurance policies to
even a sum insured of Rs 50 lakhs or more in
certain critical illness plans. Most insurers offer
policies between 1 lakh to 5 lakh sum insured. As
the room rents and other expenses payable by
insurers are increasingly being linked to the sum
insured opted   because it may not be easy to
increase the sum insured after a claim occurs

non-life insurance companies offer health
insurance policies for a duration of one year, there
are policies that are issued for two, three, four and
five years duration also. Life insurance companies
have plans which could extend even longer in the
duration. A Hospitalization policy covers, fully or
partly, the actual cost of the treatment for hospital
admissions during the policy period. This is a 6 7
wider form of coverage applicable for various
hospitalization expenses, including expenses
before and after hospitalization for some specified
period.  Such policies may be available on
individual sum insured basis, or on a family floater
basis where the sum insured is shared across the
family members. Another type of product, the
Hospital Daily Cash Benefit policy, provides a
fixed daily sum insured for each day of
hospitalization.

There may also be coverage for a higher daily
benefit in case of ICU admissions or for specified
illnesses or injuries. A Critical Illness benefit
policy provides a fixed lump sum amount to the
insured in case of diagnosis of a specified illness
or on undergoing a specified procedure. This
amount is helpful in mitigating various direct and
indirect financial consequences of a critical illness.
There are also other types of products, which offer
lump sum payment on undergoing a specified
surgery (Surgical Cash Benefit), and others
catering to the needs of specified target audience
like senior citizens.

Literature on Health Insurance
Health insurance is a mechanism by which a
person protects himself from financial loss caused
due to accident and or disability. Though disability
is not fixed, precise and immutable state affected

as it is by numerous influences, both objective and
subjective, its significance to society is that
condition of ill health arising from disease or injury
that prevents the individual from pursuing his
normal routine of living. The universality of the
hazard of disability is everywhere recognized; just
as ¯uncertainty is one of the fundamental facts of
life  (Knight 1921). It is may be because of this
reason why the earlier society looked into health
insurance as a mechanism to reduce the uncertainty
attached to disability.

The life and the earning ability of the breadwinner
is the biggest asset of the average family. Viewing
the home and the family as man‘s primary
business, without insurance against loss or
impairment of that life value, the family is
vulnerable to, what is often, a catastrophic blow.
The two hazards to which every income producer
is subject are premature natural death and
economic death due to disability (Faulkner 1960).

The spending on healthcare also remains much
skewed. In the U.S., the top 1 percent of medical
care users consume an average of nearly $50,000,
each, in a year (in 1987 dollars), and account for
30 percent of medical spending. The top ten
percent of users account for nearly three quarters
of total medical spending (Berk and Monheit
2001). Therefore, in such a situation, health
insurance is one important method which helps
significantly to spread the risk.

The spending on healthcare also remains much
skewed. In the U.S., the top 1 percent of medical
care users consume an average of nearly $50,000,
each, in a year (in 1987 dollars), and account for
30 percent of medical spending. The top ten
percent of users account for nearly three quarters
of total medical spending (Berk and Monheit
2001). Therefore, in such a situation, health
insurance is one important method which helps
significantly to spread the risk.

Health Insurance choice essential decision -
whether or not to purchase private health insurance
(Barrett and Conlon 2003). Binary discrete choice
models using either legit or probit has been used
to analyze determinants of this type of purchase
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decision. Cameron and Trivedi (1991) specified a
conditional expected utility function that is
associated with alternative health care regimes.
The consumer chooses the regime that maximises
expected utility The utility gains, expected from
the purchase of private insurance are related to the
expected medical need of the people in the first
instance. Some individuals face greater risk
vulnerability than others due to their age, pre-
existing health status, job profile and marital status.

The perception of individuals towards the risk is
also an important factor. A consumer‘s knowledge
of being at risk by being a member of a particular
group of people with high-risk characteristics (e.g.,
those who know they have high cholesterol) likely
to influence their insurance decision. Hopkins and
Kidd (1996) and Butler (1999) found that smokers
are less likely to purchase insurance. Smoking
behavior is viewed in these studies as a proxy for
risk-aversion. Of the other possible determinants
of the decision to purchase insurance, an obvious
factor is price. However few studies have
attempted to estimate price elasticity of demand.
This is because of lack of price information and
also because of limited variation in price in highly
regulated health insurance market. To overcome
this problem Butler (1999) constructed effective
prices‘ from information on insurance fund
premium revenue (averaged over policies sold) and
the expected benefits paid out by age category

The studies in Indian context on health insurance
are scanty. Several recent papers and reports have
critically reviewed the Indian health delivery and
financing system (Bhat and Mavalankar 2000,
Berman and Khan 1993, World Bank 1995,
Planning Commission 1996, etc). These studies
have documented issues and challenges the system
faces in terms of 24 accessibility, efficiency and
quality of the health care delivery

Conceptual back round of the study
Insurance sector in India is small but growing at a
very fast pace. Health problem and medical
expenses are increasing day by day. Health
insurance is used as a tool for giving coverage for
meeting such expenses. The insurance companies
in general, have experienced significant growth

during last decade in India. It offers many facility,
reimbursement at the end of the hospital stay, tax
benefit etc.

Through these facilities many people can be
benefited. Making Health insurance mandatory
awareness will increase. Hence an attempt is made
to study “A study on awareness and perception
towards health insurance policies with respect
to working women”

Objectives of the study
· To know the policy holders awareness on

health insurance policy.

· To understand the perception of health
insurance policy holder.

· To study the reasons for taking health
insurance policy.

· To know how to increase health
insurance awareness.

· To know the claim settlement process in
health insurance.

Hypotheses
H01: There is no association between age of the
respondents and having Health insurance policy.

H02: There is no association between education of
the respondents and having Health insurance
policy.

H03: There is no association between occupation
of the respondents and having Health insurance
policy.

H04: There is no association between annual income
of the respondents and having health insurance
policy.

Scope of the study
The main purpose is to know about the awareness
and perception towards health insurance policies
with respect to working women in karaikal district.

Limitations of the study
· The study is restricted to karaikal,

Pondicherry (UT).

· Sample size is less; it does not represent
the universe.

· The conclusion drawn may be biased.
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RESEARCH DESIGN
Descriptive research design has been adopted for
this study. Because the objective is to find
awareness and perception towards Health
insurance policies with respect to working women

SAMPLING METHODOLOGY
Population: Working women Health insurance
policy holders in karaikal

Sample frame: The research has been conducted
under the Star Allied Health insurance, branch
office, karaikal. The survey has been conducted
among working women Health insurance policy
holders.

Sample unit: Health insurance policy holders of
different Health insurance companies and also who
have taken under star Allied Health insurance
company,, karaikal.

Sample Technique: The sample techniques used
for the research is convenience sampling method

Sample size and the area of the study
For the purpose of the study the sample size has
taken 100. And the area of the study is karaikal

DATA COLLECTION
In order to understand the perception and
awareness towards Health insurance policies with
respect to working women, the respondents have
been selected through the primary data source and
secondary data

The primary data have been collected from the
working women in karaikal through a structured
questionnaire by face to face interview and
secondary data is collected from the company,
published and non published literature and III
books

DATA ANALYSIS TECHNIQUES:
For analysis of the study simple percentage and
chi-square test techniques have been used.

Data Analysis:

After collected the data is analysed by using SPSS
package version 22.00

From the below table 1 It is observed that the age
of the respondents. Between 25-34 Years are 38%,
between 35-44 are 31%, between 45-54 Years are
13% and Les than 25 years and above year’s age
of the respondents are 9%.
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Findings of the study

� Majority of the respondents having health
insurance are between the ages of the group
of 35-44 years.

� 65% Married respondents are taken Health
insurance policies.

� Majority of the Health insurance
respondents are graduates.

� Most of the policy holders are private
employees.

� In the total sample 33% of the respondents
having insurance policy, these respondent
groups having annual income of  above¹
2,00,000.

� Majority of the respondents don’t have
Health insurance policies. Because they
don’t have awareness.

� Most of the respondents prefer to purchase
having Health insurance policies of
respondents they preferred only public
insurance company.

�  Mostly public insurance companies (LIC,
National) handling the Health insurance.

� Public insurance companies creating more
awareness than private insurance
companies.

� Majority of the respondents have taken
family floater health insurance. It is
observed that respondents choosing family
health insurance compare to individual
Health insurance and Group Health
insurance.

� Majority respondents preferring Health
insurance policy for Risk coverage against
future illness, old age etc.

� 23% of the respondents want to renew of
the service of the Health insurance policy
100percent.

� Majority of the respondents willing to pay
more premiums on Additional health care
benefits.

� Majority of the respondents opinions that
Health insurance awareness can be
increased through news papers

� Major problem in respondents for not
taking police due to less salary/non
availability of fund and Difficult in availing
services in hospitals.

� 31% of the respondents will prefer to
purchase Health insurance policies in
public insurance company. It is observed
that respondent more interest to take
policies from public sector.

� Majority of the Respondents willing to pay
premium on Yearly basis.

SUGGESTIONS
� The insurance company has to consternate

on above age of 50 Years. Because at this
age mostly people require health care.

� Health insurance companies make
understand about Health insurance to
metric and higher secondary education
respondents.

� Insurance companies provide plans for less
premium for who are earning annual
income less than ¹ 50,000.

� A private company has to increase more
awareness regarding Health care insurance
as well as Benefits of the Health insurance
policy.

� Provide more Health insurance plans for
individual respondents so that employees
will prefer.

� There should be uniformity in all coverage
of the all kind of future risks.

� Health insurance companies should spread
awareness through company advertisement
and internet.

� Insurance linked hospitals should available
at particular places.
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CONCLUSION:
Now a day, people in the society  are becoming
very busy not taking any care of their health
because of their busy scheduled life , tension work
load in the office resulting in hypertension BP  ,
diabetic , Backache ,arthritis etc. The cost of the
treatment for the operations or surgeries will be
very high. To overcome the uncertainty of the
health illness costs, it is necessary to have health
insurance and the policies holder should have
awareness about the health insurance schemes.
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ABSTRACT:

The rising demand for branded products and increase in purchasing power has lured these retailing
companies to enter the Indian market with huge expectations. Significant number of retail stores has
already captured the major parts of the metro cities. Big Bazaar is one of the major players and catering
to the needs of urban population. In order to know whether the customer has met those expectations or
not is the pertinent issue to be explored. In this paper an attempt has been made to analyze the customer
satisfaction towards Retailing as a case study of Big Bazaar in Hyderabad city.  A sample of 300 customers
was included based on convenient sampling method. It is concluded that Big Bazaar giving the best

services to the customers when compared to its competitors in the study area.

Key words: Retailing, growing market, customer expectations, customer satisfaction

INTRODUCTION
The Internet revolution is making the Indian
consumer more accessible to the growing
influences of domestic and foreign retail chains.
Reach of satellite T.V. channels is helping in
creating awareness about global products for local
markets. About 47% of India’s population is under
the age of 25; and this will increase to 65% by
2020. This young population, which is Technology
– say, watch more than 50 T satellite channels,
and display the highest propensity to spend, will
immensely contribute to the growth of retail sector
in the country. Further, availability of quality real
estate and mall management practices. Retail is
clearly the sector that is poised to show the highest
growth in the next five years. The sector is set for
a huge demand, as both the present players and
new entrants are gearing up to explore the market.
This sector contributes 10% of India’s GDP and
the current growth rate is 8.5%.

The present size of the organized retailing sector
is approximately 3% and is expected to grow to
35 – 40% by the year 2020. There are about 500
new malls, 2500 supermarkets and 625

departmental stores currently under construction.
Many players are coming up with huge
investments, due to which the present 12 million
mom and – pop shops and kirana stores fear losing
their business. Most predictions say that the sector
might reach to US$ 700 – 900 billion by the year
2020. Global retail giants such as Wal – Mart,
Tesco, Germany’s Metro AG and many others are
ready to enter the retail markets. The rising demand
of branded products and increase in purchasing
power has lured these retailing companies to enter
the Indian market with huge expectations (Malik,
Manju (2011).

LITERATURE REVIEW
Manju Malik (2012) in his study it was to
determine the perception of service quality of
organized retail stores and their satisfaction among
500 respondents from organized retail outlets in
Haryana, and across these dimensions: Product
aspects, Price aspect, Physical aspect, Promotional
schemes, and Personnel Interaction and After Sales
Services. The study also investigated differences
between the dimensions of service quality of
organized retail stores and demographic variables:
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age, gender and annul income, and the relationship
between service quality of retail stores and the
customer satisfaction as dependent variables.
Dineshkumar & Vikkraman (2012) Customer
satisfaction is widely recognized as a key pressure
in the formation of consumers’ future purchase
intentions. Satisfied customers are also likely to
tell others of their favorable experiences and thus
engage in positive word of mouth advertising. This
study aim was to investigate the customer
satisfaction towards organized retail outlets in
Erode city of Tamil Nadu. Kour and Bedia (2012)
analyze the customer satisfaction in shopping
malls with respect to product, price, place and
promotion in Indore city and to study the variations
in customer satisfaction due to different
demographic variables.

Sameera (2015) says Customer satisfaction has
been recognized as the key pressure in the
formation consumer’s future purchase intensions.
Lakshmi Narayana, Ajata Shathru Samal and
Nagaraja Rao (2012) present the concept of retail
is primitive in Indian context. We had Grocery
stores, medical stores and lot many other stores
working surprisingly well all over the country.
Recently people are getting idea of the traditional
stores going to be vanished. But just to remind us,
we should never forget how deep rooted is this
old concept. The very modern organized stores
have taken the idea of retailing nowhere else then
from these old shops. Kameshwar Mishra, Abhinav
Kumar Shandilya (2013) customers use to
purchase their daily needs in small quantities from
the retailers whenever required and the retailer
keeps a stock on behalf of consumers to meet the
demand. With the change in demography and
preference, the expectations of customers are
changing and it is a continuous process. The
purchase experience of the customers not only
evaluate any outlet on the basis of goods available
but the evaluation is based on a mix of goods
available, comfort of purchasing, the quality of
time spend in the outlet and many more. The
increasing demand of organized retailing in urban
areas with continuous changing customer
expectation.

LEADING INDIAN RETAILERS
Bata India Ltd., Best Price, Big Bazaar, Crossword,
Ebony Retail Holdings Ltd., Food Bazaar, Glob
us Stores Pt. Ltd., Liberty shoes Ltd., Music World
Entertainment Ltd., Pantaloon Retail India Ltd.,
Shoppers Stop, Subhiksha, Titan Industries, Trent
and the new entrants penetrating the market soon
will include Reliance Retail Ltd., Wal – Mart
Stores etc.,

NEED FOR THE STUDY
India’s GDP stands at the trillion dollar mark, and
with a sustained growth rate of over 8 per cent, it
is confidently poised to be the leading centre of
global economy by 2020. GDP of

India is expected to be around US$ 1.1 trillion by
2010 and would reach a staggering US$ 37 trillion
by 2050 which would make it the third largest
economy in the world. This would mean that
India’s GDP will increase close to US$ 1 trillion
on an average year-on-year over the next 40 years.
This fast GDP growth is driving towards Indian
consumerism. Indian consumers today are more
confident and willing to splurge owing to increased
income levels. India’s consumer market will be
the world’s fifth largest (from twelfth) by 2025
and India’s middle class will swell by over ten
times from its current size of 50 million to 583
million people by 2025. The high sustained growth
of Indian economy over the past 5 years has been
a boon to the retail sector. The sector is on a high
growth trajectory and is expected to grow by more
than 27 per cent over the next 5 years (Ratna
Manikyam, 2012).

OBJECTIVES OF THE STUDY

1. To know the kind of retail services
expected by customers to feel satisfaction;

2. To determine the services and the store
environment at Big Bazaar;

3. To study which company is giving better
service and satisfaction; and

4. To analyze the customers perception
towards Big Bazaar services in Hyderabad
city.
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HYPOTHESES
· There is no significance difference

between the service expected and by
customer satisfaction.

· There is no significance difference
between the Big Bazaar service and
shopping environment.

· There is no significance difference
between services levels and levels of
satisfaction.

· There is no significance difference
between customer’s feeling and the
services provided by the Big Bazaar.

RESEARCH METHODOLOGY
Both primary and secondary sources of data have
been used (to measure the customer satisfaction
towards Big Bazaar services in Hyderabad) in this
study. However, focus was given to primary data
through a structured questionnaire.  Due to time
and resource constraint, the sample size is taken
as 300 respondents which include 100 each from
3 Big Bazaar retail stores located in Ameerpet,
Kukatpalli and LB Nagar in Hyderabad city.
Primary data was collected by using convenience
sampling method. For analyzing the collected data,
statistical tools such as mean, ANOVA (both one-

way and Two- way) has been used to validate the
results. The details of the formulae and related
description have been given in the analysis part.
The survey is conducted during June-July, 2016,
keeping in view of monsoon offers.

RESULTS AND DISCUSSION
In order to measure the customer satisfaction
towards the services of Big Bazaar in Hyderabad,
here an attempt has been made to analyze the
frequency of visiting the store, purpose of visit
and product and service expectations from the
service provider were included in the study.
Further, reasons for choosing the Big Bazaar,
factors determining customer satisfaction, services
derived and overall satisfaction levels were among
other variables.

Frequency of visit: Table 1 presents the frequency
of customer visit to BIG Bazaar and it is found
that more than half of the customers (51%) who
have participated in the survey responded that they
visit big bazaar monthly once, similarly, 27% of
the customers responded that they visit big bazaar
weekly basis, 17% of the customers responded that
to visit big bazaar daily, and only 5% of the
customers responded that to visit big bazaar yearly
once.
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The calculated value is less than table value of F
(3, 3) at 5% L.O.S. Hence, we accept H

OR. 
There is

no significance customer’s feeling about the
service provided in Big Bazaar. Result for Column-
The calculated value is less than table value of F
(3, 3) at 5% L.O.S. Hence, we accept H

OC. 
There is

no significance customer’s feeling about the
service provided in Big Bazaar.

SUGGESTIONS
• Big Bazaar’s has to put more efforts in

creating awareness and promotional
strategies about its offers with various types
of sales promotion techniques. Further, they
should come up with many more innovative
packages, to satisfy all types of present and
potential customers.

• Every week new programs to be introduced
and for that the company should increase the
more billing counters in festival seasons to
given the better service to customers.

• Employee responsiveness towards the
customers should be enhanced further.
Customers visiting Big Bazaar seeking quick
services than existing.  The sales persons
should show hospitality to the customers.
More suggestions box should be setup at
store which helps to know the defects of the
store and also helps to get suggestions from
the customers.

• Overall Customer satisfaction level towards
services of Big Bazaar should be improved
from just satisfaction level by making
available of products at reasonable price. For
this purpose an employee training should be
given so as to meet the customer
expectations and quality improvement.

CONCLUSION
Big Bazaar as large scale retailing business, it
giving the best level services to the customers
when compared to its competitors in the study area.
The Big Bazaar giving effective services to its
customers to fulfil their satisfaction and it helps
them to buy more products. From customer point

of view Big Bazaar is trying to increase the
branches in Hyderabad.  For attracting many more
customers to its fold, multiple ranges of products
should be made available without jeopardizing the
fashions and trend. Further, it is necessary to give
special treat to its loyal customers which give
scope for long-lasting relationship i.e., customer
relationship management is a successful modern
marketing mantra.
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ABSTRACT

In India, the Insurance sector has been prevailing since 1956 whereas it is a remarkable statement that
only 20% of the Indian population has been engaged with different kinds of insurance like life, health,
motor, marine, fire etc. Among all these insurances, health insurance is compulsory for every citizen due
to the present environmental fluctuations. According to National Health Profile 2015, only 21.6 crore
people are covered under health insurance schemes which are equal to one-fifth of India’s population. In
order to overcome the gap between common man and health insurance, the Indian government has
introduced Pradhan Mantri Suraksha Bima Yojana (PMSBY) which is an accidental insurance scheme
for the weaker section who doesn’t have accidental insurance coverage. Under this scheme, people who
come to the age of 18-70 years are eligible with an active bank account. People who opted the scheme
have to pay only Rs. 12 per annum which is auto debited through bank account and if any risk occurred
the policyholder would get Rs. 200000. In such a way the scheme will assure the common man health.
The present study will be explained in detail the theoretical background of the scheme and its enrolment
position in Telangana state. The study also highlights the policy holder’s insight about the scheme to
communicate policy makers for the advancement of the scheme.

Keywords: Health Insurance, Pradhan Mantri Suraksha Bima Yojana, Central Government,     Common
man perception.

INTRODUCTION
In India, the Insurance sector has been prevailing
since 1956 whereas it is a remarkable statement
that only 20% of the Indian population has been
engaged with different kinds of insurance like life,
health, motor, marine, fire etc. Among all these
insurances, health insurance is compulsory for
every citizen due to the present environmental
fluctuations. According to National Health Profile
2015, only 21.6 crore people are covered under
health insurance schemes which are equal to one-
fifth of India’s population. In order to overcome
the gap between common man and health
insurance, the Indian government has introduced
Pradhan Mantri Suraksha Bima Yojana (PMSBY)
which is an accidental insurance scheme for the
weaker section who doesn’t have accidental

insurance coverage. It was officially launched by
Prime Minister Sri Narendra Modi on 9th May 2015
in Kolkata with the aim of assuring the health of
the ‘Aam Aadmi’ against accident and disability.
Under this scheme, people who come to the age
of 18-70 years are eligible with an active bank
account. People who opt the scheme have to pay
only Rs. 12 per annum which is auto debited
through bank account and if any risk occurred the
policyholder would get Rs. 200000. In such a way
the scheme will assure the health of common man.

REVIEW OF LITERATURE
Dr. Priti Bakhshi (2016)1:  The author concluded
that the micro insurance is must for poor people
and it is only a way to ensure overall growth in a
country and Pradhan Mantri Suraksha Bima
Yojana scheme is a step towards financial
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inclusion. The study also highlighted that 939,
65,348 people were enrolled in this scheme all over
the country by the end of March 21, 2016. Dr. P
Baby M (2016)2: The study concluded that
PMSBY, PMBJJY and APY were the social
security measures aimed at three things namely
compensation, renovation and anticipation and
social security benefits were provided in India in
two major ways namely social insurance and social
assistance. The author also suggested that
extending social security to unorganised sector,
introducing unemployment insurance, making the
workers contribute a small amount towards social
security and bringing all these social security
schemes under a common roof were steps to
improve the lots of people in a capital hungry and
labour surplus country like India. Vidyashree DV&
Pralhad Rathod (2015)3: The study concluded that
the beginning to provide social security benefit to
a large number of unorganised people is really
good, however, the implementation was not as fast
as other schemes. The authors also suggest that
the government and banks has to take more steps
in reaching the scheme poop and uncovered
population. The government and banks has to
maintain still some transparency in informing how
the money collected from this scheme will be
utilized by the government or banks.

STATEMENT OF THE PROBLEM
According to National Health Profile-2015 report,
only 21.6 crore people are covered under health
insurance schemes which are equal to one-fifth of
India’s population. Pradhan Mantri Suraksha Bima
Yojana (PMSBY) is a central government health
insurance scheme which was introduced on 9th

May 2015 with an aspiration of providing the
assurance for the life of ‘Aam Aadmi’ against the
accident and disability. In order to meet the scheme
aim, the government of India has been initiating
in all aspects such as creating awareness, educating
the people, advertising by Amitabh Bachchan etc.
Therefore there is a requirement to evaluate the
scheme performance and the insight of the
policyholders about the scheme.

OBJECTIVES OF THE STUDY
1. To study the theoretical background of the

PMSBY scheme.

2. To evaluate the number of enrolments, claims
received and claims settled under PMSBY
scheme in Telangana state.

3. To examine the association between policy
characteristics and policy holders interst.

HYPOTHESES
1. H

01
: There is no significant association

between less premium and enrolment of
policy.

2. H
02

:
 
PMSBY Policy holders are not covered

under any health insurance policy.

3. H
03

: There is no significant relation between
easy enrolment procedure and adoption of the
policy.

SCOPE OF THE STUDY
The scope of the present study is restricted to
Telangana state. It covers the enrolment and clime
settlement position of Pradhan Mantri Suraksha
Bima Yojan scheme in Telangana state. It also
extended to identify the impact of PMSBY scheme
on people along with their perception.

RESEARCH MEHODOLOGY
The study is based on both primary and secondary
data. The secondary data has collected from
Telangana state level bankers committee reports,
lead bank managers and published broachers
whereas the primary data has collected directly
from the people who enrolled with this scheme
using structured questionnaire method. The sample
size of the study is 100 respondents and ‘simple
random sampling’ technique has adopted to select
the samples.  The primary data has collected from
State Bank of India, Kollapur (Grama panchayat)
branch in Telangana state during the month of May
2017. The primary data has tested using various
statistical tools like mean, standard deviation, Chi-
square to get the results in a scientific way.
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I. PMSBY SCHEME

Pradhan Mantri Suraksha Bima Yojana (PMSBY)
an accidental insurance scheme for the weaker
section who doesn’t have accidental insurance
coverage. It was officially launched by Prime
Minister Sri Narendra Modi on 9th May 2015 in
Kolkata with the aim of assuring the health of the
‘Aam Aadmi’ against accident and disability. This
policy would be renewed every year with a single
year cover at a time.

i) Eligibility:

� Age limit- 18 to 70 years.

� Policy holder should have a saving bank
account and has to give a consent letter for
auto debit of premium.

ii) Premium and Mode of payment:

� Rs. 12 per year and this amount would be
deducted from the policy holders saving
bank account with an auto debit facility in
the month of June every year. The tenure
of the premium is June 1st to May 31st every
year.

iii) Benefits:

� It provides the death benefit up to Rs. 2
lakhs.

� In case of irrecoverable and total loss of
eyes/ legs/hands the insurance cover up to
Rs. 2 lakhs.

� In case of lost of one leg, hand, foot, eye
or sight the sum assured would be Rs.1
lakhs.

iv) Claim settlement procedure:

� Fill up the claim form and submit it along
with death certificate, FIR or Post mortem
report, discharge certificate and insurance
certificate.

� The bank shall send all the documents to
the nearest insurance office for scrutiny
purpose. After scrutiny, the insurance
company shall transfer claim amount to the
bank and the bank can deliver the claim
amount to the nominee.

II. PMSBY SCHEME IN TELANGANA
Table 1 shows the number of enrolments under
Pradhan Mantri Suraksha Bima Yojan (PMSBY)
scheme in Telangana state. As per the given data,
it is identified that the public sector banks are in
front to take the enrolments by people under
PMSBY scheme followed by RRBs in Telangana
state. It is also recognized that very low enrolments
were registered with co-operative banks. Public
and Private sector banks are increasing the policy
enrolments by every month when compared to
RRBs and Co-op. Banks.

As on 31st August 2015, total enrolled
policyholders were around 33,09,040 whereas the
same has increased to 37,97,005 as on 31st October
2015. It can also be understood that 23,22,226
policyholders enrolled with public sector banks at
the end of August 2015 whereas the same
registered as 26,64,603 at the end of October 2015.
It is an interesting to observe that no growth rate
registered in the scheme enrolment except public
and private sector banks during this two months
period.
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Table 2 narrates the district wise enrolments under
PMSBY scheme in Telangana state as on 31st

March 2016. As per the given data, it is identified
that Karimnagar district is occupied top place in
the list with 9,21,825 enrolments whereas the
Nizamabad district placed in the least with
3,00,510 enrolments.

It is observed from table 3, 81% claim settled by
PS Bank followed by 37% are RRBs, 21% on
Private Bank are 7% are Co-operative Bank.

III. ANALYSIS OF THE DATA
Table 4 shows the demographic results of the
selects respondents for the study.  It is observed
that76% of male respondents and 24% of female
respondents were covered under PMSBY scheme.
It is also identified that majority of the
policyholders under PMSBY comes in the age
group of 28-37 (56%) followed by 38-47 age group
(33%). Other details observed are mentioned
below.
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� The policy holder who comes under PMSBY
were uneducated (51%) and studied below 10th

standard.

� It is identified that 33% policy holders were
Agriculture labour, 27% hand craft, 22% daily
labours, 12% farmers and 6% private
employees.

� It is observed that PSBY policy holders income
is below Rs. 10000 pm.

� It is observed that no unmarried people were
opted PMBSY insurance scheme.

� It is understood that majority of the
policyholders were comes under the category
of OBC (52%) followed by SC (25%), ST
(13%) Minorities (6%) and General (4%).

� The study identified that majority of the policy
holders family size is up to 4 members.

Testing of Hypothesis
Table 5 shows the statistical results of the study.
The results are pertaining to identify the significant
association between select characteristics of
PMSBY and polic holders’ interest. The summary
of the results (used chi-square test through SPSS)
is highlighted below.
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ABSTRACT

Life insurance is a financial cover for a contingency linked with human life. India has a large working
population with higher disposable income than in the past and therefore a great propensity to by products
to meet their growing aspirations. To succeed in this demanding environment insurer will need to come
up with creative strategies to generate growth and adapt to domestic and global regulatory reforms. The
present study is undertaken to compare the influencing factors on policy holders buying decisions. This
study is descriptive in nature conducted with 672 LIC policy holders as sample size from Secunderabad
LIC Division of Telangana state, adopting quota sampling method, collected primary data through
questionnaire equally from rural and urban policy holders. Likerts scale was used. To analyze the data
Kruskal Wallis test have been used. The study brought out various factors influencing on buying decisions
of a policy holder, it also compares these factors across different selected demographic and socio-economic
groups of respondents.

Key words: Contingency, Propensity, strategies, descriptive, Secunderabad LIC Division, Likerts Scale,
Kruskal Wallis Test.

I. Introduction
Uncertainty of death is inherent in human life, a
family is generally dependent on the income
brought by the bread earner of the family, so long
as he lives, that family is secure but death of the
person may put the family in difficult situation,
that situation gives rise the necessity for some form
of protection against the financial arising from
death. Life insurance substitutes to overcome those
difficult situations providing financial security to
surviving family member up on the death of the
insured person.

II. Significance of the study

After insurance law (amendment) bill 2015 passed
by parliament, provides for enhancement of the
foreign investment cap in an Indian insurance

companies from 26% to an explicitly limit of 49%
with the safeguard of Indian ownership and
control, large number of private foreign companies
were entering into the life insurance market. The
new players offer a plethora of new and innovative
products, mainly from the stables of their
international partners customers have tremendous
choice form large variety of product.

The companies must know its customer and their
needs and it must create products that its customer
base will purchase. Competition in insurance
industry encourages product innovation, targeted
advertising and marketing campaigns by the
insurers. Consumers become the most important
centre of the insurance sector. In the period of
information technology, customers are fully aware
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of their needs and requirements, expectations and
information technology enabled services

Understanding the consumer’s attitude towards
insurance products is essential in facilitating the
success of insurance companies consumers
behaviour through demographic analysis can play
an important role in predicting demand for
insurance, it varies according to age, sex, income,
culture ,social standard and also depends on the
types of product, risk mitigation, services of the
companies and agents behaviour. The study aims
to find out the relationship of demographic
characteristics of the respondents with four
important factors influencing the purchase of life
insurance products.

III. REVIEW LITERATURE
Athma & Kumar,(2007)in the research paper title
“an explorative study of life insurance purchase
decision making: influence of product and non-
product factors”. The study was conducted with
200 sample policy holders comprising of rural and
urban. They identified and analyzed various
product and non-product related factors and their
impact on life insurance purchase decision making.
Based on the survey analysis urban market is more
influenced with product based factors like risk
coverage, tax benefits, return etc. whereas rural
population is influenced with non-product related
factors such as credibility of agent company’s
reputation, trust, customer services. Company
goodwill and money back guarantee attracts many
people for life insurance.

Khurana (2008) in his study he attempted to
identified customer preferences regarding plans
and company, their purpose of buying insurance
policies, future plans for the new insurance policies
and their satisfaction. The outcome of his study
reveals that protection was the main purpose of
buying an insurance policy. 50% of the
respondents faced the claim settlement problem
and the remaining 50% face the problem of
collecting the relevant information from the
insurance company. Out of the sample 28.1% of
the respondents obtained the Money-Back policy,
out of which more than 70% were taken from LIC

only, which means that the customers preferred
public sector companies to private sector
companies.

Kothari, Agarwal, & et.al, (2010) in their paper
they attempted to identify determinants of Life
insurance ownership in the country. The findings
of their study provide the individual perception
about the insurance policies, according their study
the most important influential factor is service
benefits which include prompt services, security
and safety and extra added benefits.

Sabhaya & Panwala (2011) they analyzed the
factors affecting buying decision of Life insurance
policy in Surat city of Gujarat. They find that age,
income education awareness about insurer, attitude
towards life insurance, occupation gender etc.
among all of them the most affecting factor to
buying decision of Life insurance policy of Surat
city was age, income levels, awareness about the
insurer and type of Insurer. They also suggested
that customer satisfaction and attitude towards Life
insurance are significant factor in influencing the
market share of life insurance players.

Yadav & Tiwari (2012) An explorativ and
descriptive study was conducted at Jabalpur
District Madhya Pradesh with a ample of 150
policy holers to analyse factors influence custsomr
policy buying decisions of Life insurance products.
Their study concluded that Demographic factors
of the policy holders plays a vital role in deciding
the purchase of Life insurance policies, further it
concludes that consumer decision to purchace
insurance product from different insurance can be
affected by several factors life age, gender and
income level.

IV. OBJECTIVE OF RESEARCH
The objective of this research is to find out

1) Factors affecting on life insurance policy
holders buying decisions of a product

2) Comparative analysis of rural and urban
policy holders buying decisions with respect
to their Demographic and Socio-economic
features.



187

In line with this objective and based on the
discussion above, the following hypotheses ware
formulated for the purpose of empirical testing.

1. H
0
: There is no significant difference between

the different factors influencing customer in
favour of a life insurance products across
different age categories of policy holders

2. H
0
: There is no significant difference between

the different factors influencing customer in
favour of a life insurance products across
different levels of education of policy holders.

3. H
0
: There is no significant difference between

the different factors influencing customer in
favour of a life insurance products across
different occupations of policy holders.

4. H
0
: There is no significant difference between

the different factors influencing customer in
favour of a life insurance products across
different annual income of policy holders.

5. H
0
: There is no significant difference between

the different factors influencing customer in
favour of a life insurance products across rural
and urban policy holders.

V. RESEARCH METHODOLOGY
The present study is descriptive in nature; two
different sampling methods are adopted in two
stages, in first stage simple random sampling and

in the second stage quota sampling. The population
for the purpose of the study was all the policy
holders of Life insurance Corporation in
Secunderabad division consisting of 23 LIC
branches from that 25% selected randomly
selecting six branches, and in the second stage out
of the selected branches a proportionate rate of
rural and urban policy holders were selected by
quota sampling each 336 policy holders with total
672 respondents. For this study Likerts five point
rating scale was applied using numerical score
ranging from 1 to 5 for questions. When using this
technique it is important to use consistent scoring
therefore the responses were framed from no
influence to strongly influence. In this scale higher
scale denotes high influence of the policy holders.
Kruskal-Wallis and Chi-Square test used as
statistical tools. The study was carried out for a
period of five years from 2011 to 2016, and the
primary data was collected from the policy holders
in the year 2014-2015.

VI. DATA ANALYSIS AND
INTERPRETATION
 For this study the variables taken from different
studies which are categorized into four factors they
are (1) Product factor (2) Risk factor (3) Services
factor (4) Agent factor.

To test the reliability Cronbach’s Alpha test was
conducted which was an acceptable range i.e.
0.928.
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Table 1 shows the influencing factors on policy
holders buying decisions out of 672 policy holders.
In product factor, company image shown highest
influence where as tax benefits showing no
influence, in risk factor family protection shown
highest influence where as risk coverage after
coverage period shown no influence, in services
factor comfort and promptness shown highest

influence, grievance settlements shown no
influence, in agent factor behaviour of agent shown
highest influence, where as attention focused on
your priorities by agent shown no influence. The
above reveals that Company image, Family
protection, Comfort and Promptness and
Behaviour of Agent shown highest influence on
policy holders buying decisions.
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The table 2 shows mean of the factor influencing
on the rural and urban policy holders purchase
making decision to buy life insurance products out
of 336 rural respondents good behaviour of agent
played highly influencing factor with highest mean
(4.10) followed by company image (4.09). where
as in urban the highest influential factor was family
protection with highest mean (4.35) followed by
agents behaviour with policy holder (4.29), the
least influential rural factor variable was grievance
settlements (2.22) where as in urban application

form process (3.04), from the analysis it reveals
that in rural the most influential factor is good
behaviour of the agent where as in urban the policy
holders given most importance to family
protection. It suggest that the insurance companies
should train their agent to maintain cordial
relations with the policy holders, it further suggest
that the company image should be maintained and
also suggests that the policies with family
protection should be given due importance.
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Hypothesis-1
The policy holder’s data of influencing factors
were analyzed by exercising Kruskal-Wallis test
with the following null hypothesis

H
0
: There is no significant difference between the

different factors influencing customer in favour
of a life insurance products across different age
categories of policy holders
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The table 5 shows the output of Kruskal-Wallis
test among influencing factors of policy holders
and their Age Category ,Product factor ,Services
factor, and Agent factor were significant  at alpha
level 0.01 are (0.005),(0.00),(0.004), whereas Risk
factor is in significant at alpha level 0.01 is (0.044).
The highest mean ranks from the table 3 in Product
factor, Risk factor and Service factors are at the
age Categories of 19 to 28 years with
(380.42)(369.22)(385.64), where as in agent factor
the highest mean rank at the age Category 49 to
58 years with (391.09). From the data it reveals

that product, services and agent factors are
different with age, where as there is no difference
with risk factors.

Hypothesis-2
The policy holder’s data of influencing factors
were analyzed by exercising Kruskal-Wallis test
with the following null hypothesis

H
0
: There is no significant difference between the

different factors influencing customer in favour
of a life insurance products across different levels
of education of policy holders.

The table 6 shows the output of Kruskal-Wallis
test among influencing factors of policy holders
and their Level of education Category ,Product
factor ,Risk factor, Services factor, and Agent
factor were significant  at alpha level 0.01 are
(0.000),(0.00),(0.000),(0.00).  The highest mean
ranks from the table 3 in Product factor are
Professional (451.08), Risk  and Service factors
are Graduates (424.65)(477.99), whereas in agent
factor the highest mean rank are from illiterates
with (387.73). From the data it reveals that Product,
Risk, Services and Agent factors are different with
their level of education.

Hypothesis-3
The policy holder’s data of influencing factors
were analyzed by exercising Kruskal-Wallis test
with the following null hypothesis

H
0
: There is no significant difference between the

different factors influencing customer in favour
of a life insurance products across different
occupations of policy holders.
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The table 7 shows the output of Kruskal-Wallis
test among influencing factors of policy holders
and their Occupation Category ,Product factor
,Risk factor, Services factor, and Agent factor were
significant  at alpha level 0.01 are
(0.000),(0.00),(0.000),(0.03).  The highest mean
ranks from the table 4 in Product factor are
Profession (473.20), Risk factor are Business
(416.42), Service factors are Government
employees (433.10), whereas in agent factor the
highest mean rank are from House wife with
(387.03). From the data it reveals that Product,

Risk, Services and Agent factors are different with
their Occupation.

Hypothesis-4
The policy holder’s data of influencing factors
were analyzed by exercising Kruskal-Wallis test
with the following null hypothesis

H
0
: There is no significant difference between the

different factors influencing customer in favour
of a life insurance products across different annual
income of policy holders.

The table 8 shows the output of Kruskal-Wallis
test among influencing factors of policy holders
and their Annual income Category ,Product factor
,Risk, and Services factor, were significant  at
alpha level 0.01 are (0.000),(0.00),(0.000),
whereas Agent  factor is in significant at alpha level
0.01 is (0.105).  The highest mean ranks from the
table 4 in Product and Risk factors  are 10Lakshs
and above with (621.75)(567.00), Agent factor are
at the Income  Categories of Less than 50000 with
(356.85) where as in Service factor the highest
mean rank at the annual income Category 250000
to 500000 with (449.24). From the data it reveals

that product, Risk, and services factors are different
with their annual income, where as there is no
difference with Agent factor.

Hypothesis-5
The policy holder’s data of influencing factors
were analyzed by exercising Chi-Square test with
the following null hypothesis.

H
0
: There is no significant difference between the

different factors influencing customer in   favour
of a life insurance products across rural and urban
policy holders.
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Table 9 shows the output of Chi-Square test among
influencing factors of Rural and Urban policy
holders and their Demographic and Socio-
economic factors, all factors are significant at alpha
level 0.01 except in rural annual income and agent
factor with (0.036). From the data it reveals that
there is a difference between rural and urban policy
holders among all factors except in rural annual
income with agent there is no significant
difference.

VII. FINDINGS

1. The most influencing factors on policy holders
buying decisions are company image, family
protection, comfort and promptness and
behaviour of agent.

2. In rural the most influential factor is good
behaviour of the agent where as in urban the
policy holders given most importance to
family protection.

3. Product factor, services factor and agent
factors are different with age, where as there
is no difference with risk factors.

4. Product, Risk, Services and Agent factors are
different with their level of education and their
Occupation

5. Product, Risk, and services factors are
different with their annual income, where as
there is no difference with Agent factor.

6. There is a difference between rural and urban
policy holders among all factors except in rural
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annual income with agent there is no
significant difference.

VIII. SUGGESTIONS
The study suggests that LIC should adopt step by
step approach to build value for customer
technology and analytics help to understand
exactly what customer wants, thereby creating long
term value for customers and earning their loyalty.

It suggest that the insurance companies should
train their agent to maintain cordial relations with
the policy holders, it further suggest that the
company image should be maintained and also
suggests that the policies with family protection
should be given due importance.
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ABSTRACT

The changing scenario of domestic travel insurance can be seen with Railways aiming to cover the
bottom of the pyramid travellers with its changed strategy of “92 paisa insurance”.   This scheme is in
continuation to present government’s policy of affordable insurance schemes like Pradhan
MantriJeevanBimaYojana and SurakshaBimaYojana bringing security to citizens of India at the lowest
premium of Rs.330 and Rs.12 with coverage of Rs.2 Lakh.   There are large numbers of deaths and
injuries in railways which made to think for relief to these passengers in cost effective way.  IRTC
(Indian Railways Catering and Tourism Corporation) came forward with innovate way of allowing
optional insurance feature for those who opt at the time of online booking.  The cost of insurance has
arrived through competitive bidding for a period of one year.  This article discusses holistically how
railways are facing the challenges of meeting passenger safety and how 92 paisa railway travel insurance 
is been accepted by the passengers and its challenges in getting while implementing.

1. BACKGROUND
Since 1994, the railways had been paying an
annual premium to insurers, through which those
on a valid ticket in the passenger train, as also
platform ticket holders, were insured. The Railway
Claims Tribunal was in charge of administering
the scheme. However, the scheme was then put to
an end in September 2008.  The reason that was
given for discontinuation was that premiums
charged were too high. The Railway Accident and
Untoward Incidents (Compensation) Rules of 1990
were responsible for deciding the compensation
amount. The last insurer for this scheme was ICICI
Lombard, which operated for the period 20th
September 2007 and 19th September 2008. As per
this scheme, any passenger who carried a valid
ticket or a valid pass or even a valid platform ticket
was eligible for insurance. The maximum coverage
that was provided under this Railway Passenger
Insurance Scheme was INR 4 lakhs.

 On one hand finance minister has turned down
1.19 lakhs for dedicated safety funds and on other
operating ratio expected to be around 94 to 92
percent ( i.e. Every 94 paise need to be spent for

every Rs.1/- it earns) railways need to
take additional burden for insurance of passenger
additionally which is costing huge.  In this scenario
bring service provider through competitive bidding
bringing premium cost low and allow passengers
to optional opt which will not only give relief to
passengers but also removes additional burden to
railways.

2. INTRODUCTION:
Indian insurance sector is changing for both Life
and General Insurance by aiming to tap the huge
bottom line population bringing down the cost of
insurance and giving security.  The government
initiatives of 8 insurance schemes targeting
individuals for benefitting bottom of the pyramid
population covered for the personal life in cost
effective way.  On other hand Modi government
has launched optional travel insurance scheme on
pilot basis w.e.f 01.09.2016 for railway passengers
who book tickets from IRTC at 92 paise standard
price.  This is a game-changing strategy for
railways as it is not only lowest premium per
person for travel insurance policy as per global
market standards and it also made railways saves
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huge cost of payment for accidents to the
passengers.  To promote cashless economy FM
allowed Railway Travel Insurance to be free for
all persons booking through cashless mode at the
time of demonetization.

According to the data provided by Railways
around 20,763,353 passengers have opted for the
insurance cover till October 30, 2016.  Railways
has promoted this scheme as Diwali bonanza by
reducing the cover price from 92 paise to just one
paisa from October 7th till 31st October 2016
offered for long-distance confirmed tickets and
Finance Minister all free for all passengers booking
through cashless mode.

As per the fine print, claim intimation should be
immediate but not later than four months after the
event has taken place.  Train accident will be
defined as per definition under Section 123 read
with Sections 124 and 124A of the Railways Act,
1989.

3. CONDITIONS OF 92 PAISE DOMESTIC
RAILWAY TRAVEL INSURANCE

- This insurance is available only and only to
Indian Citizens booked through the website
only. Foreign nationals traveling in through
Indian Railways are not eligible to get this
insurance.

- This insurance can be availed only and only
if tickets are booked through the official
website of IRCTC. In case one is not opting
for e-ticket, this insurance plan is not available
currently.

- This insurance scheme is optional which needs
to be opted at the time booking the ticket in
online mode only.

- The premium to be paid is Rs.0.92 (=Rs.0.80+
cess & service tax) including all taxes which
includes all costs without any additional
charges applicable for the insurance.

- No refund of premium will be entertained for
the ticket is cancelled.

- If there are multiple people traveling together
and they are opting for this insurance, they
need to book tickets under the same PNR.

- A single premium of Rs.0.92/- for insurance
scheme irrespective of travel class and
confirmation status (i.e. RAC, Waiting list &
Confirmed ticket)of the ticket.

- The age of eligibility for insurance is above 5
years. For children, the insurance will not be
available under this scheme. 

- If a passenger is opting for the travel insurance,
in the case of a mishap, the insured person or
his / her family needs to deal directly with the
insurance provider. IRCTC will not work as a
mediator.

- In the case of accident and passenger dies their
legal heirs can claim the settlement. But in
case he is survived with injuries, the insured
may himself or herself ask for claim provided
he or she is capable of going for the claim. In
case the passenger is not in position then his/
her legal heirs can claim on behalf of insured
person.

- Nomination details need to be filled at
respective insurance company site after
booking the ticket. If nomination details are
not filled then the settlement shall be made
with legal heirs if the claim arises.
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One of the three companies selected to provide
the cover informed to media that “Around 13.4
lakh tickets are booked online every day, out of
which 67 per cent is for sleeper class, 20 percent
is for AC and chair car, 12 percent is for AC-II,
while the remaining one percent is for AC Tier-1.
These numbers increase during the festival
season”.

4. COMPARISION OF DOMESTIC TRAVEL
INSURANCE BETWEEN 92 PAISE
RAILWAY INSURANCE AND TATA AIG’S
DOMESTIC TRAVEL PROTECTION
POLICY:

“There is no data available to suggest this is the
cheapest in the world. However, it is sure that this
premium is way below the global market
standards. Though travel insurance compensation
for flights is higher, ranging about Rs 75 lakh, the
premium is also on the higher side, Rs.2,000-
3,000,” said V Ramakrishna, founder of India
Insure, a Hyderabad-based insurance broking
house.  In comparison to the proposed railway
insurance which comes at 9.5p per Rs.1 lakh cover,
airlines insurance comes to Rs.26 for low-end
premium. Below is an example of the comparison
of railway scheme with Tata AIG’s domestic travel
protection policy offered for domestic air travel.
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5. OBJECTIVE OF THE STUDY
The study focuses on impact of 92 paise railway
insurance accident protection scheme for
passengers traveling through railways and the
challenges it is facing for penetrating in covering
all segments of passengers traveling railways for
untoward incidents.  It also suggests see how to
increase the impact of this scheme towards social
security for passengers traveling through railways. 

6. RESEARCH METHODOLOGY
The study is based on secondary data collected
from various sources especially from articles,
journals media and IRDA reports. Various websites
have also been studied to conduct the study. 

7. NEED FOR RAILWAY INSURANCE
POLICY
7.1. INCREASING IMPORTANCE OF
PASSENGER SAFETY:
Of late Finance Minister in his first combined
budget 2017-18 speech has emphasized passenger
safety as one of the four major areas( capital and
development works, cleanliness and finance and
accounting reforms) which railways are going to
focus next 5 years. For passenger safety, a
“Rashtriya Rail SanrakshaKosh” corpus fund of
Rs.1 lakh crores over a period of 5 years, to be
funded by seed capital from the Government,
Railways own revenues and other sources. 

7.2 TYPE OF RAILWAY ACCIDENTS AND
ITS IMPACT:
As per Indian Railways, Life of the Nation,
February 2015 white paper 40% of Indian
Railways 1219 line sections are utilized beyond
100% or above line capacity. Technically a section
using above 90% capacity utilization is considered
saturated. In six years period from 2009-2014,
there were around 803 accidents in Indian railways
killing 620 people and injuring 1855 people. Most
of these accidents happen due to derailments and
accidents at level crossing due to fatigue of railway
tracks and human error. It has become a challenge
for taking up maintenance activity which is
generally taken up by re-jigging Schedules when
goods trains are scheduled to pass.In spite of an

increase in the use of modern technology, railways
are facing the problem of shortage of time to work
on tracks. For example.  One of the busiest routes
of Delhi Kanpur segment in busiest rail traffic
hours from midnight to 7 am railway staff got just
13 minutes to check the tracks. In the rest of the
day, it would increase to 19 minutes. Level
crossing accidents is another common type of
mishaps which is continuing to pose risk till date
as they are not fully phased out at least on the broad
gauge. As per railway budget decision 2016-17
around 15% of the 9,340 level crossings have been
targeted for elimination in the year 2017.

In the 6-year period between 2009-10 and 2014-
15, human failure has caused more than 86% of
total accidents. Out of this 41% because of
congestion of tracks. 

CAUSE OF ACCIDENTS

Source: https://factly.in/indian-railway-accidents-
statistics-review-last-5-years/

This is growing every year with the announcement
of new trains and no parallel promise of track
expansion.  Apart from this existing infrastructure
maintenance and up keeping the tracks has become
a challenge to railways in spite of using better
technology which speeds up work of maintenance
accidents caused due to railway staff failure and
remaining due to others. Equipment failure caused
only 2.2% of the accidents. One of the important
parameter to understand the occurrence of train
accidents per million kilometers run and its
progress over the years. It is found that there has
been a continuous decrease from 2009-10 to 2013-
14 rail accidents and then sudden increase in the
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year 2014-15. There has been continuous
improvement in performance railways with
reduction of over 40% in accidents from 2009-10
i.e. 0.17 to 0.10 but again increased to 0.11 in 2014-
15.

TRAIN ACCIDENTS PER MILLON
KILOMETERS RUN

  8.1. SNAPSHOT - 92 PAISE RAILWAY TRAVEL INSURANCE 1ST INCIDENT
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The new Railway Travel Insurance has already
been put to test after its launch. On 20 November
2016, Indore-Rajendra Nagar Express met with an
untoward incident. 14 coaches of the train number
19321 were derailed. This accident claimed the
lives of 150 people. In addition to the deaths, 260
people were injured. The location of the accident

was Pukhrayan, which is a location 60 kilometers
away from Kanpur. After this train accident, the
ministry of railways is thinking of making travel
insurance mandatory. This means that if you are
traveling long distances by train, you will have to
buy a travel insurance. There will be no other
option for you.

9. CHALLENGES OF 92 PAISE RAILWAY
INSURANCE:
9.1. INSURANCE IS NOT
COMPREHENSIVE COVERING ALL
UNTOWARD INCIDENTS
This insurance is covering accident defined under
section 123 read with sections 124 and 124A of
the Railway Act, 1989. But for railways the
accident happens numerous ways such as crossing
the railway tracks, terror attack or accident on the
railway station, accident due to a breach of law
with criminal intent nor will you will be

compensated if you board the train without a
confirmed ticket.   The coverage will start with the
departure of the train from the originating station
to its arrival at the destination station, including
the process of entraining and detraining the train. 

9.2. NOT COVERING UNRESERVED &
TICKETLESS TRAVELLERS:
Only customers who are booking online are
allowed to have this optional insurance as on date. 
Currently, on an average 59% tickets are getting
booked IRCTC website and average 30% have
opted for insurance even though premium was only
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92 paisa.  This shows that only 17.7% (i.e.0.59 *
0.3) passengers have been covered with insurance
which is defeating the purpose of relief to
accidental passengers. 

9.3 SHIFTING THE RESPONSIBILITY ON
PASSENGERS TO OPTING INSURANCE
IR has shifted this burden of travel insurance on
the passenger by making it optional as it was a
huge burden and the viability will depend upon a
number of major accidents in a year. In fact, the
contractual obligations under the scheme are
between passengers and insurers and Railway’s
plays as a role of facilitation by seeing the
compliance is met and disbursal is done as per
agreed terms.

Awareness of Passengers:  Even though the
scheme is eight months old, it is yet to achieve
maturity level whereby passengers know the
advantages of the policy and apply it.  In spite of
growth and penetration of internet, we still have
large population still depends on agent booking.

As per rules of retail service providers registered
with the IRCTC requires them to provide their
correct address, mobile number, email address and
PAN number on the registration form which gets
scrutinized when insurance claims arise.  To avoid
these issues the agent deliberately declines the
option of insurance taking the advantage of their
client’s lack of awareness.

9.4. CHILDREN UP TO 5 YEARS NEED TO
OPT SEPARATELYLY
For including insurance coverage children up to 5
years need to be opted separately while booking
the ticket and accordingly the travel insurance
premium will be added to the total premium
payable.  This process gets discouraging especially
during tatkal ticket booking where time is too short
for getting confirmed tickets.

9.5.NON-INCLUSION FOR FOREIGN
CITIZENS UNDER 92 PAISE SCHEME 
Foreign tourist has touched 6.8% growth with 8.44
lakh arrivals in January 2016 compared to 7.91
lakhs during the same month last year. Railways
have started INDRAIL PASSES to these foreign

tourists/NRI. Even though the percentage for
foreign travellers is low these category of
passengers is excluded from this scheme. 
Generally these passengers travelling abroad take
their personnel travel insurance covering whole
foreign trip.

9.5. CONTINUATION OF PRIVATE
INSURANCE COMPANIES SUPPORTING
THE SCHEME IS QUESTIONABLE
Railways has shifted the burden of insuring the
passengers by giving them optional 92 paise
insurance scheme. The bidding for this scheme
done by insurance company for a short period of
1 year after which both the parties can analyse the
performance and viability for continuation.  One
of the contention of private insurance company
with regard to viability of product is “Since the
duration is short, the probability of a high number
of accidents is low.  We don’t expect to make
losses”. Currently this scheme is launched after
going through competitive bidding process for
selecting company which provide the coverage. 
Around 19 companies participated out of which
17 were eligible  and the lowest quote bidder in
this process was Shriram General Insurance with
92 paisa which is been accepted as bench mark
price and given to 3 companies (Royal Sundaram
General Insurance &  ICICI Lombard General
Insurance) including Shriram General Insurance
for Railways Insurance.  This contract will be valid
for 1 year after which renewal is subject to
performance of these companies.  Generally   
Viability to private insurance with this 92 paisa is
questionable for long period. 

9.6. TATKAL SCHEME BOOKING
PROCESS NOT CONDUCIVE FOR 92 PAISE
SECHME
At the time of booking Tatkal scheme tickets time
taken place will be of very important.  In this
scenario passengers are concern about booking
tickets rather to availing insurance.  However in
case of cancellation of Tatkal ticket refund of
premium will be done after deducting
administrative charges to the same account which
is used to book tickets.
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10. CONCLUSION 

The scheme launched as pilot basis currently with
the contract of one year with shortlisted 3 insurance
companies. Even though it positioned at lucrative
price of 92 paise this policy is not comprehensive
as it covers from entrain to de-train period for only
train accidents and untoward incident, including
terrorist attack, decoity, rioting, shootout or arson,
occurs. Government acceptance that investments
in safety have been insufficient is a good sign but
it has also claims that India’s accidents per million
train kilometers, a safety index, compares
favorably with Europe’s. In India, this index has
more or less declined over the last decade, reducing
from 0.23 in 2006-07 to 0.10 in 2015-16.  However
this figure cannot be compared are with other
advanced railway networks as the trains there are
running at 250Km per hour speed and safety
standards are higher than that of Indian railways.
Accidents per million train kilometers depends on
the number of trains, which is huge in India vis-a-
vis developed nations. It also depends on speed,
another measure of infrastructure usage, prevailing
law and order conditions, and temperature
variation.

All said and done train accidents cannot be
predicted and insurance is taken for providing
relief against the unexpected incident. They can
be because of technical errors or human errors
and keep happening over and again and
thousands of keep dying untimely deaths as
around lakhs of people are travelling through
trains. This insurance can give financial relief
for those who are leave behind with 10 Lakhs
against 92 paisa premium for death case which
itself is huge sum of money which can help the
dependents of the deceased people to live a
financially stable life especially for bottom of
pyramid segment.

This scheme also brought transparency in the
system at allowing private companies to
participate in making safe travel in through
railways by competitive bidding for selecting
insurance service provider and dividing the
business between 3 companies equally to reduce
the risk of default by a service provider. But the

challenge for railways is still to fix the gray
areas such as optional insurance coverage, lost
baggage, non-inclusion passengers, ticketless
travelers etc where relief is yet to be covered
through railway’s insurance scheme. However
initial steps have been taken towards right
direction by IRTC approaching the government
to make insurance mandatory so that no one is
denied due to the clause of “optional”. Apart
from it is necessary to increase the gamut of
insurance scope by making in comprehensive as
it is needed to cover untoward incident which is
need of the day to make train travel safe for
millions of Indians.
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ABSTRACT

Insurance is an instrument of security, savings and peace of mind. There is remarkable prospective for
growth in the insurance industry because of diversity and depth of the market.  Profitability of insurance
companies were further eroded due to losses on investments in volatile capital markets and higher cost
of guarantees as well as lower revenues from administration fees. General insurance business in Tanzania
experienced a growth of 11. 76% in gross premium income from Tsh.410.7bn/- to Tsh. 459bn/ during the
nine month period in 2015 and 2016 respectively. The insurer’s investment portfolio was in favour of
term deposits and government securities to shares in the equity market and remained by profitable
supported by underwriting income. Total investments increased by 10.61% , the largest share of insurer’s
investment assets comprised of bank deposits(49.16%), followed by government securities (18.79%),
real estate(16.42%), shares (9.2%), and other monetary investments (0.96%).  Insurance sector remained
profitable supported by underwriting income. Return on income for general insurers were 8.3%.

Key words: Insurance, life insurance, non life insurance, Profitability.

1. Introduction
Economic growth trends are strong in East Africa.
Although Tanzania economy is improving there
are still challenges in terms of widespread poverty
and limited average household income rates. The
main objective of the Insurance sector is to provide
financial stability to individuals, organizations and
businesses.  The Insurance sector is closely linked
with macro economic factors, regulation and
supervision, and the achievement of national
development objectives, as well as the
International trade regime. The Tanzanian
Insurance industry was liberalized in 1996 with
six private insurance firms. Insurance firms were
required to meet share capital solvency and margin
requirements and must also hold a certain
percentage of their assets in specified investment
notes (Gumbo 2007).  According to Patrick (1966)
there are two possibly coexisting, relationship
between financial sector and economic growth.
Developing countries have supply leading patterns

of causality of development and have considered
locally incorporated insurance institutions or state
owned monopolies an essential element of
economic development. With only 10% market
share, life insurance in Tanzania is at the early stage
of development. Market penetration (0.1%) and
density (USD0.6) are particularly low in life
segment. (BMI Report- 2016). Tanzania’s non life
insurance segment is considerable larger and
developed. Insurers are seizing up the rapid growth
in mobile network by partnering with raising
telecom players to provide low cost basis cover
policies.

2. Review of literature.

Anoop Rai (1996) studies Cost efficiency of
International Insurance companies in eleven
different countries and found that insurance firms
in Finland and France have the lowest inefficiency
while the firms in UK have the highest on average,
small insurance firms are more cost efficient than
large firms worldwide.
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Hao (2007) in his article Efficiency test on Taiwan
life insurance industry using X efficiency
Approach investigated the cost efficiency of 26
life insurance firms in Taiwan and reveal that larger
market share reduced inefficiency , hence
increased profitability. It is proved that there is a
relationship between efficiency and profitability
of life insurance holding in the market.

Hifza Malik (2011) found that there is no
relationship between the profitability and age of
the insurance companies and a positive
relationship between size of the company and
profitability.

Jeng & Lai (2005) investigated on Ownership
structure; agency cost specialization and efficiency
in Japan and found that Non speciliased
independent firms to be less successful than non
life insurance industry firms.

K liumpes (2004) in his paper Performance
benchmarking in financial services evidence from
the UK life insurance industry investigated 40 life
insurance companies and the results indicate that
no evidence that mutual form has higher cost
inefficiencies than stock firms.

Hwang and Gao (2003) investigated the
determinants of the demand for Life Insurance in
an Emerging Economy with a Case of China. They
found that certain cultures led to lower uptake of
life insurance whereas urbanization which leads
to diffusion of cultures was related to more uptake
of insurance.

Park, Lemaire and Chua (2010) studied challenges
insurance penetration in Arab countries and found
that Moslem religion led to lower uptake of
insurance.

Chui and Kwok (2009) studied culture and its
effect on insurance consumption. They found that
culture has an effect on insurance consumption.

2.1. Objective of study
To analyze the profitability of insurance companies
in Tanzania.

3. Methodology
The present study is conceptual in nature. It aims
at providing an insight at the prospects of economic
growth of the leading insurance companies.

Data collection: Secondary data has been used
for the purpose of the study that includes various
journals, websites, and articles.

Analysis: Percentage method used for data
analysis.

4. Discussion
4. 1ALLIANCE INSURANCE
CORPORATION
Alliance Insurance Corporation Ltd was
incorporated on 24th of January, 1996 under the
Companies Ordinance act (Cap 212). The
company was granted a certificate of registration
as an insurer on the 23rd of July, 1998 and began
trading in the month of November, 1998. The
company also obtained a certificate of incentives
in accordance with the provisions of section 17 of
the Tanzania Investment act 1997 operative 1st of
July, 1999.

FINANCIALS – Strong net worth of TZS 36.79
billion as at 31.12.2015 and delivering
uninterrupted profits year after year.

RATING –Rated ‘AA-(TZS)’ by Global Rating
Company for sound financials & claims paying
ability.

COMPOSITE INSURER – Offering the
complete range of Life &non-Life products under
one roof.

Profitability ratios are a class of financial metrics
that are used to assess a business ability to generate
earnings compared to its expenses and other
relevant cost incurred during a specific period of
time. For the most of these ratios, having a higher
value relative to a competitor’s ratio or relative to
the same ratio from a previous period indicates
the company is doing well.

Ratio calculation on Alliance Insurance company
limited through return on equity(RO)E, return on
asset (ROA), Debt to Equity ratio, Gross profit,
Net Profit Margin, Operating return on Total asset,
Asset turnover;
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Table 1: Ratio’s of Alliance Insurance Company.

4.2. MO ASSURANCE COMPANY
MO Assurance Company (MOA) which started
its journey as Golden Crescent Assurance is the
first step into the Financial Services sector by the
promoters of METL (Mohammed Enterprises
Tanzania Limited) Group of Companies. METL
is a household name in Tanzania, whose products
are popular in every Tanzanian home and which
contributes to nearly 3% of GDP of the country.

The Company started Operations on 1st March
2007 and has established itself as a stable and
growing non-life insurer in the market with a
healthy portfolio mix and notable presence in the
micro insurance segment. MOA has pioneered the
foray into mobile insurance scene with unique
micro life and micro health insurance schemes.
Presently under MOA’s micro insurance
umbrella more than 600,000 people are covered.
We had also ventured in to Agriculture Insurance

through weather index insurance schemes for
farmers. The focus of the Company is to provide
affordable insurance coverage to maximum
number of people. MOA’s aim is to position itself
as “People’s Insurance Company”.

Mo Assurance deals in over 20 types of general
insurance products. Mo Assurance provides
grassroots micro insurance developed and
introduced in Tanzania with the support of
partners, including Micro Ensure. Micro Ensure
is the distribution wing of the ILO’s previous
Micro Insurance Agency. Mo Assurance offers
micro life and micro health insurance schemes, as
well as agriculture insurance through weather
index insurance schemes for farmers.

JUBILEE INSURANCE. : Is one of the insurance
companies listed in DAR-ES-SALAAM stock of
exchange?
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4.3. BUMACO INSURANCE COMPANY LTD
In early 1980 the shareholders of BUMACO, a
private firm of Business Management Consultants,
conceived an idea of providing Insurance services
to its clients as an added value to its core. Bumaco
Insurance agency was established. In 1999 the
agency was transformed to a broker. In 2008,
Bumaco Insurance Brokers gave way to a fully-
fledged Insurance Company, a fast moving
Insurance provider of all the time.

With over 30 years’ experience in Insurance,
Bumaco Insurance Company Ltd is duly

registered, with 100% of its equity in Tanzania.
The company exists to provide non-life insurance
services with certainty. The company deals with
the following companies.

Motor Third Party, Bonds (Financial Guarantee),
Fidelity Guarantee, Money Insurance, All Risks,
Employers Liability, Electronic Equipment, Theft/
Burglary

Third Party Fire & Theft, Professional Indemnity,
Ziada Auto, Ziada Personal Accident,, Ziada
Domestic Package, Personal Accident

4.4. RELIANCE INSURANCE COMPANY
LIMITED
Reliance Insurance Company (T) Limited was
promoted in 1998 in the light of the opportunities
offered by the privatization of the insurance
industry. Local businessmen of repute joined hands
with Pan Africa Insurance Company Limited of
Nairobi, Kenya to infuse the envisaged initial paid
- up capital of T.Shs.600 million. APA Insurance
Limited acquired the shares consequent to merger
of Pan African Insurance and Apollo Insurance.
The company was among the first few companies
licensed in 1998 and started operation October
1998. The company has been making steady
progress and has built a strong financial base and
reputation for strong customer oriented culture.
The shareholding in the company is as under:

APA Insurance Limited: 34.00%

Tanzanians: 33.33%

Other foreign investors: 32.67%

One of the leading private non-life insurers in
Tanzania offering wide range of products to cover
all kinds of property and liability risk exposures
like Fire, General Crime and Accident, Motor
Vehicles, Cargo etc. Committed to excellence in
customer service and Corporate Good
Governance.

Return on Equity (ROE) is the amount the net
income returned as a percentage of shareholder
equity. Return on equity measures a corporation’s
profitability by revealing how much profit a
company generates with the money shareholders
have invested. From the above financial analysis
ROE has high value in year 2009 compare to year
2010.Increase in ROE may be due to increase in
idle cash or lower taxes and etc.

Return on Asset (ROA) is an indicator of how
profitable a company is relative to its total asset.
It gives an ideal as to how efficient management
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is at using its Asset to generate the earning. The
Asset of the company comprised of both debt and
equity. The ROA figure gives the investors an idea
of how effectively the company is converting the
money it has to invest into net income. The higher
the ROA number, the better, because the company
is earning more money on less investment. From
our financial Analysis year 2009 has high ROA
figure than year 2010.

Debt to equity it shows the proportion of equity
and debt a firm is using to finance its asset and the
extent to which shareholder equity can fulfill
obligation to creditor in the event of business
decline. Lower debt to equity ratio indicates lower
risk since the debt holders have fewer claims on
the company’s asset. From the above financial
analysis year 2009 has high debt to equity ratio
compare to year 2010.

4.5. ZANZIBAR INSUARANCE
COOPERATION
Zanzibar insurance cooperation was established
on the 20 June 1969 under the public enterprises
Decree of 1966 legal notice no; 11 of 1969.the
cooperation is a parastatal organization owned by

the revolution government of Zanzibar through the
minister of finance and economic affairs. Zanzibar
insurance cooperation is a composite insurance
company that always provide fair and equitable
service which is reasonable to all policy holders
.the cooperation operates its business through its
head office in Zanzibar and its branches of
chackechacke in Pemba and dare s salaam,
Mwanza, Arusha, Mbeya and Dodoma I Tanzania
mainland

The company posted an underwriting profit of TZs
3,754.9 million in 2015 compared to a profit of
TZS 2,115.6 million during the previous year. After
taking into account investment income and other
income, the result was a pretax profit of TZS
6,068.5 million compared to a pretax profit of
TZS5, 239.5 million in previous year. Meanwhile
the insurers’ net assets increased to TZS 47803.9
million at the end of 2015 compared to TZS
41588.2 million at the previous year end.

The management has good control over the
expenses since the percentage change of expenses
has decrease from 96% in 2014 to 93% in the year
2015
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5. Conclusion
TIRA figures show that total volume of business,
in terms of gross premium written for both general
and life insurance businesses increased by
12.03%from about 460.9bn/- at the end of the third
quarter in 2015 to about 516.4bn/-. At the end of
September 2016.  Insurance sector remained
profitable.
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ABSTRACT

Life and medical insurance are very important investments in securing the financial security and safety
of the family. The figures of insurance penetration and density are pathetically low in India compared to
developed countries which prompted  to take up the study to understand type of life Insurance policies
preferred,  amount spent on life and medical Insurance, reasons for buying the cover and perceptions of
customers towards service levels offered by insurance companies. The sample mostly comprised members
of teaching and training profession and feedback was obtained in Hyderabad using a structured
questionnaire having sample size of 105.The study showed that the respondents had low cover with
preference for money back policies. The investment was seen as a protection of the family interests and
to reduce financial burden. Correlation and influence was observed in terms of qualification and Income
with the amount spent on insurance indicating insignificant influence of other variables.

Key Words: Financial Security, Hospitalisation, Insurance, Policies, Preferences.

1. INTRODUCTION
The raison d’être of buying life insurance is to
have security of the family in the unlikely event
of the death of the family head/ bread winner. It
also serves as an avenue for savings coupled with
insurance during one’s life span. For elderly
persons it acts as a financial support after
retirement. On the other hand, medical insurance,
for the purpose of this paper refers to insurance
against bodily injury, disablement or death by
accident or expenditure resulting from sickness,

The insurance industry is a financial behemoth
worldwide. However, in India the insurance share
is a meager 1.5% of total global insurance premium
received. According to National Sample Survey
(NSS) around 86 per cent of the rural population
and 82 per cent of the urban population are not
covered under any health scheme support(The
Hindu,2016).Further, government spending on
health sector is a mere 4.1 per cent of the GDP
(Srivastava,2016). In terms of business, the share
of life insurance is at around 79% and that of non-
life insurance is at around 21% and in monetary
terms, in 2015-16, life insurance and health

insurance industry collected a premium income
of 3,66,943 Cr and Rs 27,457Cr respectively
(IRDA ,2016).

The Indian industry is growing very fast due to
entry of private players. At the end of 2016, there
are 54 insurers out of which 24 are life insurers,
24 are general insurers and 5 are health insurers.
Sector-wise, eight are in the public sector and the
remaining forty six are in the private sector
comprising 23 life insurers, 18 general insurers
and 5 standalone health insurers.

As regards development of insurance sector in any
country it is calculated by two parameters, namely,
insurance penetration and density. Insurance
penetration is measured as percentage of insurance
premium to gross domestic product (GDP) which
is at 3.44% in India against highest figure of 18%
for Taiwan and insurance density is calculated as
the ratio of premium to population, also known as
per capita premium which is at US$ 54.7 as against
US$7500 for Switzerland as of 2015 indicating
high level of under-penetration in India
(IRDA,2016)
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Keeping the above background in perspective, an
attempt was made to study the correlation and
influence of demographic parameters of gender,
age, educational background (qualification),
family size (number of members in the family) and
family income on buying  insurance cover. Further,
efforts were made to investigate the reasons,
perceptions and preferences of the insurance
buyers to gain insights for the low penetration and
density.

2. LITERATURE SURVEY
A number of research studies have been undertaken
in India and other developing and developed
countries by many researchers, governments and
world organizations on various demographic,
behavioral and economic aspects of consumers to
understand demand for life and health insurance.
These earlier research findings provide a window
to the various factors and determinants that drive
the demand for life and medical insurance.

Hammond et al (1967) devised the first model of
life insurance demand focused on demographic
and social factors such as order of birth, age, level
of education and number of dependants.

Manits and Farmer (1968) found through simple
correlation analysis that relative personal income,
population and employment had effect on
insurance demand.

The principal findings of Truett & Truett( 1990)
revealed that age, education, and level of income
affect the demand for life insurance in Mexico and
USA.

According to Outreville (1996), an analysis of data
of 48 developing countries showed that life
insurance development is significantly related to
personal disposable income and to the country’s
level of financial development .Further, they, found
education increases risk aversion and encourages
people to go for life insurance.

Beck and  Webb(2002) analyzed the determinants
of life insurance consumption in a cross-country
sample of 63 countries including India between
1980-96 and the findings revealed that Life

insurance penetration and density increase with
the income level and education. Again in 2003,
the duo using data of 68 economies pertaining to
1961-2000 found that income per capita, as one
of the most robust predictor for life insurance
demand, whereas, education did not have similar
association.

The findings by Long (2003) suggest that that low
income people are not in a position to take health
insurance. Thomas et al (2005) findings show that
different age group customers have a different
motivation which makes them purchase different
insurance products.

The study by Li (2008) supported the hypotheses
that demographic factors (age, education etc),
assets factors and psychographic factors
significantly affect the probability of owning life
insurance.

The study of Sen (2008) of the cross-country
analysis of 12 Asian economies over 11 years
(1994-2004) confirmed that in India income and
urbanisation explain insurance consumption.

Feyen et al(2011)  from the study of a panel of  90
developed and developing countries  during the
period 2000-08 found  income as an important
driver of life and non-life insurance, whereas,
schooling was not seen to be so.

Munir et al (2012) found proof that all the
macroeconomic factors including income level and
demographic variables like old age are linked to
life insurance demand.

Curack et al (2013) found age and education
having statistically significant impact on life
insurance demand of households in Croatia. Other
factors, like gender and number of family members
were found to have no influence on the life
insurance consumption.

Sliwinski et al ( 2013) findings  in Poland revealed
that  variables such as education  had insignificant
influence on the demand for life insurance

Dragos(2014) findings show that  income
positively influences the demand for insurance in
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Central and Eastern European Countries (CEE)
countries but it is not significant for the Asian
emerging countries. Also, it was seen that
education positively influences the demand for
Insurance and was significant.

The study by Cantiello et al (2015) has shown that
gender did not play an important role in an
individual’s decision to purchase health insurance
and that young and old adults took purchase
decisions based on socio-economic status.

Luciano et al (2015) findings in Italy revealed that
the demand for insurance is highly correlated with
age, income and family structure.

Ondruska et al (2016) research shows that age and
education are some the most robust predictors of
the life insurance consumption.

Kicinger and Robin Hanson (2008) study of
employees, based on the National Medical

Expenditure Survey (NMES) of 1987, identified
age  as one of the predictor of higher health
insurance coverage. On the other hand, gender was
a factor for lower quantity of health insurance.

The study by Yellaiah and Ramakrishna (2012)
revealed that one of the determinants of demand
for health insurance in Hyderabad is income. The
variables such as age and education were
statistically not significant though they had
expected signs.

Sudhir et al (2015) from their study in South India
found that some of the main determinants of being
insured were gender, nuclear family and higher
education status.

Tables: 1&2 provide the snapshot of the
demographic factors which affect/influence non-
life and life insurance demand/ buying preference.

Table:1 SELECTED VARIABLES AND THEIR IMPACT ON THE DEMAND OF NON-LIFE
INSURANCE
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Table: 2 DEMOGRAPHICS ASSOCIATED WITH DEMAND FOR LIFE INSURANCE
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1. OBJECTIVE OF THE STUDY:

To study the preferences and perceptions of life
and medical insurance customers and also to find
the demographic factors which influence the
amount to be invested in buying insurance cover.

4.  METHODOLOGY
-Data Collection: The data   was primary and
collected through a structured questionnaire both
on-line (through Google Form) and by serving
questionnaire to potential respondents.

- Sampling: The sample consisted of 105
respondents randomly selected who are in
teaching and training profession comprising
mostly faculty of engineering institutions.

- Period of Study: The study was conducted
between April-May’17.

- Tools and Techniques of Study: The data
collected was classified, tabulated and analysed
with the help of SPSS-20.Frequency and cross
tabulated tables were worked out to know the
preferences and perceptions of customers
towards life and medical insurance. The
correlations and the influence of independent
variables (predictors) on the amount spent on
life and medical Insurance (dependent
variable) was studied using linear regression
analysis.

- Significance of the Study: Life and medical
insurance is an important requirement and pre-
requisite in the current competitive and
technology driven society which in its wake
has brought in demographic and psychographic
changes with higher cost of living, onset of
unheard of ailments, premature death at a
younger age and increase in medical treatment
due to corporatization of health services.

- Research Hypotheses: Demographics factors
of  gender, age, qualification, family size and
family income influence the amount of life and
medical insurance bought.

The empirical model for testing the hypotheses can
be written in the following form:

Y= a+ b1*X1+b2*X2+b3*X3+b4*X4+b5*X5

,wherein a=slope of the regression curve,
b1,b2,b3,b4  and  b5 coefficients and X1,X2,X3,X4

and X5 are variables corresponding to gender, age,
qualification, family size and family income. The
same equation is used for both life and medical
insurance.

- Scope of the Study: The study is confined to
Hyderabad and Secunderabad region and the
results are based on the primary data.

- Limitations of the Study: The study is mostly
limited to teaching and training faculty of
engineering institutions hailing from twin cities
of Hyderabad and Secunderabad with a sample
size of 105 .The results are based on the
analysis of the feedback received from this
sample.

5.  FINDINGS AND DISCUSSIONS

I. Descriptives
The descriptive analyses of the findings are
enumerated below pertaining to demographic
characteristics to relate to the statistical analysis
in a broader perspective. The parameters discussed
are gender, age, qualification, family size and
family income. Also, the preferences and
perceptions of the respondents are looked at to get
insight into the overall population.

The sample represented 76% male and 24% female
respondents as in table: 3
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          Figure: 1 LIFE INSURANCE COMPANIES PREFERRED BY RESPONDENTS
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In case of medical insurance, again the government sector  seem to be the preferred sector with United
India and New India Assurance  having   29% and 18% share respectively. In the private sector Star
Health is preferred by 13%. (NR=No response). Please see figure: 2 for details.

I. STATISTICAL TESTS RESULTS AND
DISCUSSIONS
A simple linear regression was undertaken to
predict the amount of life and medical insurance
cover based on the predictor variables gender, age,
qualification, family size and family income.

Preliminary analysis was done to ensure there was
no violation of the assumptions of normality,
linearity and multicollinearity for regression
analysis. The correlations were found to be
significant but weak in most cases. Collinearity
statistics of Tolerance and Variance Inflation Factor
(VIF) were each at 1.0 well within the limits of
>0.1 and <10 respectively. The residuals were
found to be uncorrelated with Durbin-Watson
figure at around 2 in both the cases.

A. IMPACT OF DEMOGRAPHIC FACTORS
ON LIFE INSURANCE COVER
Qualification was found to be significant with
p=0.002. A regression equation was found
[F(1,103)=10.239,á=.05)] with an R² of 0.090
indicating that the 9% of the variation in life
insurance cover amount is explained by the
predictor-qualification. Please see table: 15

Figure: 2   MEDICAL INSURANCE COMPANIES PREFERRED BY RESPONDENTS

The value of adjusted R² is 0.082 showing the total
variability in amount of life insurance is explained
by ‘Qualification’   to the extent of 8.2%. The
Anova test is found to be significant at.002
indicating that the model has explanatory power,
that is, the predictor help predict the amount of
life insurance  that could  be bought. Please see
table:15 &16

In case of the other predictors, the standarised
coefficients and p values were found as follows:-
Gender(-.051/.595), Age(-.012/.902), Family
Income(.093/.395) and  Family size(.006/.905)
indicating insignificant impact of these variables
on life insurance cover. Please see table: 18

Predicted amount of life insurance is equal to
a+b

3
*X

3
(qualification) which is

0.337+0.424*(qualification). It means that the
amount of life insurance could increase by Rs 0.42
lakhs for each increase in qualification level. The
values for qualification considered are Diploma=2,
Graduation=3, Post Graduation=4 and PhD=5. The
other predictors’ -gender, age, family size and
family income were found insignificant.
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The results accept the hypothesis that qualification
influences the amount of life insurance cover taken
and not others. This finding confirms is in line with

the conclusion of other researchers as depicted and
highlighted in the table: 2
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B. IMPACT OF DEMOGRAPHIC FACTORS
ON MEDICAL INSURANCE COVER
As regards medical insurance, family income was
found to be significant at p=0.005. A significant
regression equation was found  with F
(1,103)=8.192,p=.005) with R² of 0.074 indicating
that the 7.4% of the variation in the amount of
medical insurance is explained by family income.
Please see table:21

The value of adjusted R² is0.065 showing that
6.5% total variability in amount of medical

insurance is explained by this independent
variable. The Anova test is found to be significant
at p=0.005 indicating that the model has
explanatory power, that is, the predictors help
predict the amount of dependent variable namely
medical insurance bought. Please tables: 21 and
22 for details.

The standarised coefficients and p values for other
variables were found to have figures as depicted
in the brackets- Gender (-.107/.265), age (-.050/
.609), qualification (.010/.929), family size (-.135/
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.160) which indicates that these variables are
insignificant to impact medical insurance cover.
Pl see table: 24.

The predicted amount of medical insurance is
equal to a+b

5
*X

5
(Family Income), which is

1.388+0.222(family Income).It means that the
amount of medical insurance could increase by
0.22Lakhs for increase in one Lakh of family

income. The other predictors comprising gender,
age, qualification and family size were found to
be insignificant.  Please table: 23.

Based on the results, the hypothesis that only
family income influences the amount of medical
insurance cover taken is accepted. This findings
confirms the conclusions of other researchers as
shown and highlighted in  table: 1
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6. CONCLUSIONS
The purpose of the study was to find the
preferences and perceptions of consumers’ on life
and medical insurance and in turn to find the
correlation and influence of demographic
parameters influencing insurance cover to gain
insights for the low penetration and density.

The sample had highly educated respondents with
small family size. The life and medical coverage
were pathetically low as per the current necessities.
The number of male was thrice that of female
members approximately. Types of policy preferred
spread over money back, endowment and term.
Majority felt that the purpose of buying life
insurance was to protect family in case of
unforeseen event and in case of medical insurance
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to reduce financial burden due to hospitalization,
but the amount of cover they have taken is found
to be way below their perceptions. Also another
reason offered was to save income tax. When it
came to reasons for low insurance cover, it was
seen that premium rates were found to be  high
and returns low leading to investments in other
asset classes. Government insurance companies
were preferred over private companies. These
findings are to some extent in line with the ICICI
Lombard survey of 1,400 young people which
found that the tax deduction on health insurance
premium was the main driver and was seen  as
wasting money due to poor returns
(Deoras,ET,2015)..

It was statistically found that qualification of the
customer had weak but significant influence on
life insurance cover. There was a reasonable and
significant correlation of educational levels with
family income(R=.502, p=.000).This supports the
observation of Outreville (1996) that individuals
with higher education have higher income. Other
predictors like gender, age, family size and family
income had no significant correlation and
insignificant influence. In case of medical
Insurance, family income was seen to have
significant though weak influence on buying the
cover.  Other variables like gender, age, family
size and qualification had no significant impact
on the purchase of medical insurance.

 It can be inferred from the analysis that there are
other factors other than demographics which may
have strong and positive influence on buying
insurance related to economic, financial,
psychographic or complex social factors but have
eluded this study requiring further research into
the segment considered. In this context, it is
relevant to quote Zeitz(2003) who observed that
“given the changes in technology, demographic
factors and the economic environment, many of
the significant findings from studies conducted in
previous decades may likely be considered
obsolete”. The statement gains importance in the
light of this study and calls for taking up
comprehensive research to capture relevant
influencing factors from different perspectives.

7. RECOMMENDATIONS
The amount of cover taken by the respondents on
life and medical insurance is found very low under
the present conditions of high cost of living and
galloping medical expenses .This is pitiable as
teaching faculty who are highly educated is found
under-insured. An awareness programme should
be taken by Insurance companies with policies
suitably tailored to target this market. Further,
Ministry of Higher Education (MHRD) should
launch a scheme for the faculty through
managements of respective institutions to provide
adequate cover under group insurance. Also, in
general, due to low insurance penetration, it is
suggested that government should make insurance
coverage mandatory akin to provident fund by
making managements responsible for deducting
suitable amount towards life and medical insurance
based on the demographics of an employee. This
should provide lifetime cover for  the member
which could increase enrolment substantially
bringing the premium rates down, creating a win-
win situation for all the stakeholders- customers,
insurance companies, corporate hospitals and
government.
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ABSTRACT

Themain objective of this studyis to examine the market structure, efficiency and performance of Nepalese
insurance Companies. The study also aims to test whether Nepalese insurance companies are earning
profitability because of market structure or due to efficiency of a firm. Efficiency score has been
calculated using three inputs variable as investment, commission and technical reserve and two
outputs gross premium and investment incomes using non parametric approach using the software
DEA 2.1. Independent variable under consideration are technical efficiency, market share,
concentration ratio as measured bylarge three firms (CR3)and Herfindahl-/Hirshman index (HHI)on
the basis of premium collection. Firm age and size in term of asset value also added as control variables
to see any affect in determining profitability. The performance in terms of profitability has been
measured by Return on Assets (ROA) and Return on equity (ROE).The study employed population
survey method as a sampling technique. The study usedsecondary data collected from insurance
board and annual reports of respective company. Eight years’ data from 2007/08 to 2014/15 of 8
life and 16 non life insurance companies are considered leading to 192firm’s year observations.
The study adopted descriptive cum causal relational research design.

The study shows that efficiency level of life insurance companies is better than that of non-life
insurance companies. The study revealed that efficiency and concentration ratios have positive and
significant impact on performance of life insurance companies which strongly support to the hybrid
efficiency hypothesis.In case of non life insurance companies, the results shows that market share
along with concentration ratio have significant effect on performance supporting the structure
conduct performance hypothesis. Therefore, this study concludes that Nepalese life insurance
companies are generating their profit through efficiency and enabling them to increase monopoly
power whereas efficiency is not the major contributor in profits for non life insurance companies.

Key words:Market Structure,Technical Efficiency,Concentration, Profitability, Data Envelopment
Analysis (DEA)

1. INTRODUCTION
Efficiency measurement is becoming a very vital
component in the contemporary business
environment. Companies are becoming cautious
to their productivity and thus consciously putting
emphasis on evaluating their performance levels.
A company is deemed to be efficient if it optimally

utilizes its resources i.e. inputs in producing the
output and inefficient if vice versa. Insurance
segment has been regarded as one of the
flourishing sectors in the financial services in
Nepal. A consistent growth in terms of business
size and premium has been registered by this sector
over a decade. Many companies have roped into
this industry which has germinated intense
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competition in the sector. Due to the high risky
nature of this industry, need to analyze the
performance of the insurer is immensely critical.
Thus efficiency measurement is viewed as a
coherent aspect of the business performance
analyses.

The history of Nepalese insurance market is not
so long. Until the establishment of the Nepal
Insurance and Transport Company (later renamed
as the Nepal Insurance Company) in 1947
Nepalese insurance needs were mostly met by
Indian insurance companies. The real expansion
of the insurance industry in Nepal took place
during the 1990 s following the financial sector
reform and liberalization of the economy by the
government. The new policy gave emphasis to the
involvement and growth of insurance business in
the private sector. As a result, many companies
came into the scene in the private sector including
foreign company. The scope of insurance industry
is gradually increasing as demand for insurance
product has been increasing day by day at alarming
rate. The growth of insurance industry can be seen
asnumber of new branches are in opening in rapid
speed, competent human resources are enrolling
along with number of new insurance companies
are getting approval for starting their insurance
business will make intense competition and
competitive insurance market in days to come.

The first Insurance Act, 1968 and Insurance Rules
1969 was repealed by Insurance Act, 1992 and
Insurance Regulation 1993 respectively. Prior to
the enactment of Insurance Act, 1968 there was
no regulatory body to supervise insurance business
in the country. Under the Insurance Act, 1968,
Beema Samiti (Insurance Board) was formulated
as a sole authority to regulate the insurance
activities within Nepal to systematize, regularize,
develop and regulate the Insurance
business.Insurance has evolved as a process of
safeguarding the interest of people from loss and
uncertainty. It may be described as a social device
to reduce or eliminate risk of loss to life and
property. Insurance contributes a lot to the general
economic growth of the society by providing
stability to the functioning of process. The

insurance industries develop financial institutions
and reduce uncertainties by improving financial
resources. In context of Nepal, Nepalese insurance
industry contributes only 2.01 percent in GDP with
market coverage of around 7.21 percent (Beema
samiti 2016). Therefore, efficiency and
productivity of the insurance industry are also
important requirement for the development of
financial sector.

On the other hand globalization has changed the
way of competition in insurance industry. As
insurance business is based on universally
accepted principle so there is a dire need of firms
being efficient and effective. Attaining efficiency
is possible only when the inputs resources are use
at its optimal level.In recent past, analyzing the
efficiency of insurance companies have been a keen
interest of the researchers in neighboring countries
as insurance plays important role in the economy.
Efficiency helps to identify how the insurance
companies are responding to the changing
environment and enable to identify the company that
are likely to liquidate in occurrence of the adverse
event (Berger & Humphert, 1997). Knowing the
efficiency of insurance companies is important as it
provides the financial security as well as financial
intermediation to both individuals and business in
the economy.

Being a regulated industry, every company has to
strictly comply with the guidelines and provision
as laid down by the regulator (IBeema Samiti) for
conducting their business operations. Thus
eliciting the need for more monitoring and
assessing ‘how’ efficiently they can manage their
customers, company along with meeting the
regulators defined provisions. On this background,
it became significant to examine the relative
efficiency of each individual insurer. So to plumb
deeply into the areas which an insurers need to
improve for their efficiency levels were explored.
Also search for reasons, whether the inefficiency
is due to managerial underperformance or due to
inappropriate scale size were cross examined. The
current study in specific terms would measure the
technical, pure technical and scale efficiency of
individual insurers using two stage data analysis
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model. In the first stage, methodological
framework, technical, pure technical and scale
efficiencies will be obtained by employing the two
well known models developed by Charnes, Cooper
and Rhodes (CCR) (1985) and Banker, Charnes
and Cooper (BCC) (1984) under Data
envelopment analysis (DEA). In the second stage
the overall technical efficiency obtained in the first
stage will be regressed on the exogenous factors.
These exogenous factors will depict the direction
and influence these factors have on the efficiency
level of the insurers.Many studies using DEA of
financial institution especially banking and
insurance has been found in developed and
developing country. However, none of the previous
Nepalese studied has carried out comparing the
efficiency on performance so this research tends
to contribute in the field. In this regard, studying
the efficiency of the Nepalese insurance company
is highly important and interest of the researchers
using Data Envelopment Analysis (DEA) and also
testing the purposed hypothesis in life and non life
insurance companies.

The main objective of this paper is to examine the
insurance market structure and efficiency on the
performance of Nepalese insurance companies
using structure conduct performance. More
specifically, the study tires to find out how
Nepalese insurance companies produce their
performance? Whether they generate through
efficiency or through collusive behavior? Is there
similarity in performance of life and non life
insurance company? This paper is organized as
follows. The next section presents a brief of
literature review related with market structure and
insurance efficiency giving special reference to
insurance industry. The third section contains the
methodology adopted for the study. Section four
reflects empirical findings while last section
concludes this study along with policy
implications.

2. LITERATURE REVIEW

Structure performance relationship has been
extensively used in developed economy in both
banking and insurance sector however, low economy

countries like Nepal very few studies has been carried
out. The implication of such studies is enormous so
studies like as such are very much important in
Nepalese context. Theoretically, structure
performance relationship has shown firm earn
profitability either through efficiency or through
market power. The two popular hypothesis, structure
conduct hypothesis and efficient hypothesis explain
the behavior of the industry. Among the two,
structural conduct hypothesis is a traditional one
which postulates that only those firms earn higher
profit that have a high concentration in the market
meaning oligopolistic behavior however, Goldberg,
and Rai (1996) argued with this findings. On the other
hand efficient structure hypothesis proposed by
Demsetz (1973) and Peltzman (1977) recommend
only those firms earn profits that are effective and
efficient.

Structure performance (SCP) and efficient
structure (EFS) are the two main hypotheses that
describe the efficiency of the firm (Park and Weber,
2006). The main difference between these two
competing hypothesis is the ‘structure’ that links
concentration with profitability. In 1939 Mason
had introduced structure performance (SCP)
hypothesis for the first time to analyze the markets
and. SCP hypothesis states that market
concentration nurtures collusion among large firms
in the industry which subsequently leads to higher
profit so market concentration has a positive
impact on firm performance (Goldberg et. al.,
1996) and ( Berger and Hannan, 1998). SCP
hypothesis is a traditional one that states there
exists strong positive relationship between
concentration and profitability on the other hand
EFS hypotheses  states only those firm earn high
profit that are efficient as a results market becomes
more concentrated (Maudos, 1998). SCP
hypothesis take concentration as exogenous and
allows for noncompetitive behavior that results in
less favorable prices to the consumers and
maintains higher profits to firms. Studies by
Goldberg and Rai (1996),  Al-Muharrami and
Matthews (2009) revealed that SCP hypotheses
support in explaining the profitability of a firm.
The relative market shares hypothesis is an
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extended version of SCP states that firms that have
a large market share along with differentiated
product lines are able to use market power to gain
superior profit on non competitive price setting
behavior (Berger, Allan N.,1995). Shepherd share

The other hypothesis efficient hypothesis (EFS)
take into account of firm specific efficiencies as
exogenous and keeps these efficiencies result in
both more concentrated markets and earn
profitability (Berger and Handan,1989). Maudos
(1988), Seelanatha (2010) have found that there
is a significant affect of EFS hypotheses on firm
profitability. Berger (1995), Park and Weber
(2006), Mensi and Zouari (2011) are in line with
the efficient structure hypothesis. The basic
difference lies between the two hypotheses
consisted mainly in ways of interpretation and
relationship. On the other hand, studies by Golderg
and Rai (1996) found evidence in support for efficient
structure hypothesis and no evidence in favor of
structure conduct hypothesis.

Smirlock (1985) examined the relationship between
market concentration and profitability and found that
there exists the positive relationship and concluded
that efficient hypothesis is in effect. However,
Shepherd (1986) argued that market concentration
is not a proxy for efficiency rather market power. To
overcome the problem Berger (1995) and  Berger
and Hannan (1998) used efficiency (X-efficiency and
scale efficiency). With less agreement among the
various hypotheses, this study is motivated to test
the structure performance relationship in Nepalese
insurance industry. More specifically, this study test
both the traditional structure conduct hypothesis
performance (SCP) and efficient structure
hypothesis(EFS) in Nepalese insurance industry.

Barros et al.,(2005) studied Portuguese insurance
between 1995 and 2003; by means of a stochastic
cost frontier method the study concludes that a public
policy to encourage the adoption of disincentives to
principal-agent relationships and the collective-action
problem would yield increased efficiency.
Furthermore, an incentive for the implementation of
governance best-practices and higher transparency
would increase the efficiency.

Oscar Akotey, Joseph, et al., (2013) studied the
determinants of profitability in the life insurance
industry of Ghana. Thestudy also examines the
relationship among the three measures of insurers’
profitability, which are investment income,
underwriting profit and the overall (total) net
profit. The study used secondary data of ten life
insurance companies covering a period of eleven
years (2000 to 2010) analyzed through panel
regression.  The findings indicate gross written
premiums have a positive relationship with
insurers’ sales profitability, its relationship with
investment income is a negative one. Also, the
results showed that life insurers have been
incurring large underwriting losses due to
overtrading and price undercutting.  The results
further revealed a setting-off rather than a
complementary relationship between underwriting
profit and investment income towards the
enhancement of the overall profitability of life
insurers.

Huang et. al., (2010) carried out research on the
topic technically efficiency and productivity
changes of Tiwan’s life insurance industry using
DEA. The study employed data from 2005-2009.
The results showed that the average technical
efficiency of Tiwan’s life insurance industry was
relatively low and most life insurance companies
should further enhance and improve efficiency in
the respect of productivity, most life insurance
company should further enhance and improve
efficiency: in the respect of productivity, most life
insurance companies continuously grow in
productivity while a small number of companies
slightly decline. The average productivity of
various life insurance companies grew in 2008-
2009 by 4.1 % with technical advancement as the
major sources of productivity changes.

Javed et al., (2010) applied non-parametric Data
Envelopment Analysis (DEA) to estimate the
efficiency of insurance companies in Pakistan over
the period 2003 to 2007. The study used gross
premiums and investment incomes as outputs
whereas, labor, business services, equity capital
and debt capital were used as input variables.
Technical efficiency, allocative efficiency and cost
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efficiency of the insurance companies were
estimated to determine the real contributors of
efficiency in the insurance industry of Pakistan.
The study found that 92.7 percent of insurance
companies were technical efficient, 81.12 percent
allocative efficient and 75.44 percent cost efficient.
Moreover, the study has also found that allocative
and cost efficiencies are improved from 2003 to
2005 but significantly decreased in 2006 whereas;
technical efficiency is increased over the study
period.

Mathur&Paul (2014)studied the efficiency of non
life insurance companies operating in India. For
this purpose 20 non life insurance companies were
selected for the financial year period 2012-13. Data
envelopment analysis (DEA) technique was
applied to assess the efficiency scores of the
insurers. OLS regression methodwas used in
conjunction with financial ratios to ascertain the
exposure they have on the overall technical
efficiency (OTE) of the insurers. The results
showed directional impact the ratios have on the
technical efficiency of the insurers.

Jaiyeoba et. al., (2015) investigated the performance
of Nigerian general insurance companies using Data
Envelopment Analysis (DEA). The study used ten
companies  for  the  period  of  five  years  from  2008
to  2012.  The input  employed  were  commission
expenses  and  management  expenses,  while
premium  and investment income were used as the
output. DEA  was  the  main  methodology  used  in
analyzing  the  data  of  this study while ratio analysis
(liquid asset to total asset, total  equity to total asset
and return on asset) was also used in addition to the
DEA. The overall result of the Total Factor
Productivity (TFP) shows that  Nigerian  insurance
industry  is  less  efficient  and  this  is  caused  by
low  level  of  Technical   efficiency (EF)  change
including  Technological  change  (TECH);  this  is
also  confirmed  by  the  result  of  Latent Growth
Curve  Modeling  (LGCM)  which  reveals  that  their
efficiency over  the  period  was declining.

Wasseja  et. a., (2015)  examined the efficiency of
the life insurance sector in Kenya because an
efficient life insurance industry is critical to propel

management of risk, promote long-term savings
and serve as a conduit to channel funds from
policyholders to investment opportunities.
Thestudy considered variable like size , the age of
the insurance company. The efficiency over time
has been declining for the period of this study. The
average level of efficiency has declined from 0.582
in 2004 to 0.499 in 2009. The results from the
Mann- Whitney test indicate that this decline is
statistically significant. The life insurance sector’s
efficiency has thus deteriorated over the study
period. The regression analysis of the external
factors on efficiency scores using the bootstrapping
procedure sheds some light on the possible drivers
of efficiency in the life insurance sector. The size
of the insurer and stock exchange listing positively
and significantly influence the technical efficiency
of life insurance firms. Specialization in life
insuranceand not offering composite insurance
negatively affects the insurer efficiency.

Ertugrul, Irfan, et al(2016) analyzed underwriting
performance of 12 non- life insurance company
operating in Turkey Efficiency analysis were made
by using models of  CCR and BCC with utilizing
EMS program. Thus, according to both efficient and
inefficient companies were determined. In addition
scale efficiencies of insurance companies which were
evaluated were also examined. Two variables written
premiums and the number of policies were taken as
inputs, whereas losses paid and insurance technical
provisions were taken as outputs. 5 years (2010-2014)
data was collected from financial reports of
companies.The study reveals that number of efficient
insurance companies increased over the period.

Ghimire (2016) carried out the study on efficiency
of 8 Nepalese life insurance companies for the
period of 2009-2014 using DEA. The study used
assets, claim expenses and other expenses are input
variables while gross premium, investment income
and other income are as outputs. The efficiency
has been measured by both CCR and BCC output
oriented models. The study revealed that average
technical efficiency score was 99.77 % indicating
insurance companies were more efficient. The
number of efficient insurance companies and the
average efficiency for the insurance sector is higher
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in BBC model than in the CCR. This indicates that
the main source of inefficiency is due to scale
inefficiencies.

3. METHODOLOGY
The study employed descriptive cum causal
correlation research design. Population survey
technique has been employed as a sampling
technique. Out of 17 non life insurance companies,
16 companies were selected while in case of life
out of 9 life insurance company, 8 have been
selected for the study. One company Rastriya
Beema company (non life) and Rastirya Beema
Sansthan (life) has not been included due to
unaudited financial data during the period. The
study used 8 years panel data, 64 firm years
observation for life and 128 firm year observations
for non life from 2007/08 to 2014/15 leading to
192 firm years’ observations. Efficiency has been
calculated using non-parametric approach DEA
while Starta 12 has been used to see the causal
relationship of independent variables to dependent
variable under the study.

3.1 Model specifications
The study follows the model use by Maudos (1998)
to test the efficient structure hypothesesversus
collusion hypothesis. The model is applied for both
life and non life insurance companies.

…….1 (i)

 is the measure of insurance’s performance Return
on Assets (ROA) and Return on equity (ROE).
Return on assets as measured by net income to
total assets. EFF is the direct efficiency (i.e.
technical efficiency) measures using DEA
technique1. MS is the market share measured in
terms of gross premium collection (MS), CON is
the concentration measured in terms of three
largest firms’ total market share (CR3) and
Herfindahl-/Hirshman index (HHI)on the basis of
premium collection.Two control variables size as
measured by log of total assets and firm’sage is
considered for the analysis.

The equation (1) can be tested using the different
explanatory hypotheses of the performance.

Pure collusion Hypothesis (2)

> 0,  = 0,  = 0

Structure conduct performance hypothesis (3)

> 0, > 0,  = 0

Efficient structure hypothesis (4)

 = 0,  = 0, > 0

Modified efficient structure hypothesis (5)

 = 0, > 0, > 0

Hybrid collusion/efficiency hypothesis (6)

> 0,  = 0, > 0

Equation (2) is pure collusion hypothesis which
states that firms earn profit due to monopoly but
not because of efficiency on the other hand
efficient structure hypothesis equation(3)
contradict with pure collusion hypothesis.
Equation (4) is the efficient structure hypothesis
assume only those firm earn profit that are efficient
while modified efficient structure (5) assume that
discrepancy in performance is explained by both
the efficiency of the firm and market power in
terms of product differentiations (Maudos, 1998).
The last equation (6) is the hybrid collusion/
efficiency hypothesis assumes that concentration
affects profitability as a result of market power.
This hypothesis affirms that most efficient firms
are more profitable with the residual effect of
market share being held negligible (Maudos,
1998).

3.2 Measurement of Variables
In order to measure the profitability return on
assets and return on equity have been used
(Molyneux, 1992). Nsambu (2015) net income to
total assets for ROA while Ali (2011) used  the
net income over total common stock equity to
measure return  on  equity  (ROE)  as  the  proxy
measure  of  profitability.  ROE  is  not  only
determines  the  profitability  but  also  reflects
the  extent  of  effectiveness  of  the  management
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use  of  shareholders’  investments (Ramadan,
Kilani and Kaddumi, 2011).

Goldberg & Rai (1996), Park & Weber (2006),
Seelanatha (2010) are some of the literature used
in measuring bank’s efficiency and same has been
applied in insurance sector efficiency in Nepalese
insurance sector. Efficiency has been calculated
with three variable investment, agent commission
and technical reserve as inputs while two variables
investment income and gross premium as outputs
using DEA 2.1. Three efficiency score, technical
efficiency which is output oriented (constant return
to scale), pure technical efficiency based on input
oriented (Variable return to scale) and scale
efficiency are considered for efficiency analysis
while only technical efficiency has been
considered for causal relationship using Starta 11.

Control variables firm age and size also included
as the explanatory variables to see the influence.
These explanatory variables are included to see
the effects in profits. Majumdar (1997) investigates
the impacts that sizeandage of firmshaveonfirm-
level productivity and profitability in India and
found that olderfirms are found to be more
productive and less profitable, whereas the
largerfirmsare, conversely, found to be more
profitable and less productive.

4. RESULTS AND DISCUSSION
This section presents the findings of the empirical
analysis. First, it describes descriptive statistics

followed by correlation coefficients of variables
used in the study and the section presents
regression results.

4.1 Descriptive statistics
Table 1 presents the descriptive statistics of the
variables used in the study. Profitability has been
measured by ROA and ROE. For the measurement
of the efficiency three variables investment,
commission and technical reserve are considered
while gross premium and investment income are
considered as outputs. Efficiency has been
calculated using DEA 2.1 software. Mean score
of efficiency (technical, pure technical and scale)
along with market share and market concentration
as measure by HHI and CR3 on the basis of
premium collected along with two controls
variable size and firm’s mean age and and standard
deviation has been listed below. The standard
deviation shows the variable of the data. Small
standard deviation indicate less variation while
large standard deviation recorded highly variable.

The results depicts that average return of assets is
2.32 percent, ROE 16.022 percent, MSS 12.5
percent, HHI 20.1 percent. Average technical, pure
and scale efficiency seems to have satisfactory
explaining more than 96 percent. Concentration
ratios of large three firm ranges from 60.9 percent
to 72.0percent leading to 67.1percent indicating
majority of market has been occupied by large
three firms.
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In terms of non life average return of assets and
return on equity is 4.92 percent and 22.11
respectively.  Average market share is 35.1 percent.
Average technical efficiency is 84.1 percent while
96 percent. Pure and scale efficiency is more than

90 percent. Concentration ratio ranges from
minimum 27.2 percent to 30.2 percent leading to
31.3 percent on an average. The result is presented
in table 1 (B)

From the above discussion, market share and
concentration of Life Insurance Company is more
than a double than that of non life insurance
company. The mean efficiency score of Life
Insurance Company is also relatively higher
indicating Nepalese non life insurance companies
are less efficient in terms of utilization of
resources.

4.2 Correlation Analysis
Correlation coefficient shows the relationship
between two variables. In case of life insurance

company independent variables like MSS, CR3
and efficiency has been found to be positive in
ROA where as HHI, assets and firm age is found
to be negatively correlated with ROA. In terms of
ROE only HHI is found to be negative while all
others a variable is found to be positively related.
The highest correlation is observed between MSS
and CR3 which is 0.791 and less than 0.80 so there
sis no problem of multicollenarity.
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In case of non life insurance companyall
independent variables MSS, HHI, CR3, EFF1, and
Assets are found to be positive with ROA while
all other independent variables except

concentration ratios be negatively related with
ROE. The high correlation (0.694) is observed
between ROA and ROE which is less 0.80
indicating there is no problems of multicollinearity.

4.3Firm-wise Average Technical Efficiency
score on CCR and BCC models
The relative mean efficiency score of eight life
insurance company indicates that Met life is most
efficient life insurance company over the period
in-terms of CCR model results followed by Nepal
life and National life while Nepal life insurance
and Met life and Surya life insurance companies
are found to be most efficient under BCC model
as their efficiency score is 1. Similarly, Met life,

Nepal life and National life are the top three
companies that are found to be efficient under scale
efficiency. The over all efficiency indicates Met
life is the most efficient insurance company while
prime life is least efficient one. The average
efficiency is 96.4 percent in terms of technical
efficiency, 98.7 percent in pure technical and 97.6
percent in scale efficiency.  The result is presented
in table below 3 (A).
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The relative mean efficiency score of sixteen non
life insurance company indicates that Shikhar
insurance company is most efficient over the
period in-terms of CCR model followed by
Himalayan General Insurance and Prabhvu
insurance. In terms of BCC model Shikhar
Insurance, NB insurance and Oreitnal are found
to be most efficient. Similarly Shikhar Insurance,
Himalayan general insurance andPrabhvu

insurance again found to be top three companies
that are efficient under scale efficiency. The over
all efficiency indicates Shikhar insurance is the
most efficient insurance company while Lumbini
General Insuranceis least efficient one. The
average efficiency is 84.1 percent in terms of
technical efficiency, 92.3percent in pure technical
and 91.1 percent in scale efficiency.
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4.4 Year-wise Average Technical Efficiency
score on CCR and BCC models over the periods

In case of life insurance Company, the average
efficiency score of CCR and BCC model over the
period of 8 years (2007.08-2014.15). Technical
efficiency and scale efficiency score indicates that
efficiency of the firms has been gradually increased

over the period. Nepalese insurance companies
were most efficient in the year 2010.11. In terms
of technical efficiency firms were found to be
consistency over the period. In terms of technical
efficiency 96.4 percent firm were efficient, 98.7
percent in pure technical and 97.6 percent in scale
efficiency.

In case of non life insurance company, the average
efficiency score of CCR and BCC model over the
period of 8 years (2007.08-2014.15). Technical
efficiency and scale efficiency score indicates that
there is no consistency in efficiency of the firms
over the period. Nepalese insurance companies

were most efficient (96.2 percent) in the year
2010.11. The average technical efficiency over the
period is found to be 0.714 percent firm were
efficient, 81.0 percent in pure technical and 80.1
percent in scale efficiency.

4.5 Empirical Results
Multicollinearity test and heterosedasticity test has
been performed to ensure absence of
multicollinearity and no heterosedascity problem
before running of Ordinary least square (OLS)
equation. As correlation table indicating high

correlation is found to be 0.694 and 0.791 which
is less than 0.80 and Breusch-Pagan / Cook-
Weisberg test for heteroskedasticity test Chi square
value for both models in ROA 13.990(0.000),
11.100(0.001) and in ROE 17.760(0.000), 14.1810
(0.000) in case of life, ROA 8.274 (0.004),



234

6.320(0.012) and in ROE 14.500(0.001),
11.470(0.001) in case of non life are found to be
significant indicating problem of heterosedasticity.
Presence of heteroscedasticity, the variance of OLS
estimator’s produces unbiased results (Gujarati,
2004). Thus the inbuilt Problem of
heterosedasticity test in Starta 12 (Breusch-Pagan/
Cook-Weisberg test) has been presented corrected
t values are presented Table 5(A) and 5(B).

Estimated relationship between market
structure and efficient structure on firm
performance of Nepalese life insurance
companies
The ordinary least square (OLS) regression
equation (1) is run to test the the the market
structure or efficiency explains the profitability of
Nepalese non life insurance companies. The results
are presented in table below.

Table 5(A) : OLS estimates for structure
performance relation (Life)

This table presents the OLS regression result of
structure performance relationship for the 8
sample life insurance company from 2007.08 to
2014.15 with 64 firm year’s observation to test
the structure versus efficiency in Nepalese life
Insurance.

……. (i)

Where,  is the dependent variable as measured
by ROA. And ROE.Efficiency score has been
calculated by using three inputs variable as
investment, commission and technical reserve
while gross premium and investment income are
considered as outputs using DEA 2.1. MS is the
market share and concentration ratio has been
calculated in terms of HHI and CR3 of three largest
firms in respective year based on gross premium
receive. Firm’s total assets (log of assets) and age
are considered as control variables. Figures in the
parenthesis are heteroskedasticity corrected t-values
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The estimated coefficient of market share is found
to be positive and statistically difference from zero
in model 1 indicating market share have
significance in explaining earning however it is
not found to be significant in all other models.  HHI
is found to be negative and significant, which is
not as per priori hypothesis. Market concentration
in terms of large three firms and efficiency
variables is found to be positive and significant at
10 percent level in ROA but not found significant
with ROE. Thus the result strongly indicates the
acceptance of hybrid collusion/efficiency
hypothesis in determining profitability in terms of
ROA.  This further affirms that most efficient firms
are more profitable, with the residual effect of
market share being held negligible (Maudos,
1998).  This indicates that firm with high
efficiency, thus, enables them to increase
monopoly in the market and reap higher level of
earnings. In the case of control variable, size is
found to be negativeand significant at 5 percent
level in model one only. From the above
discussion, it can be concluded that there is a
significant affect of EFS hypotheses on firm
profitability among Nepalese life insurance
companies. This result is consistent withprevious
studies Berger and Handan (1989) Park and Weber
(2006), Seelanatha (2010) and Mensi and Zouari
(2011).

Estimated relationship between market
structure and efficient structure on firm
performance of Nepalese Non life insurance
companies
The ordinary least square (OLS) regression
equation (1) is run to test the the the market
structure or efficiency explains the profitability of
Nepalese non life insurance companies. Model 1
is run with the consideration of HHI where as
model 2 with CR3 on ROA. The beta coefficient
of market share is found to be positive and
significant. HHI is found to be positive but not
significant.  Concentration ratio of large three firms
is found to be positive and significant as it’s beta
coefficient is statistically zero indicating higher
the concentration higher would be firm
performance. This provides the evidence in support

with structure conduct performance
hypothesis.The result is consistent with previous
study Goldberg et. al., (1996) and  Berger and
Hannan, (1998).  Regarding, the control variables
size has a positive influence where as age of the
firm has a negative influence on the, performance
of the firm. It indicates that larger sized younger
firms have higher concentration and market share
and earning higher profit in terms of ROA.
Efficiency variable found to be positive which is
as per the prior sing but not significant indicating
rejection of efficient hypothesis.Control variables
size has a positive and significant influence. It
indicates that larger sized firms have higher
concentration and market share and earning higher
profit in terms of ROA. Therefore, the positive
impact of market share along with concentration
is in favor of structure conduct performance
hypothesis. This indicates that market power is the
major reason that Nepalese non life insurance
companies are earning their profits in terms of
ROA. The result is presented in table below.

Table 5(B) : OLS estimates for structure
performance relation (Non Life)

This table presents the OLS regression result of
structure performance relationship for the 8
sample non life insurance company from
2007.08 to 2014.15 with 128 firm year ’s
observation to test the structure versus
efficiency in Nepalese life Insurance companies.
The equation is given by

……. (i)

Where,  is the dependent variable as measured
by ROA. And ROE .Efficiency score has been
calculated by using three inputs variable as
investment, commission and technical reserve
while gross premium and investment income are
considered as outputs using DEA 2.1. MS is the
market share and concentration ratio has been
calculated in terms of HHI and CR3 of three largest
firms in respective year based on gross premium
receive. Firm’s total assets (log of assets) and age
are considered as control variables. Figures in the
parenthesis are heteroskedasticity corrected t-values
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5. SUMMARY AND CONCLUSION
This paper has examined the structural and
performance of Nepaleseinsurance companies.
The study purposed five hypotheses as pure
collusion, efficient to be tested used by Berger and
Hannan (1997). The study employed descriptive
cum causal relation research design to test the
hypothesis. Eight life insurance and sixteen non
life insurance companies have been taken as a
sample using population surveytechnique.  The
study used secondary data for 8 years (2007.08-
20014.15) with 64 life’s firm year observation and
128 non life’s firm year’s observation leading to
192 firm year observations. Three variables
investment, technical reserve and commission are
considered as inputs variables while investment
income and gross premium considered as outputs.
Descriptive cum casual correlational and
regression analysis method are used for the
analysis. Data envelopment analysis (DEA) 2.1is
used to calculate efficiency score and Starta 12
for casual relationship.

Market share and concentration ratio of life
insurance company is double than that of non life
insurance company. The mean efficiency score of
Nepalese Life Insurance Company is also
relatively higher indicating Nepalese life insurance
companies are quite efficient in terms of utilization

of resources than non life. Market concentration
and efficiency variables are found to be positive
indicating that life insurance companies are
generating profitability through effective
utilization of resources which enabling them to
increase monopoly power. Thus, results strongly
support the hybrid efficiency hypothesis. The
study also concludes firm with low assetshave the
high. In case of non life, positive impact of market
share along with concentration is in favor of
structure conduct performance hypothesis. Further,
control variables  total assets has  a positive
significant impact  in determining earning however
efficiency is not found to be significant indicating
Nepalese non life insurance companies are not
efficient in terms of generating their profit. Thus,
the study concludes Nepalese life insurance
companies are more efficient and has high market
concentration as compare to non life insurance
companies.

5.1 Policy Implications of findings
The study addressed the contemporary issue on
insurance market efficiency and concentration. The
study basically aims to test the market structure
versus efficient structure in Nepalese insurance
companies. The result showedfound Nepalese life
insurance firms are efficient and have high
concentrationin the market which helps them to
earn profit this is due to reduction in unnecessary
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overhead cost and at the same time increase
monopoly in the market. Monopoly in the free
market economy at present market is not
acceptable so one way is to overcome is policy
reformation. The policy maker need to strongly
supervise and vigilance to those low concentrating
firms and find out the causes. Further, low
investment income, high surrender value, low
retention, low persistence level may also result into
low market coverage even though there is a growth
in premium. The other way is to allowing entry of
new well equipped technically and finally sound
life insurance companies that will provide strong
competition in the market.

In case of non life insurance companies efficiency
variable is not found to be determining variable in
profitability. The reason behind might be high
commission expenses, high technical reserve and
traditional investment schemes. The other reason
may be increase in management expenses and
management inefficiency (CEO’s and staffs),
direct interference from board, independent
director or bot. So the policy maker should identify
the exact causes behind and reform the policy so
as to enhance the efficiency of non life insurance
companies.

Future scope
The study is limited with only three input variable
as investment, agent commission, technical reserve
and two outputs investment income and premium
so further research can be carried out other with
other variables like management expenses, number
of policies, reinsurance premium, claim, labor
expenses, total income, total expenses number of
branches, The study can explore with other
variable as earning per share, net income as
dependent variables.
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ABSTRACT

India is one of the developing nations of Asian region which has got a large number of healthcare
institutions and home grown social entrepreneurs. Advanced information and communication technologies
are expanded all over the country considerably. Most of the public and private health service providers
have introduced ICTs and improved the delivery system over a period of time in India.

The role of ICT in India has been a subject of debate, discussion and research. The role of ICT in the
management of healthcare sector in India has not been adequately and systematically evaluated by the
researchers. There is growing social entrepreneurs who are looking at health services as a challenge
and its service delivery system. There are many numbers of services and technologies being used in this
sector with the help of ICT. In this context the present study examines the awareness, perceptions,
effectiveness, challenges and innovative methodologies in health services delivery system.

INTRODUCTION

Information and Communication Technology has
seen a remarkable growth in the past decade across
the globe. The integration of ICT in everyday life
has been fuelled by technological advances,
economic investment, social and cultural changes.
As information and communication technology
evolves in the health care industry, the scope of
information sharing is expanding beyond the walls
of individual institutions. Based on the most recent
research and international observations, a new
paradigm has been identified including various
new concepts, frameworks and theories for
reengineering education.

ICT can bring huge benefits to healthcare delivery
by improving access, bringing efficiency, widening
reach and reducing cost. While governments
worldwide are spending huge financial resources
on improving public health systems, some
researchers argue that the mere application of
funding will not solve many of the problems in e-
government services and more particularly in
public health. Instead, suggested is a model of co-

creation of services targeted to meet the specific
needs of local communities which will require
service designers to innovate and work with
multiple stakeholders including the local
communities themselves. This requires giving
patients and local communities the voice to
participate in service design by suitably equipping
them with the skills and tools necessary for
effective participation.

Review of Literature
Bhattacharya et. al (2010)1, states that the
innovative health service delivery models have
been developed with the novel approaches from
social enterprises to increase the quality of
healthcare services, affordability and availability.

As per recommendations from the Institute of
Medicine, in 21st century, healthcare services will
see significant improvements and new approaches
to environmental health. Tang et. al (2005)2

provided the context in its 1986 Ottawa Charter
for Health Promotion, the World Health
Organization directed policy makers in all sectors
to “be aware of the health consequences of their
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decisions and to accept their responsibilities for
health”.

Ashoka, (Drayton, 2006)3 the Innovators for the
Public started bringing the ideas of change in the
public issues and those termed as “social
entrepreneurs” globally.

Arlington analyzed the opportunity of business
impact, corporate and community leaders in
meeting their social goals and commitment to the
society. Public service delivery is the main
component of social well-being and stimulates
economic development in rural areas.

The proceedings of OECD rural policy conference
(2008)5, mentioned about effective “one size fits
all” approaches doesn’t exist. The lessons learnt
on what works and what doesn’t from service
delivery mechanisms is shared internationally.
Much of the attention concerning the provision of
health care to the poor has centered on the public
sector. It is taken as understood that health care is
a basic service, essential in the fight against
poverty. The poor are the most vulnerable to further
impoverishment if faced with high costs from
illness or family death. being, human capital
development and rural economic growth
stimulation. The economic growth and health
services can be improved and streamlined through
social entrepreneurial venture. There is always a
constant flow of information needed in public
health innovation. Technology intervention is
required to improve in information generation and
analysis of collected information. The synthesized
information is collected for optimal benefits. There
is a shift in focus from disease prevention to health
promotion in public health. There is always a
bigger challenge in public health with lot of
political intervention and differing environments
among the different stakeholders.

Need for the Study
ICT is no longer being used simply as a means for
automating processes in modern healthcare
services. Instead ICT is being used as a
revolutionary means of delivering services to
people. The adoption of ICT in the healthcare

sector has brought about several benefits namely,
greater productivity, profitability, efficiency, faster
service, customer satisfaction, customer
convenience, operational flexibility, 24x7
operations, space and cost savings. Many
innovative application of ICT in healthcare sector
has bridged the communication gap between the
patients, doctors and various stakeholders. This
can be achieved through by creating a wealth
opportunities with the help of social entrepreneurs.

Statement of the Problem
In the present times, most of the developing
countries have realized the importance of ICT in
health services and have started the shifting from
traditional methods into modern usage of IT
gadgets in delivery of healthcare services.
Consequently, most of these countries have
achieved remarkable success in the application of
ICT and improving the delivery system. Public
access to the health services through ICT has
increased the end consumers over a period of time.
The big challenge for public health is to bring
together all appropriate information and to apply
it appropriately. In this context the present study
examines the awareness, perceptions,
effectiveness, challenges and innovative
methodologies in health services delivery system.

There are some questions by which the present
investigation will pursue a way to answer them.
For example:

1. Is the scale of ICT acceptability differing
in public health centers? If yes, what is the
best way to increase the scale of ICT
acceptability?

a. Challenges in acceptance of ICT
based applications in health centers

2. Does it matter the need and awareness of
two important items in the application of
ICT in health institutions?

a. Challenges in creating the need and
building the awareness of ICT
among healthcare professionals
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3. Are there any difference in perceptions of
health services, ICT acceptance and
efficiency in the public sector and private
sector of healthcare industry?

4. How to leverage innovative social
entrepreneurial approaches in delivering
public healthcare services?

a. Challenges in adopting the
entrepreneurial approaches in
delivering healthcare services.

5. Can we say that the use of the latest tools
of ICT causes the improvement of
healthcare service delivery system?

a. Challenges in usage of ICT based
tools in the improvement of
healthcare service delivery system.

6. There are many government schemes and
policies exist, are they being leveraged
properly across the state?

a. Challenges in implementation of
government schemes and policies.

7. What’s the level of awareness of public
health service delivery among IT
professionals?

a. Challenges in building the
awareness of public health service
delivery among IT professionals.

Objectives of the Study
The objectives of this study are framed on the
extensive literature survey on ICT acceptability,
efficiency, effectiveness and need of the
technologies conducted by the experts in the field
of healthcare sector in general and public health
in particular as well as healthcare professionals.
The particular objectives of this study are as
follows:

1. To examine the acceptance, efficiency and
effective usage of ICT applications in
public healthcare service delivery systems.

2. To understand the level of appreciation
about technologies amongst healthcare
professionals.

3. To find out the IT awareness of the
healthcare professionals in the public
healthcare delivery system.

Hypotheses of the Study
Based on the extensive literature survey from
international and Indian journals, articles, books
on public health service delivery relating to the
world and India, in depth review with healthcare
and IT professionals, the following hypotheses
were formulated and put to test in order to achieve
the objectives of the study. The hypotheses framed
for the study are the following:

H1: “There is a positive relationship between
Effectiveness and level of Acceptability
in Healthcare Service Delivery”.

H2: “There is a low level of Awareness about
Technologies amongst Healthcare
Professionals on ICT based applications

H3: “There is a positive relationship between
ICT application and Effectiveness in
Healthcare Services”

Scope of the Study
An attempt has been made to study the role of ICT
in the management of healthcare sector in India.
There is growing social entrepreneurs who are
looking at health services as a challenge and its
service delivery system. The present study will
approach the problem through a systematic survey
method which is very popular in the fields of
commerce and management. A structured and pre-
tested interview schedule will be administered to
the different stakeholders of health services. This
study focuses on the opinion of respondent’s
awareness, acceptability, efficiency and
effectiveness of the ICT based systems in health
services. The study also attempts to analyze the
role of different stakeholders and make a
suggestion for the improvement of health service
delivery.

Research Methodology
The study examines the awareness and usefulness
of ICT based application in healthcare service
delivery.  The study relies upon both primary and
secondary data. The primary data was collected
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through structured questionnaire, discussions and
interviews with the stakeholders. The opinion of
respondents from both healthcare and IT
professionals were used to empirically test the
awareness and usefulness of ICT based application
in healthcare sector. The secondary data which is
used to explore the theoretical aspects is based on
the books, journals, internet sources and articles
on public health in ICT and its challenges.

Questionnaire: Considering the objectives and
hypothesis of the study a questionnaire was
prepared on a five point Likert scale. The
perceptions of responses were measured on the
basis of the need and awareness of the ICT based
applications in health service delivery. The items
were drawn on the basis of literature survey. In
order to gather the current information personal
interview with the field health workers were
conducted.

Sample size: Sampling techniques provides
various methods that enable us to reduce the
amount of data by considering only those data from
a sub group rather than all possible cases or
elements.

The stakeholders sample has been divided under
the following two categories

- Healthcare professionals

- IT professionals

A sample size is 60, IT professionals’ respondents
has been taken from the public health service
delivery sector. The respondents are spread across
the various health centers such as Sub Centers
(SC), Public Health Centers (PHC), Community
Health Centers (CHC), Taluka Health Office
(THO), District Health Office (DHO), Mobile
Health Clinic (MHC), Public Health Institute
(PHI), Public Private Partnership (PPP) model,
Private Clinics (PC) and also through social
entrepreneurs who are providing public health
service delivery in Karnataka. The healthcare
professional’s respondents are admin, Auxiliary
Nurse and Midwife (ANM), Health worker, Lab
technician, Nursing staff, Pharmacist and
Physician.

The IT professional’s respondents who are
working on healthcare products are being
considered across the IT companies. The IT
professional’s respondents are developer, manager,
marketer, researcher, reviewer and tester.

Survey Instrument:
Two sets of questionnaires were prepared. One is
used for recording the views of healthcare
professionals. The second questionnaire was
administered on IT professionals. The survey was
conducted over a period of ten months in 2016-
17. To facilitate the analysis and to strengthen the
arguments the secondary data has been used. The
secondary data sources include annual reports,
circulars, journal papers, and other publications
of health industry. The websites of private
companies and government agencies are also
consulted. Books and periodicals on service
delivery, and national and international reports on
ICT and public health services were also referred
wherever needed.

Statistical tools and techniques:
The data collected are put into different statistical
tools such as percentages, mean, median, standard
deviation and standard error to arrive at conclusion.
Descriptive statistical tools were used to determine
the significance. Regression analysis and Karl
Pearson’s correlation coefficient have been used
to establish the relationship between the variables
chosen. Advance analysis like SEM is employed.
The researcher has used Statistical Package for
Social Sciences (SPSS) and Analysis of Moments
of Structures (AMOS) to analyze and interpret the
data.

There was an in-depth analysis on service delivery
in public health services based on the opinions of
the healthcare professionals. However, this chapter
deals with the results of different experiments
conducted to investigate the effect of IT
professional’s viz., Demographics of IT
professionals, descriptive statistics, reliability test
(statistics). The IT professional acceptance,
reliability and efficiency were presented by
different statistical test models.
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Descriptive statistics
Descriptive Statistics of Need of different
parameters pertaining to IT Professionals:
The Table 1 shows that the need of the different
IT professionals pertaining to different parameters.
The security achieved the highest mean score of
3.93. This is followed by ‘Easily accessible’ and

‘Understand healthcare technologies’ which
achieved mean scores of 3.52 and 3.47,
respectively. While ‘Develop health management
systems’ and ‘Develop algorithms for diagnosis’
achieved mean scores of 3.40 and 3.17,
respectively, the same achieved by ‘Easier
information retrieval’ was 3.15.

Reliability test

Reliability Statistics of different parameters
pertaining to IT Professionals:
Cronbach’s alpha is a coefficient of reliability. It
is commonly used as a measure of the internal

consistency or reliability of a psychometric test
score. An analysis of the reliability test of need,
awareness, acceptability, efficiency and
effectiveness are given in Table 2



244

1 Need: Need parameters have excellent internal
consistency (considering the thumb rule of á
e” 0.9 for excellent level of consistency).

2 Awareness: Awareness parameters have good
internal consistency (considering the thumb
rule of 0.7 d” á < 0.9 for good level of
consistency).

An analysis of the table 3 brings out that:
3 Develop algorithms for diagnosis: With

‘Evaluate diagnostic reports’, it has positive
and significant (at 1% correlation). With
‘Review healthcare products’, it has negative
and significant (at 1% level) correlation.

4 Easier information retrieval: With ‘Test lab
products’, and ‘Evaluate diagnostic reports’,
it has positive and significant (at 1% level)
correlations. With ‘Compare market analysis’,
it has positive and significant (at 5% level)
correlation. With ‘Coding done in scripting/

web based applications’, it has negative and
significant (at 1% level) correlation.

5 Easily accessible: With ‘Build online
applications’, it has positive and significant (at
5% level). With ‘Review healthcare products’,
it has negative and significant (at 1% level).

Correlations
Effect of Correlation Analysis for Need and
Awareness:

The table 3 shows the correlation analysis for need
and awareness.

Need: With ‘Evaluate diagnostic reports’, it has
positive and significant (at 1% level). With
‘Review healthcare products’, it has negative and
significant (at 1% level) correlation while with
‘Coding done in scripting/web based applications’,
it has negative and significant (at 5% level)
correlation.
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1. Develop health management systems: With
‘Coding done in scripting/web based
applications’ and ‘Awareness’, it has negative
and significant (at 5% level). With ‘Test lab
products’, it has positive and significant (at 5%
level).

2. Understand healthcare technologies: With
‘Build online applications’, it has positive and
significant (at 5% level) correlation.

Conclusion
In recent years the healthcare sector in India is
undergoing drastic changes. On account of severe
competition from the private sector, the public
sector in under severe stress and strain to perform
better. The only way out to fight this change is to
improve the service delivery. This will go a long
way not only in developing the business but also
in customer retention and checking the erosion
market share of public sector healthcare provider.
In this context, this study spells out the public
health service delivery research has opened up lot
of opportunities in improving the service delivery
management system. Efficiency and effectiveness
are the other two dimensions of ICT have been
analyzed through this study and healthcare
professional’s perceptions were strong in accepting
this. IT professionals are trying very hard to build
awareness and analyze the data being leveraged
in public health service delivery. Social
entrepreneurial ventures being setup based on
public health service delivery management.
Among the various ICT service delivery
dimensions in public healthcare sector,

acceptability, efficiency and effectiveness play
crucial roles, but awareness of technologies get
least priority.
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ABSTRACT
Insurance sector in India is one of the booming sectors of the economy and growing at a very speedy
rate. The insurance is primarily a social device adopted by civilized society for mitigating the incidence
of loss of income to families by unforeseen contingencies. The impact of privatization in life insurance
business in India has showed tremendous transformation from monopoly business to a vibrant sector
with mushrooming companies promoting wide range of policies and increasing customer penetration
rate. Creative practices in marketing and innovative policies have changed the entire dimensions of the
life insurance sector.  It is time for a quick introspection. The global insurance industry is growing in
unison. Most of the countries insurance industries are undergoing globalization at a rapid pace. Mergers
and acquisitions are an everyday feature in the industry. India is poised to experience major changes in
its insurance markets. Insurers will operate in an increasingly deregulated and liberalized environment.
The growth in the life insurance sector has showed new heights and the executions of the private companies
have given tough competition to the Life Insurance Corporation of India (LIC). The entire sector has
started to show significant changes right from increasing insurance penetration to changing the customer
mindset about the life insurance. However, in spite of the liberalization, LIC will continue to maintain
their dominant position in the market, at least in the foreseeable future.

The present study is an attempt to bring out the evolution and advancement of private sector in life
insurance business, challenges and competition ahead for future scenario of life insurance sector.

Key words: Life Insurance, Globalization, Privatization, Liberalization,  GATT, GST.

INTRODUCTION
Insurance sector in India is one of the booming
sectors of the economy and growing at a very
speedy rate. The global insurance industry is facing
myriad challenges. Coming to the Indian Scenario
the benefits of liberalization and a competitive
environment are at last hitting the market. While
the leaders in the respective classes continued to
lead by a wide margin, the battle lines are being
redrawn.

The Indian life Insurance Industry has its own
origin and history. Since its inception, it has passed
through many obstacles, hindrances to attain its
present status. The income earning capacity of an
individual citizen of a nation and eagerness and

awareness of the general public are the two
determinants of the growth of any insurance
Industry. Unless the strengths of insurance are fully
understood in their right perspective, it would be
naïve to believe that we have made any headway
in the development of insurance sector in India.
The success of Life Insurance Companies in this
milieu is crucial in stabilizing and catalyzing
growth in the economy.

The insurance is primarily a social device adopted
by civilized society for mitigating the incidence
of loss of income to families by unforeseen
contingencies. The impact of privatization in life
insurance business in India has showed
tremendous transformation from monopoly
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business to a vibrant sector with mushrooming
companies promoting wide range of policies and
increasing customer penetration rate. Creative
practices in marketing and innovative policies have
changed the entire dimensions of the life insurance
sector.  It is time for a quick introspection. The
global insurance industry is growing in unison.
Most of the countries insurance industries are
undergoing globalization at a rapid pace. Mergers
and acquisitions are an everyday feature in the
industry. India is poised to experience major
changes in its insurance markets. Insurers will
operate in an increasingly deregulated and
liberalized environment.

  The present study is an attempt to bring out the
evolution and advancement of private sector in life
insurance business, challenges and competition
ahead for future scenario of life insurance sector.

I. OBJECTIVES:
1. To study the overall performance of Life

Insurance Corporation of India pre and post
LPG era.

2. To analyze the current status of global
Insurance Markets, Indian insurance in
global scenario.

3. To examine the current status, volume of
competition and challenges faced by LIC
of India.

4. To provide suggestions to improve the
performance of life insurance business in
India.

Research Methodology:

The research design has been formed for this
research article is descriptive research design. The
nature of data which is collected and used for this
research article is secondary. The relevant data are
collected from secondary sources as books,
journals, Annual Reports of LIC and IRDA
publications.

Review of Literature:
While earlier studies on Life insurance sector
mainly focused upon LIC, it was only after reforms
in this sector that certain studies covering private

players have taken place. Among early studies
important are:

Arora (2002) highlighted that LIC was likely to
face tough competition from private insurers
having large establishment network and their
trained intermediaries throughout India. Verma
(2003) analyzed the various types of products
offered by public sector giant and the new global
players in private sector. Kumar and Taneja (2004)
highlighted the opportunities and challenges before
the insurance industry in India due to liberalization,
globalization and privatization. Jain (2004)
revealed “Waves of liberalization have done
wonders to raise the Insurance occupation to the
status of a career with a bright future. The average
mindset, particularly of younger generation in
India is very amenable to these changes in
insurance, which is as an avenue where
exhilarating opportunities are opened up in
changed environment.”

GLOBAL INSURANCE MARKETS:
As per the World Insurance Report, published by
the reinsurance major, “Swiss Re”, the global life
insurance premium in real term grew by 2.3 per
cent in 2012 to USD 2621 billion after a
contraction of 3.3 percent in 2011, mainly driven
by the emerging markets. As per the Report,
growth in life insurance will remain sluggish in
2013 due to weak economic growth in advanced
countries. But the Advanced Asian countries will
perform better and there would be steady growth,
in life insurance in these economies. Emerging
market premium growth is expected to accelerate
in 2013 supported by India and China. The Report
also mentioned the global shifts taking place in
the insurance market. Over the last fifty years share
of premium shifted away from Europe and Anglo
Sexon market to Asian Markets. Over the next ten
years, this shift is likely to continue and by 2023
China is expected to become the second largest
insurance market after  USA.

Insurance Penetration and Density:
The potential and performance of the insurance
sector is universally assessed with reference to two
parameters. Viz. insurance penetration and
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insurance density. These two are often used to
determine the level of development of the
Insurance sector in a country. Insurance
penetration is defined as the ratio of premium
underwritten in a given year to the Gross Domestic
Product (GDP). The insurance penetration in India,
which is surged consistently till 2009-10, has
slipped since 2010-11 on account of slowdown in
life insurance premium as compared o the growth
rate of the Indian economy. Life insurance
penetration had consistently gone up from 2.15%
in 2001 to 4.60 in 2009, before slipping to 4.40 %

in 2012, 3.40% in 2011and further slipping to 3.17
in 2012. However there was slight increase in 2015
reaching 3.44 percent compared to 3.3 percent in
2014. A similar trend in the level of density which
reached the maximum of USD 64.4 in the year
2010 from the level of USD 11.5 in 2005, the
insurance density was USD 54.7.

Insurance density is defined as the ratio of
premium underwritten in a given year to the total
population. India has reported consistent increase
in insurance density every

Fig.2: Insurance Density in selected countries 2015

Fig.1:Insurance Penetration in selected countries 2015
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year since the sector was opened up for the first
time in 2001; there was a fall in insurance density.
During 2015, the level of life insurance penetration
surged from 2.15 percent in 2001 to 4.60 percent
in 2009. Since then, it has exhibited a declining
trend. However, there was a slight increase
reaching 2.72 percent in 2015 when compared to
2.6% in 2014.

I. STATUS AND POSITION OF INDIAN LIFE
INSURANCE INDUSTRY IN THE PRE LPG
ERA:
Insurance in modern form originated in the
Mediterranean during the 13th century. The earliest
references to insurance have been found in
Babylonia, the Greeks and the Romans. Marine
insurance is the oldest form of insurance followed
by life insurance and fire insurance. Life insurance
in its modern form came to India from England in
1818 with the formation of Oriental Life Insurance
Company (OLIC) in Calcutta mainly by Europeans
to help widows of their kin.

Pioneering efforts of reformers and social workers
like Raja Ram Mohan Ray, Dwarkanath Tagore,
Ramatam Lahiri, Rustomji Cowasji and others led
to entry of Indians in Insurance business. First
Indian insurance company under the name
“Bombay Life Insurance society” started its
operation in 1870, and started covering Indian lives
at standard rates. Later, Oriental Government
Security Life Insurance Company was established
in 1874, with Sir Phirozshah Mehta as one of its
founder directors. It later emerged as a leading
Indian Insurance company under the name,
Bombay Life Assurance Society, which started its
operations in 1870.

Important milestones in the Life Insurance
business in India:
1912: The Indian Life Assurance Companies Act
enacted as the first statute to regulate the Life
insurance business.

1928: The Indian Insurance Companies Act
enacted to enable the government to collect
statistical information about both life and non-life
insurance businesses.

1938: Earlier legislation consolidated and
amended to by the Insurance Act with the objective
of protecting the interests of the insuring public.

1956: The nation under the leadership of Pundit
Jawarlal Nehru was moving towards socialistic
pattern of society with the main aim of spreading
life insurance to rural areas and to channelize huge
funds accumulated by life insurance companies
to nation building activities.245 Indian and foreign
insurers and provident societies taken over by the
Central government and nationalized.  LIC formed
by an Act of Parliament- LIC Act 1956 with a
capital contribution of Rs.5 crore from the
Government of India and started functioning from
1st September 1956.

The insurance sector in India has become a full
circle from being an open competitive market to
nationalization and back to a liberalized market
again. Tracing the developments in the Indian
insurance sector reveals the 360 degree turn
witnessed over a period of almost two centuries.
Insurance is federal subject in India. There are two
legislations that govern the sector- The Insurance
Act-1938 and the IRDA Act 1999.

Globalization of Insurance sector:
Inspite of the phenomenal progress of LIC of India,
especially in the 1980’s, the government and public
at large were not quite satisfied with it. A
committee under the chairmanship of Late
R.N.Malhotra was appointed by the government
to look into all the aspects of insurance industry
in India. The committee too opined that in its about
40 years of existence LIC had been able to insure
only 22% of the insurable population; A moot
reason may be the lack of competition. Further
monopoly has resulted in lack of sensitivity to the
policy holders and there is a greater scope for
product innovation and service improvement. The
committee recommended a number of measures
to revamp LIC of India. After a great deal of
discussion, finally Lok Sabha has enacted the
Insurance Regulatory Development Authority
(IRDA) Act 1999. In terms of the Act, the IRDA
is being set-up to regulate and develop the
insurance industry by opening it up to the private
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sector. Foreign insurance companies can enter into
the insurance sector in India only with an Indian
partner, as a joint venture, with a capital
contribution upto a maximum of 25% of the capital
in the joint venture. With the expected increase in
per capita income 6% for the next 10 years and
with the improvement in the awareness levels the
demand for insurance is expected to grow. The
introduction of private players in the industry has
added colors to the dull industry. The initiatives
taken by the private players are very competitive

and have given immense competition to the on
time monopoly of the market LIC. The new players
have improved the service quality of the insurance.
The market share was distributed among the
private players. Though LIC still holds 73.90% of
the insurance sectors the upcoming nature of these
players are enough to give more competition to
LIC in the near future.

II. IMPACT OF GLOBALISATION:

Growth of Life Insurance Companies operating in
India.

Table – 1. Life Insurance Companies operating in India as on 31.12.2016

It is evident that life insurance industry expanded
tremendously from 2000 onwards in terms of
number of offices, number of agents, new business
policies, premium income etc. The life insurance

industry recorded a premium income of
Rs.2,87,202 crore during 2012-13 as against
Rs.2,87,072 crore in the previous financial year,
registering a growth of 0.05 per cent. While private
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sector insurers posted 7.38 per cent decline (4.52
percent decline in previous year) in their premium
income.LIC a state owned insurance company
recorded 2.91 growths (0.29 percent decline in
previous year) in the total premium underwritten.

Indian Insurance in the Global Scenario:
As per the World Insurance Report, the prospect
for growth in life insurance business will remain
sluggish in 2013 in the advanced markets. While
in emerging Asia, growth is expected to resume in

China and India. In life Insurance business, India
is ranked 10th among the 88 countries, for which
data are published by Swiss Re.India’s share in
global life insurance market was 2.24 per cent
during 2015, as against 2.08 per cent in
2014.However during 2015 the life insurance
premium in India (inflation adjusted) increased by
7.8% when global life insurance premium
increased by 4%. For India, the share of life
insurance business in total insurance business was
very high at 78.96 percent.
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MARKET SHARE:
The market share of private insurers in first year
premium was 29.50 in 2015-16(30.73 per cent in
2014-15). The same for LIC was 70.50 percent
(69.27 percent in 2014-15). Similarly, in renewal

premium, LIC continued to have a higher share at
73.90 percent (75.04 percent in 2014-15) when
compared to 26.10 percent (24.96 percent in 2014-
15) share of private insurers.

NEW POLICIES:
During 2015-16 life insurers issued 267.39 lakh
new policies, out of which LIC issued 205.47 lakh
policies (76.84 per cent of total policies issued)
and the private life insurers issued 61.92 lakh
policies (23.16 per cent of total new policies
issued). The private sector registered a growth of
7.92 percent with a good improvement against a
decline of 9.79 percent in 2014-15 in the number

of new policies issued against the previous year.
While LIC registered a slight growth of 1.86 per
cent with a significant improvement  (against a
decline of 41.55 percent in 2014-15) in the number
of new policies issued. Over all the industry
witnessed a 3.20 per cent growth (against the
decline of 36.61 per cent in 2014-15) in the number
of new policies issued.

EXPANSION OF OFFICES:

The decreasing trend of number of insurance
offices  which had continued until 2012-13) had

reverted from 2013-14 and there is an increase in
2015-16 at 11071 from 11033 in the previous year.
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All the above data prove that the LPG is
incorporating a positive influence on LIC of India
and its performance.

I. OPPORTUNITIES OF LIC:
Liberalization is beneficial to LIC or not? Its
impact on LIC has been studied under
opportunities and challenges.

a) Untapped Market:  Only 22 per cent of Life
Insurance market is covered. Rural and
health care insurance, which presently is
untapped, will contribute significantly to
the growth of insurance business.

b) Trusted by Customer Credibility/ Brand
Equity :  LIC has an edge over private
players in terms of trust and brand equity,
since it is the India’s trusted service brand
as per annual brand survey 2003 conducted
by the Economic Times and ORG Marg.
This can be taken as advantage by the
company.

c) Wider Agency Net work:  True, LIC has a
wide network of branches and agents.

d) Deep Rural Reach:   LIC of India can reach
rural areas by making use of available
wider agency network.

e) Spread of Risk:  LIC has the advantage of
spreading the risk over its policies, since
it is the market leader with sale of more
policies. It can therefore absorb any loss.

f) Strong Infrastructure: Internet based
business has great potential in life
insurance business in coming years due to
its convenience but it will depend on the
development of the basic infrastructure.

g) Economies of scale:  LIC of India has the
benefit of economies of scale when
compared to private players.

h) Emerging Indian Middle Class:  India
shining. With development of economy
majority of the low class people are
entering into the middle class with surplus
funds. These surpluses may motivate them
to go for life insurance policies.

Hence, LIC has to take this as opportunity to
maintain market leader position or to increase the
market share.

II. CHALLENGES OF LIC:

Because of the challenges in the entire
environment caused by globalization and
liberalization the industry is facing the following
challenges:

a) The existing insurer, LIC have created
large group of dissatisfied customers due
to the poor quality of service. Hence there
will be shift of large number of customers
from LIC to the private insurers.

b) Impact of GST on Insurance sector is to
be seen.

c) The corporate clients under group schemes
and salary saving schemes may shift their
loyalty from LIC to the private players.

d) There is a likelihood of exit of young
dynamic managers from LIC to the private
insurer, as they will get higher package of
remuneration.

e) LIC has overstaffing. The operating costs
of LIC will not be reduced. This will be a
disadvantage in the competitive market, as
the new insurers will operate with lean
office and high technology to reduce the
operating costs.

f) Reaching the consumer expectations on
par with foreign companies such as better
yield and much improved quality of service
particularly in the area of settlement of
claims, issue of new policies, transfer of
the policies and revival of policies in the
liberalized market is very difficult to LIC.

g) Intense competition from new insurers in
winning the consumers by multi
distribution channels, which will include
agents, brokers, corporate intermediaries,
bank branches, affinity groups and direct
marketing through telesales and interest.

h) Major challenges in canalizing the growth
of insurance sector are product innovation,
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distribution network, investment
management, customer service and
education.

III. RECOMMENDATIONS AND
SUGGESTIONS
Indian insurance industry needs the following to
meet the global challenges:

a) Understanding the customer better will
enable insurance companies to design
appropriate products, determine price
correctly and increase profitability.

b) For the development of the life insurance
sector, improvement in the insurance
density and insurance penetration is a must.
Hence, efforts need to be instituted for such
improvement.

c) The life insurers should conduct more
extensive market research before
introducing insurance products targeted at
specific segments of the population so that
insurance can become more meaningful
and affordable.

d) Consumer awareness campaign should be
encouraged to improve financial literacy/
insurance literacy levels by conducting
workshops, distributing leaflets,
distributing literature etc, in both urban and
rural areas.

e) An efficient CRM system, which would
eventually create sustainable competitive
advantage and build a long lasting
relationship.

f) Insurers must follow best investment
practices and must have a strong asset
management company to maximize
returns.

g) Insurers should increase the customer base
in semi urban and rural areas, which offer
a huge potential.

h) Promoting health insurance and using e-
broking to increase the business.

i) Promoting products Tele marketing and
Internet based marketing of insurance need
to be encouraged.

j) The liberalization of the Indian insurance
sector has both pros and cons. The ill
effects of liberalization on insurance
industry can be lessen by promoting
healthy competition among the life insurers
and keeping the interest of common people
above profit motive of the insurers.

IV. CONCLUSION:
India is poised to experience main changer in its
insurance markets insurer will operate in an
increasingly deregulator and liberalized
environment. However in spite of the liberalization
LIC will continue to maintain their dominant
position in the market at least in the for seeable
future. However given the enormous potential of
Indian  market, it is the for the LIC to utilize IT,
Develop Human Resource, maintain strong
relationships with intermediaries, redefine
marketing strategies, go to new innovative  capital
market solutions, likes Bonds, Equities, Funds,
Derivatives etc.,  come out with new products
better packaging  and improved customer service.
The challenges have to be converted in to
opportunities for maintaining its market leader
position.

In the present environment where change is the
order of the day it is not enough if we change
with change, but we have to change before the
change.
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ABSTRACT

Over the past three decades, Operational risk has evolved as a disastrous risk threatening the survival of
financial industry globally.  There is now a shift in treatment of this risk from being considered merely an
idiosyncratic type to a systemic risk category.  These changes have triggered a movement for determining
explicit capital allocation in banks to cover their unexpected losses arising out of such a risk category.
However, such a pursuit of achieving more safety has exposed banks to severe challenges in the form of
development of both operational risk events database and robust risk measurement systems.  Aftermath
these challenges, banks have heavily invested in information technology so that adequate proprietary
data bases of historical Operational risk events and sophisticated measurement models are developed.
At the same time, maturity and the level of disclosures about operational risk events by the financial
industry in the mature economies of the world have increased tremendously, however, such disclosures
of Operational risk events by the financial industry in India though continues to be at a nascent stage.
Due to this problem, the subject of Operational risk has caught less attention of the researches in India.
Given the difficulties of paucity of data about operational risk events, the present study using alternate
means has related print and electronic media reported operational risk events with the performance of a
select banking firm to find out if such events cause adverse effects on its market performance.  For this
purpose, a sample comprising of wide ranging operational risk events of the select banking firm have
been collected for the period 2010 -2015.  The study uses OLS regression analysis by employing single
factor and two factor methodology to investigate the effect of operational risk events on the market
performance of the selected banking firm.

Introduction

Over last three decades, financial industry across
the world has witnessed increased emphasis on
the management of operational risk.  Unlike credit
and market risk that arise due to financial
exposures, operational risk comes from the
operations of a business.  Operational risk is not a
new issue facing financial industry, however, it is
the first risk that banks must manage, even before
they disburse their first loan or execute their first
trade.  It has always been important for banks to
prevent frauds, maintain integrity of internal
controls, and reduce errors in transaction
processing, and so on.Today, Operational risk has

assumed second major risk position next to credit
risk because of the fact that most of the large and
disastrous losses in financial industry during this
time were due to it.

Over recent past, Operational risk in financial
industry has increased tremendously due to many
reasons.  First, during early nineties, a movement
with emphasis on transformation of manual
processes into automotive operations by shifting
to sophisticated and latest information technology
started in the Indian financial industry.  With these
interventions, efficient modes of banking provided
by ATM’s, POS terminals, e-banking, internet
banking, and mobile banking were introduced.
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These revolutionary inventions giving an impetus
to the volume and scale of business transactions
led to a tremendous increase in operational risk
exposure of the overall financial industry.  Second,
at the same time financial industry went through
new trends in the form of globalization and
deregulation of financial markets.  Due to these
measures, financial industry got liberty to design
and offer products that resulted in mushrooming
of new products in the markets.  Increase in the
number of products offered by financial
institutions increased the nature and complexity
of such products and thereby increase in their
associated operational risk.

Consequent to deregulation and globalization of
financial services coupled with the growing
sophistication of financial technology, activities
of banks and their profiles have become more
complex and complicated.  First, highly automated
technology and its greater use if not controlled
properly, has the potential to transform risks from
natural processing errors to systems failure risks,
as greater reliance is placed on integrated systems.
Second, emergence of e-commerce has brought
with it potential risks (e.g. internal and external
fraud and system security issues).  Third, banks
acting as very large volume services providers
create the need for consistent maintenance of high-
grade internal controls and back-up systems.
Fourth, growing dependence on outsourcing
arrangements by banks and their participation in
clearing and settlements systems though mitigates
some risks but can give rise to new kinds of risks
to banks.  Fifth, large-scale acquisitions, mergers,
de-mergers and consolidations test the viability of
new or newly integrated systems and finally, banks
engage in risk mitigation techniques (e.g.
collateral, derivative, netting arrangements and
asset securitization) to optimise their exposure to
market and credit risk, which in turn may produce
other forms of risk (e.g. legal risk ).

Due to all these developments, operational risk
exposure in the banking industry has increased
substantially kick starting a global regulatory
movement which stressed for introduction of
revised management framework to handle

operational risk exposures followed by explicit
capital charge towards operational risk.  Despite
global regulatory intervention to encourage
financial institutions for undertaking Operational
risk management in a scientific manner, much
progress has not been achieved by the industry in
India. A little headway has been made in the area
of Operational risk management by banks in India
which include maintenance of explicit capital
charge for Operational risk using gross income
based Basic Indicator Approach. The banks in
India have recently begun to invest in information
technology so that adequate proprietary data bases
of historical Operational risk events are developed.
The disclosure of Operational risk continues to be
at a nascent stage. Due to inadequate development
of operational risk thought in the banking industry
and reluctance of banks to report publicly their
operational risk events, this subject has caught less
attention of the researches in India. The lack of
sufficient data has been a stumbling block in the
path of development of sufficient research literate
in this area. Considering these difficulties, the
present study attempts to relate the print and
electronic media reported operational risk events
with the market performance of the select banking
firm. Various cross checks have been used to
ensure the authenticity of the observed operational
risk events. These cross checks include validation
of publicly observed operational loss events from
the concerned bank authorities as well as local
government vigilance agencies.  After following
these procedures, a total of 12 operational risk
events mostly in the form of external fraud and
cheating have been included in the study. The study
uses least square regression analysis by employing
single factor methodology and two factor
methodology to investigate the effect of
operational risk loss event announcements on the
market performance of the bank.  In the first
section, the study introduces the banking firm, the
second section covers review of literature followed
by third and fourth section which sets the
objectives, statement of hypothesis.  The fifth
section is about data and methodology and sixth
section covers results and discussion and finally
whole study is summarised in the conclusion.
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Overview of the Bank under study

The organisation under study known as Jammu
and Kashmir Bank (J&K Bank) is a commercial
Bank that was incorporated on October 1, 1938.
J&K Bank is the only state-government-owned
scheduled commercial bank in India.  As per its
annual report for the year 2016-17, the total
number of its branches and ATM’s stood at 865
and 1097 respectively on 31-03-2017.  Moreover,
bank registered a total of 10022 permanent
employees on its rolls as on March 31, 2017.  The
bank recognises operational risk exposure in terms
of capital allocation as the second important
regulatory risk along with three other main risk
categories that includes credit and market risk.
Operational risk has been defined by the bank as a
risk that arises from processing errors, frauds,
system disruptions, or any unanticipated event,
which can hamper the institutions ability to deliver
the promised services.  Frauds and embezzlements
being considered as major operational risks, an
explicit provision to safeguard the interest of the
bank against these has been set out with a balance
of 1.39 crores as on 31-03-2017.  Operation risk
is a pure risk category that generally leads to near
misses or financial or non-financial losses to the
incurring bank.  In India, banks unlike their
counterparts in US and other developed countries
do not follow market disclosure practice of
operational risk loss events.  This is due to two
reasons mainly.  First, high severity operational
loss incurring bank is reluctant to disclosures
apprehending that such a move could lead to a
severe detrimental effect to its market reputation.
Second, market disclosure by the banking industry
in India has not matured over time due to the lack
of regulatory interest.  The degree of market
efficiency and level of information disclosures by
the firms is generally understood to be a integral
process.  Given the non-availability of sufficient
information about operational risk loss events
faced by the banks in India, an empirical study to
evaluate the market response of announcements
of operational risk events like, frauds and robberies
etc seems almost impossible.  Alternatively, the
present study attempts to obtain accidentally
disclosed operational risk events like robberies,

frauds and financial irregularities reported by print
and electronic media to assess the impact of such
events on the market value of the loss incurring
banking firm.

Review of literature

Empirical studies on operational risk have shown
that a firm can suffer a market value decline in the
days surrounding the announcement of a large loss
that is significantly larger than the loss itself.   One
of the earliest studies dealing with this issue is that
of Commins et al. (2005) which revealed that there
is a significantly negative bank stock market
response to operational loss announcements.
Further the study reveals that the market value of
the stocks of banking firms with better growth
prospects have larger response to operational risk
announcements.  Perry and Fontneuvelle (2005)
conducted an empirical study to assess the market
reaction to operational loss announcements and
found that the market value of stocks fall one for
one with operational losses caused by the external
events, but falls by over twice the operational loss
in cases involving internal frauds.  Karpoff and
Lott (1993) analysed the reputational losses that
firms experience when they face criminal fraud
charges. By using events of this sort that occurred
over the period 1978-1987, they found that alleged
or actual corporate fraud announcements produce
statistically significant losses in the underlying
firm’s market value. Moosa and Silvapulle (2012)
argue that there is an adverse effect on stock price
and market value of the announcing bank by the
announcement of operational losses. The study
also revealed that there is no systematic relation
between losses and bank characteristics such as
size and leverage. The decline in market value
relative to the loss amount is found to be
independent of the type of the underline loss event.
Gillet et al. (2010) conducted a study on the
operational risk and reputation in the financial
industry. The results of their study show that there
is a significantnegative abnormal return at the
announcement date of the operational loss. Also,
when the operational loss is caused by internal
fraud, the loss in the market value is greater than
the operational loss amount announced.  Karpoff
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et al. (1993)conducted a study on the reputational
penalty firms bear bycommitting criminal fraud.
They concluded that on an average, alleged or
actual corporate fraud announcements of stake
holders or government correspond to an
economically and statistically significant loss in
the accused firm’s common stock market value.
Sturn  (2013) conducted a study on the operational
and reputational risk in the European banking
industry. The results of their study revealed that
the stock market prices reacts negatively to the
settlement announcement as losses are confirmed
and the loss amount is known. The cumulative
abnormal returns are negative following the date
of the initial news article and the settlement date
indicating damages to the reputation of the firm
suffering the operational loss.  Lamb (1998) argues
that stock returns were adversely affected by the
Hurricane Andrew, an externaloperational loss
event.  The author further argues that a natural
disaster may have two opposing effects in the value
of stock prices. A negative effect is hypothesised
due to the payment claims and a positive effects
may be due expectations of higher future prices.

Objectives of the Study

The present study has been undertaken to achieve
following objectives:

1. To identify and validate operational risk
events of the bank under study reported in
the print media.

2. To investigate whether operational loss event
announcements have any impact on the
market value of the Bank.

Hypothesis:

In line with the objectives, the study proposes to
test the following hypotheses:

H
0(1)

:  Announcement of occurrence of  operational
loss events do not have any significant negative
impact on the stock price of the financial institution
incurring the loss.

H
1(1)

:Announcement of occurrence of  operational
loss events have a significant negative impact on
the stock price of the financial institution incurring
the loss.

H
0(2)

:The impact on stock price due to operational
loss events does not differ depending on the event
type of the loss event.

H
1(2)

:The impact on stock price due to operational
loss events does not differ depending on the event
type of the loss event.

Data and methodology:

A total of twelve operational risk events identified
from various secondary sources (electronic and
print media) which were reported during the period
April 2009 to March 2015 have been considered
to investigate the effect of operational risk events
on the market value of the bank.  These include
wide ranging events like, fraud, robbery, fake
currency dispensation and regulatory penalty (See
Table 1).  Most of these events have occurred
within the geography of Jammu & Kashmir state
which is the domicile of  the bank under study.
Due to unavailability of sufficient operational risk
events, the study doesn’t use any threshold level
for the loss amount of operational risk events.   All
the events irrespective of whether reported loss
amount is significant or not  have been used in the
study.   Further, our objective is to investigate
market value loss of the bank due to operational
failures by linking the impact of event
announcements with the changes in market value
of its equity, we believe size of the loss is
immaterial to the consequent market  value  loss.
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To investigate the impact of sample operational
risk event announcements on the value of the given
banking firm, the study has used event study
analysis.  Event study is a popular analysis method
used to assess the impact of an event on the
performance of a firm. For example, the
announcement of a merger (a takeover), change
in management or an issue of dividend payment.
All of such events can be analysed to see how they
affect the firm’s performance and how company’s
share price reacts to such events so that financial
analysts can refer to this experience  to make better
prediction in the future about whether a similar
event will have a positive or negative influence.

In order to investigate impact of operational risk
events on the market value of the banking firm,
multiple samples of stock returns around different
events are used first to estimate expected returns,
abnormal returns and cumulative abnormal returns
and then to test the significance of impact.  The
study  uses two methods, a single factor market
model and two factor model that includes an
additional industry specific factor apart from the
market factor for analysis.   Under the single factor
model, expected return of the given banking firm
is estimated as:

, 0 1 , ,i t mk t i ter rα β ε= + +

Where 

,i ter
 is the expected stock rate of return of

the J&K bank stock on day t; ,mk tr is the actual
rate of return on S&P500 (benchmark) on day t.
α  and 

β

 are the two parameter estimates and are
determined using least square regression from a
sample of daily returns of 250 trading days prior
to the date of event window set around a given
operational risk event.   An event window is the
time frame used to investigate the impact of
operational risk event on the market value of the
equity of the firm.  We have chosen this event
window as -5 and +5 days around the date on
which a certain operational risk event has occurred/
reported.   Next, we estimate abnormal return over
various event windows using following equation:

, , ,i t i t i tar acr er= −

Where

,i tar

stands for the abnormal returns of event
i on the day t and is the difference between daily
actual returns and daily expected returns in the test
period. ,i tacr is the actual return of event i on day t
and ,i ter is the expected return on that day.
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The single factor model is in fact an over
simplification. It assumes that stocks move
together only because of co-movement with the
market. Many researchers have found that there
are influences other than the market that cause
stocks to move together. Two factor-model
attempts to identify and incorporate these non
market or extra market factors that cause securities
to move together. The extra market factors are a
set of economic factors that account for common
movement in stock prices that are unaccounted for
by the market index itself. We measured the
expected returns over various windows using two-
factor model as:

, 0 1 , 2 , ,i t mk t ind t i ter r rα β β ε= + + +

Where 

,i ter

is the stock rate of return of the J&K
bank of event i on day t; α  is the intercept of the
regression line and stands for risk free rate;

1β

is
the sensitivity of the daily returns on the stock of
the banking firm on the market index, 

2β

is the
sensitivity of the returns on the stock of the banking
firm on the industry index.The abnormal return
over various windows is calculated using
following equation. , , ,i t i t i tar acr er= −

Where 

,i tar

stands for the abnormal returns of event
i on the day t and is the difference between daily
actual returns and daily expected returns in the test
period. ,i tacr is the actual return of event i on day t
and ,i ter is the expected return on that day.

Results and Discussion

In the following segment, we conduct event-wise
analysis of abnormal returns on the stock of the
banking firm under study both for pre and post
event window period to study the impact of
operational risk loss announcements on the value
of the firm.  To have a robust analysis, both single
factor and two factor models are used to investigate
the effect of operational risk events and to test the
hypothesis.  In the end, results of all the events
are summarised to assess the overall impact of
operational risk loss events on the market value
of the firm.

Event 1A gang of thieves breaks intobusiness unit
Chanderkote Ramban on 04/04/2011.

Loss amount: Rs. 25,000

Post event, there is immediately a positive change
in the returns of the stock, however, it is found to
be statistically insignificant.

Event 2Burglars decamp with ATM, cash from
business unit Parray Pora on 31/08/2011.

Loss amount: Rs.11,00,000
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Again, results in the Table 3 reveal that there is
negative though statistically insignificant impact
during +2,+3,+4 and+5 period as per one factor
model and +3, +4 day as per two factor model.

Event 3Bank officials fraudulently withdrew
money from four savings accounts in Kishtwar
branch without the authority of the account holders
on 18/10/2012.

Loss amount: Rs 4,60,000

Table 4  results reveal that single factor model
shows negative abnormal returns for a couple of
days post event, however, two factor model shows
positive abnormal return post event day.

Event 4Regulatory penalty imposed on the bank
for violating know your customer/Anti money
laundering guidelines on 16/06/2013.

Loss amount: Rs 2,50,00,000



262

Results given in the Table 5 above reveal that there
is negative impact on the equity value of the
banking firm in the second day after the happening
of the given operational risk event.  Again, impact

due to operational risk event is found to be
statistically insignificant.

Event 5Dispensation of counterfeit currency by
ATM located at Wathoora  on 03/08/2013.

Loss amount: Rs 500

The analysis of the event 5 reveals that both single
and two factor model provide evidence about the
negative impact on market value of equity of the
banking firm due the give operational risk event
during the +3 day post event period,  however,
this impact is not found to be statistically
significant during the first two days.  The impact

on the market value of the firm is found to be
statistically significant only on the third day.

Event 6Internal Fraud committed at business unit
Bakshi Nagar Jammu and Government Medical
Collage Srinagar by withdrawing unauthorisedly
from the accounts of a customer 13/09/2013.

Loss amount: Rs 40,000
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The results in the Table 7 above reveal statistically
insignificant impact on the market value of equity
of the firm due to the operational risk event in +1
time period post event.

Event 7 Robbers loot cash from business unit
Rahmoo Pulwama on 03/11/2013.

Loss amount: Rs 2,80,000

In case of the event 7 listed below, we observe
that there is statistically insignificant impact on
+1, and +5 days post event date given by both the
models.

Event 8Land compensation scam surfaces
atLethpora pulwama business unit on 15/03/2014 Loss amount: Rs 220,000,000
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The results given in the Table 9, reveal
insignificant positive reaction to the operational
risk event 8 by the stock market.

Event 9 Counterfeit currency dispensation by
ATM at Dhobi Ghat Batamalo on 22/08/2014

Loss amount: Rs 500

The analysis of event 9 reveals statistically
insignificant negative impact during +1 and +4
time period post operational risk event
announcement.

Event 10External fraud involving purchase of fake
letters of credit surfaces at business unit Ghaziabad
on 16/12/2014.

Loss amount: Rs 1,500,000,000

Table  10 Abnormal and Cumulative Abnormal Returns of event 9
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The analysis of event 10 shows that there is
statistically significant negative impact on the
event day and day following and statistically
insignificant impact during the remaining post
event window of 3 days on the market value of
the banking firm due to happening of the fraud
involving purchase of fake letters of credit.

Event 11  Small ponzi typeinternal fraudinvolving
illegal transfer of money from one account  to other

accounts exposes on 12/02/2015.

Loss amount: Rs 40,000,000

The results of analysis of event 11 given in the
Table 12 reveal statistically insignificant positive
impact on the value of the banking firm.

Event 12Payment of counterfeit currency notes
by business unit Keeri on 10/03/2015.

Loss amount: Rs 1000
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The results of the event 12 reveal that there was a
statistically insignificant mixed reaction to
operational risk event by the market equity of the
banking firm.

The table 14 below comprises of six panels of N
(Which indicates the number of operational loss
events), event window (which indicates the test
period), CARs (the mean value of cumulative
abnormal returns), mean of actual returns, mean
of expected returns and the T-static over different
event windows. The test (events) period consists
of three parts. First part is the positive test period,
which means for how long this event will affect
the company’s share price after it happens and we
denote it as ‘t + 5’. Second part is the period is the
event date on which the announcement has been

made and we denote it as t0. Lastly the negative
test period means for how many days this event
will affect the company’s share price before the
occurrence of this event, say, a rumor. We denote
it as  ‘t – 5’. The CAR is measured by aggregating
the abnormal returns over the time period for
different event windows. The mean CAR is at its
highest (-1.31881%) for the t(-2, +2) indicating
most of the reaction takes place following the event
day. The t-value varies over event windows
between -0.1962 to 0.070814. The mean abnormal
returns become positive at window t+4 and remain
positive. The mean CAR at the event date is -
0.2242% which is statistically insignificant at 5%
significance level.
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Conclusion

The main purpose of this study is to test whether
the operational loss event announcements affect
the performance of the subject bank. The test was
conducted on the total of 12 operational loss events
which occurred during April 2009 to March 2015
and were publicly reported in the difference
sources of electronic and print media. These events
mainly included frauds and robberies.   The event
study methodology was applied to test how the
operational loss event announcements affect the
performance of the chosen banking company. After
identifying the announcement dates, test period
and the estimation period, the actual calculations
were conducted. The expected returns were
calculated from the market portfolio, which in
present study was S&P 500 in case of one-factor
model and in case of two-factor model S&P 500
(market factor) and BANKEX (non market factor)
were employed. Next, cumulative abnormal
returns were estimated. Finally, the hypothesis of
the study were tested. The primary hypothesis of
the study is that the operational loss event
announcements don not have any statistically
significant effect on the performance of the bank
on the event day and days following.  According
to results of the study, it can be concluded that
there is statistically insignificant impact of the
operational loss announcements on the
performance of the bank on the announcement date
and days following. Most of the market reaction
in case of various operational risk events occurs
in the event window (-2, +2) though statistically
insignificant. We propose four possible reasons for
the statistically insignificant impact of operational
risk events: (1) The major portion of the stake of
the bank is held by the government (51%) and FIIs
(21.23%) where as only 10% of the total stake of
the bank is held by the retail residents investors.
(2) Most of the events included in the study have
occurred within the geographical boundaries of the
J&K bank and have not been announced as a
corporate announcement by the firm. (3) The
operational risk management in the bank is not
much developed and the bank resists disclosing
significant information that could have potential
to adversely effect the performance of the bank.

(4) The size of operational loss of  most of the
events included in ours study happened to be
insignificant, a good number of high severity
events otherwise could have helped to investigate
how such events affect the performance of the
bank. For example, the operational loss of Rs
4,60,000 suffered by bank, when the bank officials
did a fraud at Kishtiwar Branch does not have
statistically significant affect (-0.39) on the
performance of the bank. While the operational
loss of Rs 150 crores suffered by the bank (fake
letters of credit) has statistically significant effect
(-2.8) on the performance of the bank.  The
secondary hypothesis of the study was to test that
impact on stock price due to operational loss events
is independent of the event type of the loss.  This
has been established as in all the case there is
insignificant impact on the market value of the
banking firm except the case of event of fake letters
of credit where only a significant negative market
reaction has been observed.  In the end, as a future
research gap, similar type of research can be
undertaken on a sample of banking firms to extend
the empirical evidence in the area of impact of
operational risk loss announcement on the value
of the banking firms.  Further, research can also
be pursued to investigate whether market value
reaction of smaller size and growing firm differs
from such reaction occurring in large size and
mature firms due to announcement of operational
risk event with severe loss implications.
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ABSTRACT

Life insurance is an important form of social security. Insurance does play the role of risk bearer in case
of uncertainty of life. It helps the people in hedging their risk for the lives. Insurance sector in India have
grown tremendously in the last decade and is taking a giant shape after privatization of insurance
industry. Dynamic financial analysis has become an important tool for modeling operations of insurance
companies. This analysis is used, among others, in revealing the main factors determining the financial
performance of insurers. This paper identifies the determinants of the performance of life insurance
companies in India using a panel data regression consisting of the firm’s specific internal factors over
the period of 10 years from 2006-07 to 2015-16. Five financial performance measures are used to capture
different aspects of the insurance operations. Study found that there is a significant negative impact of
Tangibility and Leverage. Size has positively related but Revenue Growth and Liquidity have insignificant
negative impact on profitability of life insurance companies in India.

Key words: Profitability, Performance, Return on Assets, Tangibility, panel data regression.

Introduction
Insurance is contract between people where one
person agrees to share the risk of loss of the other
for the payment of premium. The role of financial
institutions in the economy of a country in general
and insurance companies in particular and it means
their efficient and effective financial system
through savings mobilization, risk transfer and
intermediation. Therefore, financial institutions,
channel funds and transfers risks from one
economic unit to another economic unit so as to
facilitate trade and resources arrangement. Recent
research, as surveyed by Naveed et al (2011),
shows that the efficiency of financial
intermediation and transfer of risk can affect
economic growth while at the same time
institutional insolvencies can result in systemic
crises which have unfavorable consequences for
the economy as a whole. Hence, the important role
that financial institutions such as insurance
companies remain in financing and insuring
economic activity and contribute to the stability

of the financial system in particular and the
stability of the economy of the concerned country,
in general, is part of immune and repair system of
the economy. Therefore it requires empirical
investigation so as to sort out what are the
important factors affecting the profitability of
insurance companies and this will help concerned
bodies to focus on the relevant factors. Hence the
efficient performance of the institutions has
become important and investigations by different
researchers focus on what factors determine the
performance especially the financial performance
of the sector.

Literature Review
Ahemed et al.(2010) shows that the size is
significantly and positively related to financial
performance of insurance companies while
tangibility of assets and liquidity have also a
positive relation to performance of insurance
companies but they are statistically insignificant.
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Joy Chakraborthy (2016) in his paper “financial
efficiency of the public-sector general insurance
firms in India” in this study regard, the ratio based
on CARAMELS framework has been used in line
with the financial soundness indicators for the
general insurance companies in India. Study found
that the United India general insurance company
as the best performer among the public sector
general insurance companies in India.

Nikhil Bhusan Day et al.(2015) in their work
Factors determining financial performance of life
insurance companies of India- an empirical study.
Found that there is a significant positive
relationship between underwriting risk, size and
return on equity. Study also found that there is a
significant negative impact between leverage and
return on equity. Finally study found that there is
insignificant impact between tangibility, liquidity
and return on equity.

Yuvaraj Sambashivam and Abate Gashaw Ayele
(2013) in their paper “A Study on the performance
of insurance companies in Ethiopia” found that
growth, leverage, volume of capital, size, and
liquidity were identified as most important
determinant factor of profitability. The growth, size
and volume of capital were positively significant
impact on profitability. The leverage and liquidity
ratios have significant negative impact on
profitability. The age of the companies and
tangibility of assets were not statistically
significant impact on profitability.

Research Gap
Literature review identified that there are only a
few studies on determinants of profitability of
insurance companies. These studies focused only
on general insurance companies. They did not look
in to the determinants of profitability of life
insurance companies’ in India. Hence, to fill the
research gap, an attempt is made in the present
study to examine the determinants of profitability
of life insurance companies’ in India.

Objective of the study
To identify the factors determining the profitability
life insurance companies.

Hypothesis of the study
H

0
: the select variables do not influence of the

profitability of a company.

H
1
: the select variables influence the profitability

of a company.

Scope of the study
The present study covers secondary data of select
Indian life insurances companies for the period of
the study. For the present study, only internal
factors are analyzed viz. Profitability, Tangibility,
Debt/Equity Ratio, Revenue Growth, Size and
Liquidity.

Research methodology
The research methodology adopted for this study
is presented as follows.

Source of the Data
The present study has been conducted using
secondary data of life insurance companies in
India. The required variables have been collected
from IRDA annual report.

Sample Selection
The universe of the study is all life insurance
companies in India. Ten life insurance companies
nine private life insurance companies viz.
Bajaj Allianz, Birla Sunlife, HDFC Standard,
ICICI Prudential, Kotak Mahindra, Reliance,
Punjab Metlife, SBI Life, TATA AIA and LIC has
been identified.

Period of the study: The data for a period of 10
years from 2006-07 to 2015-16 was collected from
IRDA hand book.

Analytical Framework of the Study
Descriptive Statistics
The Profile of the Variables used in the study is
analyzed by using Descriptive Statistics.
Descriptive statistics used in the analysis include
mean, median, mode, standard deviation,
coefficient of variation, skewness, and kurtosis.
The variables used in the study include Return on
Assets, Debt/Equity Ratio, Tangibility, Growth,
Size and Liquidity influencing the profitability of
Life insurance companies in India.



271

Analysis of the Impact of Select Variables on
the profitability
Analysis of the impact of select variables on the
profitability of life insurance companies’ panel
data regression analysis has been used. The
following regression equations have been used for
the analysis of the impact of select determinants
of the profitability.

0 1 2 3 4 5/ROA TA D E RGR SIZ LQα β β β β β ε= + + + + + +

ROA is Return on Assets,  

0α

 is constant, TA is
Tangibility and 

1β

 is its coefficient, D/E is Debt
Equity Ratio and 

2β

 is its coefficient, RGR is
Revenue Growth and 

3β

 is its coefficient, SIZ is
Log value Total Assets and 

4β

 is its coefficient,
LQ is Liquidity and 

5β

 is its coefficient, 

ε

 is error
term.

Dependent Variable: Our dependent variable is
the Profitability (PR): The Profitability Ratio
measures the company’s overall performance and
efficiency. Here we use Return on Assets (ROA)
as our proxy for profitability. ROA is a profitability
ratio that measures the company’s efficiency to
manage its assets and utilize them to generate
profit. It measures profits relative to the firm’s total
assets. It is calculated as:

ROA = Net Income / Total Assets

Independent Variables: We have five
independent variables: (1) Tangibility of Assets,
(2) Debt/Equity Ratio, (3) Revenue Growth, (4)
Firm Size, and (5) Liquidity. Now we cover each
one of them:

1) Tangibility of Assets (TA): it is a ratio that
measures the share of Fixed Assets from Total
Assets. A high ratio indicates a lot of fixed assets
and relatively little working capital, which could
reduce the enterprise’s ability to maintain
inventory and carry accounts receivable. This
could potentially limit the company’s ability to
respond to bigger demand for their products or
services. However, the company could more easily
borrow by mortgaging those fixed assets. The
formula for the ratio is:

TA = Fixed Assets / Total Assets.

2) Leverage (Debt / Equity Ratio) it is a financial
ratio that indicates the percentage of a firm’s assets
that are financed with debt. It is commonly
interpreted as a measure of leverage. In our model,
it is used to explain the amount of debt (leverage)
used by a company. We use Total Debt, consisting
of both Policy Liabilities and Funds for Future
Appropriations the same as total liabilities.
Shareholders’ funds are taken as total equity. A
high debt/equity ratio indicates that the company
is largely dependent on debt to finance its activity.
The consequences of higher Debt Equity Ratio are
that the company might be in a riskier position
that is more likely to lead to financial distress,
default, bankruptcy, or liquidation. The Debt
Equity Ratio is measured by the following simple
formula:

Debt Equity Ratio= Total Liabilities / Total Equity.

3) Firm Size (Size): Size can be justified as a
potential descriptive variable of cross-sectional
difference in debt. Debt is likely to increase with
size, because larger firms will have better risk
diversification, more stable profits, and overall
better creditworthiness. Therefore, larger firms
have lower chance of financial distress and lower
bankruptcy costs due to lower probability of
default. As a result, lenders are more willing to
lend to larger firms at more favorable terms,
inducing them to opt for larger amount of debt
relative to smaller firms. In this study, we use Total
Assets as a proxy for Firm Size.

Size = Log value of Total Assets

4) Revenue Growth (RGR): Our proxy for
Revenue Growth is the percentage increase in
Gross Premiums (GP). The equation is expressed
as follows:

RGR = (GP(t+1)– GP(t)) / GP(t)

5) Liquidity (LQ): Liquidity ratio measures the
ability of managers in insurance and reinsurance
companies to fulfill their immediate commitment
to policyholders and other creditors. In other words
this ratio measures the firms’ ability to use its
nearer cash or quick assets to retire it liabilities.
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Liquidity ratio in this study is taken as current
assets to current liabilities (Adam and Buckle,
2000). However there are other liquidity ratios that
have been taken by other researchers as
independent variables for the study. In this study,

current assets to current liabilities have been taken
as independent variable. Thus, our version of the
Liquidity Ratio is as follows:

Quick Ratio = Current Assets / Current Liabilities.

Table 1 summarizes the descriptive statistics for
the dependent variable and various explanatory
variables. This shows the average indicators of
variables computed from IRDA annual reports.
The mean value of all the variables ranges from
minimum of 0.007 for tangibility to a maximum
of 250.281 for leverage. The average profitability
as measured by ROA for Indian insurance
companies during the study period is about to 0.01
and the value of median is 0.412 the standard
deviation value is 2.324 which indicate that the
presence of high variations among the value of
profitability across the life insurance companies.

The skewness of the distribution is negative (-
2.073) for insurance companies during the study
period. The kurtosis value is 5.157 this is greater
than three. Hence, it is called leptokurtic.

The mean value of tangibility is 0.007and the value
of standard deviation is 0.007 which indicates there
is a variation among the value of the tangibility.
The skewness of distribution is positive 2.454 this
indicates longer tail of the distribution and the
kurtosis value is 7.349 which is greater than three
for the study period. Hence, it is called leptokurtic.
The mean value of leverage is 250.281 and the
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value of standard deviation is 762.974 which
indicate that there is a high variation among the
value of leverage. The skewness of the distribution
is 2.928 positive which indicate the longer tails of
the distribution and the kurtosis value 7.234 is
greater than three for the for the study period.
Hence, it is called as leptokurtic.

The mean value of liquidity is 2.388 with a
standard deviation of 18.983 which indicates there
is a high variation among the variables. The
skewness of the distribution is 3.595 positive
which indicates the longer tails of the distribution
and the kurtosis value is 51.181 greater than three
for the study period. Hence, it is called as
leptokurtic. The mean value of revenue growth is

23.193 with a value of standard deviation is 40.587
which indicates there is a high variation among
the variables. The skewness of the distribution is
2.260 positive which indicates the longer tails of
the distribution. The kurtosis value is 6.875 is
greater than three for the study period. Hence, it is
called leptokurtic.

The mean value of firm size is 14.774 with a
standard deviation of 1.628 which indicates there
is variation among the variables. The skewness of
the distribution is 1.043 positive which indicates
the longer tails of the distribution. The kurtosis
value is 1.285 is less than three for the study period.
Hence, it is called platykurtic.

Table 2 presents the results of Panel Least Squares
method and it is estimated to analyze the impact
of select variables on profitability. Tangibility and
Leverage have (-163.5342, -0.001091) negative
impact on profitability and the value of ‘p’ (0.0004
and 0.0313) is statistically significant. Firm Size
has positive (0.479850) impact on profitability and
the value of ‘p’ (0.0847) is statistically
insignificant. Revenue growth and Liquidity have
negative impact on profitability and ‘p’ value is
statistically insignificant. R-squared value is
0.332429 which indicates that 33 percent of

variation is captured by the regression model and
remaining 77 percent could not be captured by the
regression model. F-statistic value is statistically
significant by value of ‘p’.

Conclusion

The objective of this study is to identify the internal
factor affecting profitability of life insurance
companies as measured by return on assets. The
result of the multiple regression analysis reveals
that tangibility, leverage, and firm size are
important determinant of profitability of life
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insurance companies where as return on assets has
statistically insignificant relationship with revenue
growth and liquidity.

Tangibility has significant negative impact which
indicates that companies with higher tangible
assets are having lesser working capital in their
day to day business activities. But the companies
which have more tangible assets, those companies
can mortgage their assets and easily get more debt
from the market.

It is implied that highly profitable insurance
companies are more likely to rely on internally
generated funds and equity capital rather than on
debt capital as source of financing.

The positive relationship between firm size and
return on assets implies that size of the company
helps in deriving economies of scale in transactions
and enjoying a higher level of profits.
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ABSTRACT

India is the second most populated country in the world and insurance is one of the financial instruments
which act as a backbone whenever any uncertainty occurs. Apart from banking; insurance is also
considered as a critical component in bringing about financial inclusion.   The Indian insurance sector
has seen a tremendous rise in the past decade both in life and non-life segment. There is a huge scope of
expansion of insurance business in this country. The insurance penetration is around 3.44 % which sets
the possibility of rapid growth in this sector.1The Government of India decision to increase Foreign
Direct Investment (FDI) in insurance sector from 26% to 49% will possibly have a positive impact as
this will allow more and more companies coming in the insurance business. Of all the insurance business,
life insurance has a share of about 79% whereas General insurance comprises of 21%.2

This research paper gives an overview of the general insurance market in India with comparison to the
global scenario. It showcases the relation between general insurance business and economic growth.
The paper also discusses the current and emerging trends in insurance in brief. It specifically addresses
the motor insurance sector and health insurance sector. It addresses the few challenges prevailing in
these two sectors like high net incurred claim ratio, how to convert uninsured vehicles to insured one
and how health insurance should be expanded in India. It proposes Long Term Care Insurance (LTCI)
and National health Insurance (NHI) for health insurance expansion with specific references to some
countries where these have been implemented.

Keywords: Insurance, general insurance, motor insurance, health insurance, foreign direct investment,
insurance penetration, net incurred claim ratio, insurance expansion, economic growth, financial
inclusion, National Health Insurance, Long Term Care Insurance, challenges, solutions

1.  INTRODUCTION
General insurance covers all forms of insurance
except life.  The various forms of general insurance
include motor, health, fire, marine etc. General
insurance premium pricing was decided by the
norms set by the Tariff Advisory Committee (TAC)
till 2006. The IRDAI decision to de-tariff the
general insurance business is considered as a
reform step in this sector. With detariffing, the
general insurance providers were allowed to decide
the premium to be charged which was earlier
decided by TAC.  Detariffing was implemented in
three phases. The first phase started from January
1, 2007, where the insurers were permitted to
increase or reduce the premium by 20% on both

sides from their then existing prices. The terms
and conditions couldn’t be revised during this
phase. The second phase came into effect from
March 2008 where complete freedom on pricing
had been granted including product customisation
according to each individual. The last phase
allowed the insurers to vary coverage terms and
conditions, policy wordings. This phase allowed
flexibility in terms of breadth of coverage. The
premium amount can be loaded and discounted
based on several risk factors which were not the
case previously. Now the pricing has become
market based which varies from region to region.
There is no uniform pricing today.
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Presently the general insurers include both the
government and private companies. There are total
30 general insurance companies, both public and
private presently operating in India. The public
sector companies are NIACL, UIIC, OIIC and
NICL. The specialised insurers include ECGC,
AIC, and GIC. GIC is the national reinsurer. The
private sector companies include Royal Sundaram,
Bajaj Allianz, ICICI Lombard, HDFC Ergo,
Cholamandalam MS etc.

The general insurance penetration has increased
to 0.71 in 2015-16 from 0.60 in 2006-07.1 The
Gross Direct Premium Income(GDPI) has
increased from Rs. 26,110 Crores in 2006-07 to
Rs.96,379 Crores in 2015-16. Also, there has been
a tremendous increase in insurance density from
Rs.238 in 2006-07 to Rs.724 in 2015-16.2  These
all figures show that the general insurance sector
is growing at a rapid pace as compared to 10 years
back.  Of all the general insurance business, motor
insurance business(comprising of both Own
damage and Third party covers) has the highest
share of 44.1% of GDPI followed by health and
accident insurance at 27.8%. 3

The figures reflect that motor insurance has the
highest market share in the non-life insurance
business. As a person gets employed, he will
definitely purchase a vehicle after some months
of his employment. So the growth of motor
insurance is possible to continue. It is mandatory
to have third party motor insurance in India as per
the law. But GIC latest report figures that 60% of
the vehicles in India are uninsured. The majority
of uninsured vehicles are two wheelers
(motorcycles and scooters). The general insurance
sector is increasing but at the same time, it is facing
challenges which need to be addressed in order to
increase its market share.

2.  OVERVIEW OF GENERAL INSURANCE
According to Swiss Re Sigma, World Insurance
Report, the insurance industry witnessed a
moderate growth in 2015.  The global non-life
premium increased to 3.4% in 215 as compared to
2.4% in 2014.

This section gives an overview of general
insurance in India. It gives insights of various
segments of general insurance like motor, health,
fire and marine. The following table illustrates the
premium underwritten by various segments.

Table 2.1: Premium underwritten by Non-
Life insurers (2015-16)

Segment Premium underwritten
(in %)

Motor 44

Health 29

Fire 9

Marine 3

Others 15

Source: IRDAI Annual Report 2015-16

From the above table, it can be inferred that motor
insurance has the largest premium underwritten
in 2015-16 which was 44% followed by health
insurance which was 29%. Marine insurance has
the least figure which was 3% of the total general
insurance premium underwritten.

Now let us look at the incurred claim ratio for the
year 2015-16 of various segments of general
insurance which is illustrated in the following
table.

Table 2.2: Incurred claim ratio for 2015-16

Segment Incurred claim ratio (in %)

Fire 74.47

Marine 72.05

Motor 81.18

Health* 98.43

Others 75.94

Source: IRDAI Annual Report 2015-16*Note:
Health insurance includes personal accidents and
travel insurance
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Of all the segments, health insurance has the
highest incurred claim ratio of 98.43% followed
by motor insurance. Whereas, marine insurance
has the least incurred claim ratio of 72.05%.

While comparing to the global scenario, India
share a tiny spot in the global non-life industry.1

From 2004 to 2014, the non-life premium has
increased significantly but it is far behind the
advanced countries and the world as a whole. The
following table illustrates this fact.

Table 2.3: Non-life premium volume in
USD (bn)

Country/Region 2004 2014

Advanced Economies 1247 1707

Emerging Markets 148 417

Asia 181 425

India 4 15

World 1395 2124

Source: Swiss Re Sigma, World Insurance Report

From the above table, it can be inferred that the
Indian non-life insurance sector has grown in terms
of premium from 4 bn USD in 2004 to 15 bn USD
in 2014. But, it still remains far behind from
emerging markets, advanced countries and in Asia.

There are around 30 general insurance companies
operating in India comprising of public, private
and standalone health insurers. The general
insurance business has expanded and the
companies are opening their branches in different
locations in the country. This can be illustrated in
the following table which depicts the total number
of non-life insurance offices.

Table 2.4: Total no of offices of non-life insurers

Insurer No of offices No of offices
as of 31st as of 31st

March 2015 March 2016

Public sector 8120 8331

Private 1742 1869

Standalone Health 458 520

Specialised insurer 87 83

Source: IRDAI Annual Report 2015-16

The number of offices of public, private and
standalone health insurers has increased.  Public
sector companies have the highest number of
offices which was 8331 in 2016. Also, the number
of private insurer’s offices has increased to 1869
in 2016 from 1742 in 2015.  There has been a slight
reduction in case of specialised insurers.

Specialised insurers include the Export Credit
Guarantee Corporation of India Ltd (ECGC),
Agriculture Insurance Company of India Limited
(AIC) and General Insurance Corporation of India
(GIC). These three are discussed in brief.

· ECGC:  Export Credit Guarantee Corporation
of India Ltd (ECGC) underwrites business in
export credit insurance and also offers
guarantees to banks and financial institutions.
ECGC is headquartered at Mumbai,
Maharashtra. ECGC underwrote a gross direct
premium of INR 1321 Crores in 2015-16.

· AIC:   Agriculture Insurance Company of India
Limited (AIC) headquartered at New Delhi
offers crop insurance across the country. During
the financial year 2015-16, it wrote a gross
direct premium of INR 3521 Crores.

· GIC:  General Insurance Corporation of India
(GIC) which is headquartered at Mumbai,
Maharashtra is the national reinsurer and
provides reinsurance to the direct general
insurance companies in India. During 2015-16,
the net premium written by GIC was INR 16375
Crores.
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3. CURRENT AND EMERGING TRENDS
Title insurance, predominantly used in the USA
insures from financial losses from defects in title
or of real property and from the invalidity of
mortgage loans. It defends against the lawsuit
attacking the title or reimburses the insured for
the actual monetary loss incurred. The countries
where title insurance is used include New Zealand,
United Kingdom, Canada, Australia etc. The
concept of title insurance has not been
implemented in the Indian context and can be kept
open for future implementation.

Apart from the title insurance which India still
needs to implement, the Indian insurance industry
has witnessed a good sign of expansion through
bancassurance which allows the banks to sell
insurance policies.  With IRDAI open architecture
framework which was introduced in 2015, allowed
banks to tie up with nine insurers- three from each
segment (life, general and standalone health). This
will allow banks to sell insurance policies of more
than one company and is expected to play a vital
role in the expansion of insurance business. As of
March 2013, the total number of offices of
scheduled commercial banks in India was
1,02,343.1 The following table illustrates the
distribution of offices of scheduled commercial
banks.

Table 3.1: No of offices of scheduled commercial
banks in India (As of March, 2013)

Area No of offices

Rural 37,953

Semi Urban 27,219

Urban 19,327

Metropolitan 17,844

Total 1,02,343

Source: Department of Financial Services,
Ministry of Finance, GOI, http://
f i n a n c i a l s e r v i c e s . g o v . i n / b a n k i n g /
overviewofefforts.pdf

The above table illustrates that banks have good
presence both in urban and rural areas. As the
number of offices is more than 1 lakh, banks can
play a vital role as a distribution channel for selling
insurance products.

Similarly Postal Insurance can play quite a big
role in distributing insurance policies. As on March
31st 2014, India has around 1, 54,882 Post offices
of which 89.86% are in the rural areas, making
India as the largest Postal Network in the world.
With such a large network post offices can play a
vital role in expansion of insurance business. At
present, Post offices sell Postal Life Insurance
(PLI) policies and Rural Postal Life Insurance
(RPLI) policies. Started in February 1st, 1884, at
present PLI covers employees of Central and State
Governments, defence services, Government aided
educational institutions, Reserve Bank of India,
Nationalized banks, Autonomous bodies etc.
People residing in rural areas can take RPLI policy.
Post offices are not offering any general insurance
policies. But they can be used as a medium for
selling general insurance policies. Since post
offices are more in number than banks, it can act
as a good tool for selling general insurance
policies. Also postal insurance can act as premium
mechanism for selling health insurance policies.
Allowing post offices to sell general insurance
products can serve as a way to increase people’s
participation in having insurance.

4. OBJECTIVES OF THE RESEARCH
This research has been carried with keeping the
following objectives.

· To understand the present general insurance
market in India.

· To highlight the current and emerging trends
in insurance sector.

· To understand the relation between insurance
and economic growth in comparison with
global general insurance market and trends.

· To address the challenges prevailing in motor
and health insurance industry.

· To recommend the possible solutions for the
challenges.
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5.  RESEARCH METHODOLOGY
This is a secondary research which is being carried
out by collecting data from various sources like
IRDAI Annual report, GIC yearbook, National
Health Profile (NHP), Swiss Re Sigma, OECD
Insurance statistics etc. to name a few.

6. RELATIONSHIP BETWEEN INSURANCE
AND ECONOMIC GROWTH
This section addresses the relationship between
insurance and economic growth. As the economy
rises in terms of per capita income and financial
savings of household, what impact this can have
in the insurance sector. Whether the increase in
per capita income and financial savings of
household can lead to increase in insurance density
and insurance penetration? This has been discussed
in the subsequent subsections.

6.1  Financial Savings
Insurance is a kind of security which supports the
customer at the time of some incident. People in
India still need to be convinced about the insurance
benefits. The household’s savings in India has
increased in the recent years which in turn had
increased financial savings. Household saving
means the total income saved by the households
during a certain period of time. Financial saving
includes savings and investments in banks, post
offices, stock market etc. The financial saving has
increased which is depicted in the following table.
The table depicts the financial savings in percent
of Gross National Disposable Income (GNDI).

Table 6.1: Financial Saving of Household sector

Year Financial Savings in percent
of GNDI

2011-12 7.2

2012-13 7.2

2013-14 7.4

2014-15 7.5

2015-16 7.7

Source: CSO as published in RBI Annual Report
2015-16 Table II.1

The data reflects that the net financial savings were
constant for the year 2011-12 and 2012-13 which
was 7.2%. There has been an increase in the
financial saving of the household. For the year
2015-16, it is highest i.e. 7.7%.  The increase in
financial savings of the household is a good sign.

6.2  Per Capita Income
The per capita income is also known as average
income measures the average income earned per
person in a given area (city, state, country etc.) in
a given year. The following data shows the per
capita income of India for the year 2011-12 to
2015-16.

Table 6.2: Per capita income in INR

Year Per Capita Income (in INR)

2011-12 64,316

2012-13 71,593

2013-14 80,388

2014-15 88,533

2015-16 93,231

Source: Central Statistics Office (CSO)

The above table shows that there has been
increasing in per capita income from 2011-12 to
2015-16. The per capita income increased from
INR 64,316 in 2011-12 to INR 93,231 in 2015-
16. The increase is consistent with no fluctuation.
According to CSO estimates, the per capita income
will cross 1 Lakh for the coming financial year
which will be for the first time that Indian per
capita income will be in six digits.

6.3 Insurance Penetration
Insurance penetration is calculated as the ratio of
total premium to gross domestic product of a
country. Insurance penetration is used as an
indicator of insurance sector development within
a country. This section gives the insurance
penetration of selected countries and then focuses
on Indian non-life insurance penetration.  Let us
look at the non-life insurance penetration of
selected countries which is given below.
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As can be inferred from the above table, USA has
the highest non-life insurance penetration of 6.4%
in 2014. It has grown from 6.0% in 2011 to 6.4%
in 2014. UK non-life insurance penetration was
constant from 2011 to 2013 which was 3.1% but
declined to 2.8% in 2014. All the above countries
have non-life insurance penetration more than 1%.

The Indian general insurance penetration has
increased in the past 10 years which is shown in
the following table.

Table 6.4: General Insurance Penetration

YEAR PREMIUM/GDP (%)

2006-07 0.63%

2007-08 0.61%

2008-09 0.60%

2009-10 0.61%

2010-11 0.62%

2011-12 0.66%

2012-13 0.70%

2013-14 0.68%

2014-15 0.68%

2015-16 0.71%

Source: GIC Yearbook 2015-16

The data shows that the general insurance
penetration in India has risen from 0.63% in 2006-
07 to 0.71% in 2015-16. There has been a rise of
0.08% in these 10 years. The rise is also not steady.
The general insurance penetration was 0.70% in
2012-13 but it dropped to 0.68% in 2013-14. From
2006-07 to 2015-16, the lowest penetration was
recorded in the financial year 208-09 where it was
0.60%.  The contribution of general insurance is
very less(less than 1%). There are millions of
people who are still not insured to various general
insurance products. Also despite having 30
companies involved in general insurance business
the contribution to GDP requires improvements.

6.4 Insurance Density
Insurance density is calculated as the total
premium collected to the total population. The
increase in general insurance density is an
indication that people are investing money in
buying general insurance products.

The general insurance density has also increased
from INR 238 in 2006-07 to INR 724 in 2015-16.
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Table 6.5: General Insurance Density (in INR)

Year General Insurance Density
(in INR)

2006-07 238

2007-08 263

2008-09 286

2009-10 329

2010-11 398

2011-12 488

2012-13 572

2013-14 614

2014-15 657

2015-16 724

Source:  GIC Yearbook 2015-16

The non-life insurance density has shown a
positive trend in the past 10 years which is a good
sign as people are spending the money in buying
general insurance products which were not the case
a few decades ago. The insurance density has
increased from Rs. 238 in 2006-07 to Rs. 724 in
2015-16. Also in the past 10 years, there has not
been any decline in the insurance density. It is
growing year by year. It has grown three times
from 2006-07 to 2015-16 which is remarkable.

Comparing non-life insurance density gives a
picture of where India stands globally in general
insurance market. The following table illustrates
the non-life insurance density of selected countries.

The above illustrates that India is far behind the
advanced economies (USA, UK etc.). Among the
above mentioned countries, Switzerland has the
highest non-life insurance density of 3546 USD
which is far ahead of UK, France, and Australia
etc.

From the above discussion on financial savings,
per capita income, non-life insurance penetration
and non-life insurance density indicate that with

an increase in per capita income increases the
financial savings of household increases leading
to increasing in general insurance density. As
people income rises, saving increases which in turn
enables them to spent money in buying general
insurance products. The relationship between
economic growth and insurance can be established
in the sense that increase in per capita income leads
to increase in household savings which in turn



282

increases insurance density. However, this may not
be the case always. This can be said by looking at
the life insurance scenario. The life insurance
penetration was 4.1% in 2006 whereas it declined
to 2.72% in 2015 despite of rise in per capita
income and financial savings of households.1

While comparing globally, India’s general
insurance industry is far behind rest of the world
in terms of non-life insurance density and non-
life insurance penetration.

6 MOTOR INSURANCE
Motor insurance primary objective is to provide
protection against the physical damage resulting
from traffic collisions, accidents and against
liability. Motor insurance consists of Own Damage
(OD) and Third Party (TP) Liability. Motor
insurance is also known as vehicle or auto
insurance is the insurance purchased for cars, two-
wheelers, trucks and other vehicles.  The motor
insurance is governed by the Motor Vehicles Act,
1988. According to this act, the insurance of third
party liability arising out of the use of motor
vehicles in public places is made compulsory. No
motor vehicles can run in public places without
insurance.  Third party liability cover is a statutory
requirement under Motor Vehicles Act.

The number of vehicles in India is increasing year
by year. The following table depicts this fact.  The
table gives the total number of vehicles registered
from 2004 to 2012.

Table 7.1:  Total No of registered vehicles

Year Total No of Registered
vehicles (in millions)

2004 72.7

2005 81.5

2006 89.6

2007 96.7

2008 105.4

2009 115.0

2010 127.7

2011 141.9

2012 159.5

Source: Road Transport Yearbook 2011-12

The above figures reflect that the number of
vehicles in India has increased tremendously from
72.7 million in 2004 to 159.5 million in 2012.  The
increase in vehicles also increases the possibility
of having accidents. In India, road accident is a
serious issue. The following table illustrates the
road accidents in 2014 and 2015. The total number
of accidents had increased from 4, 89,400 in 2014
to 5, and 01,423 in 2015, an increase of 2.5%.  The
number of persons who lost their lives has also
increased by 4.6%. The data also reflects that a
huge number of people got injured in road
accidents in 2015 which was 5, 00,279.
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Accident severity which is measured as the number
of persons killed per 100 accidents has also
increased from 28.5 in 2014 to 29.1 in 2015.

Motor insurance market share is 44.1%, the highest
among non-life insurance market.1 One of the
reasons for this market share is the compulsion to
have motor insurance as per the Motor Vehicles
Act. The compulsion to have third party insurance
has increased the GDPI of this segment
tremendously from INR 3,341 Crores in 2006-07
to INR 21,036 Crores in 2015-16. This is illustrated
in the following table.

Table 7.3: GDPI- Motor (Third Party)

Year GDPI (INR in Crores)

2006-07 3,341

2007-08 4,644

2008-09 5,065

2009-10 5,573

2010-11 6,355

2011-12 9,679

2012-13 12,460

2013-14 15,237

2014-15 17,615

2015-16 21,036

Source: GIC Yearbook 2015-16

From the above table, it can be inferred that the
GDPI of Third Party has shown a tremendous
increase in the last decade. From 2006-07 to 2015-
16 GDPI has increased to 6.3 times. The increase
in GDPI is a positive signal of expansion of motor
insurance industry.

The motor insurance third party Net incurred claim
ratio was over 100 % for many years. This means
that insurance companies were paying more in
claims as earned by the premiums.  The high Net
incurred claim ratio is also one of the reasons for
the insurance companies suffering losses.

Table 7.4: Net Incurred claim ratio – Motor
(Third Party)

Year Net Incurred claim ratio (in %)

2006-07 159.7

2007-08 165.2

2008-09 132.1

2009-10 123.6

2010-11 172.8

2011-12 153.6

2012-13 135.1

2013-14 110.4

2014-15 96.8

2015-16 93.0

Source: GIC Yearbook 2015-16

The above table shows that Net Income claim ratio
is not consistent. It was over 100% till 2013-14.
The highest ratio was recorded in 2010-11 which
was 172.8%. After 2010-11 the Net Incurred claim
ratio is decreasing. It was 93% in 2015-16.The high
net incurred claim ratio is an indication that the
insurer is paying more than what it earns by
premium collection. The trend has changed since
2014-15 where the incurred claim ratio came down
to 100% which was above 100% earlier.

The motor own damage policy is not mandatory.
The own damage comes with a comprehensive
package along with the third party. The own
damage insurance GDPI has increased from 2006-
07 to 2015-16 which is illustrated in the following
table.
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Table 7.5: Motor own damage GDPI

Year GDPI (in Crores)

2006-07 7739

2007-08 8419

2008-09 8756

2009-10 10013

2010-11 12408

2011-12 15295

2012-13 18090

2013-14 19572

2014-15 20730

2015-16 22714

Source: GIC Yearbook 2015-16

The GDPI for own damage insurance has increased
from INR 7,739 Crores in 2006-07 to INR 22,714
Crores in 2015-16. As can be inferred from the
above table the GDPI is increasing year by year.

Let us look at the Net incurred claim ratio for own
damage insurance. The following table gives the
net incurred claim ratio for own damage.

Table 7.6: Net Incurred Claim Ratio – Motor
(Own Damage)

Year Net Incurred claim ratio (in %)

2006-07 53.2

2007-08 58.4

2008-09 65.2

2009-10 64.0

2010-11 64.7

2011-12 60.6

2012-13 57.2

2013-14 56.6

2014-15 60.8

2015-16 70.3

Source: GIC Yearbook 2015-16

The net incurred claim ratio for own damage
insurance is not more than 100% in these 10 years.
The highest incurred claim ratio was reported in
2015-16 which was 70.3%. In 2015-16 the claim
ratio increased by 10% from the previous year.
Since the incurred claim ratio has not reached over
100% this indicates that the insurers are able to
earn good amount of profit from own damage
insurance policy.

7.1:  Motor Insurance – Challenges
The motor insurance industry in India is facing
some challenges.  First, there is a lack of available
data in the industry. There is no way to access data
before issuing the policy. There is no centralized
database for the motor insurance industry. This
lack of data is not a problem for motor insurance
but it is one of the biggest problems faced by the
entire general insurance market in India.

Second, the motor insurance policy is issued on
the parameter of the vehicles such as car etc. but
not on the person who owns it. The vehicle is not
going to run on its own, it needs a person to
operate. The vehicle is not going to hit anyone on
its own. So the parameter to issue the policy should
be changed.

Third, third party premium is being administered
by IRDAI which gives less chance to the insurance
companies in deciding premium pricing. The
companies are left only to price premium for own
damage.

Fourth, high Net Incurred claim ratio in the third
party is a big challenge as this ultimately lands
insurance companies into a loss.

Fifth, as per the latest GIC report, 60% of the
vehicles in India are uninsured. This means out of
10 vehicles only 4 vehicles are insured. The
majority of the uninsured vehicles are two
wheelers (motorcycles and scooters). This is an
alarming situation and is a big challenge prevailing
in the motor insurance industry.

7.2: Motor Insurance – Recommended
Solutions
The problem of non-availability of data can be
resolved by having a centralized database which
can be accessed by the insurance companies. There
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is a need for having general insurance data for
making various decisions like issuing a policy. At
present, it takes the time to verify the past history.
Countries like UK, USA, and other western
countries had already implemented the same. For
Example, in the USA the SSN (Social Security
Number) is used to track the past record. The Same
model can be adopted by India as well. Aadhar
card can be used for this purpose. This will also
reduce time in investigating before issuing policy
and also during the claims. Any person if
responsible for the accident, then his past history
should be updated by using his Aadhar number
which will serve as a base for future reference for
the companies from which that person may take
insurance policy if any. Having a common
database containing information of the
policyholders and his past history will also ensure
transparency in business from both sides: customer
as well as the insurance companies.

India should adopt a differential pricing/Non
Risk Pricing system in the motor insurance sector.
As mentioned in the challenges above that it is
not the vehicle but the person driving vehicle is
responsible for the accidents or damages. So the
parameter should be taken for the person and not
for the vehicle. This means that policy should be
issued on the basis of the person who will be
operating it.  The pricing should vary for teenagers,
senior citizens, professional drivers etc. At present
India is using risk based pricing model which
considers various risk factors related to vehicles,
excluding the non-risk factors. Cases have shown
that adopting Non Risk Price system have proved
profit improvements of 2–4 per cent of gross
premiums.1 In fact, more than half of the UK motor
insurance market is using this differential/non risk
pricing model. At the present UK, the USA and
many European countries are using this model. In
India this model can be implemented by two ways:
First by fully adopting this non-risk model and
excluding the present risk based pricing. Second
a combination of both risk and non-risk factors in
determining the premium price. This has been
discussed below:

Adopting fully non-risk model excluding the
present risk related factors is little difficult due to
lack of availability of data.  However, this can be
achieved if unique identification like Aadhar Card
can be used and the past history of the
policyholders should be stored properly and the
insurers have the access to retrieve the data before
issuing a policy. For example, if a person wishes
to take a policy, he has to submit various details
including Aadhar card no. Suppose the person has
not been responsible for any accident and the
insurer issue the policy to him. In the meantime,
he met with an accident while driving his vehicle.
Now he has been responsible for an accident. This
detail should be entered to his account linked to
his Aadhar no which can be used for future
reference. This account should be updated
subsequently in case he encounters accidents in
future. Now if the person wishes to take insurance
policy then his past data can be used for pricing
the premium rates. If he has encountered with
accidents in past then price will be high as
compared to a person who has not met with any
accident or less no of accidents.  Also, age should
be taken into account. Classification can be made
according to age and the past history in deciding
the premium price. This way the non-risk pricing
model should work.

The second approach which is a combination of
risk and non-risk should take both risk and non-
risk factors into consideration. Factors like vehicle
weight, Insured Declared Value (IDV), of which
the premium is calculated at present and factors
like person past history which is the differential
model should be taken into account. If the price
of the vehicle is high and the individual has the
past record of meeting with an accident then he
should be charged high. At present, if two people
having the same vehicle and one person are free
of any accident and the other one has met with an
accident in the past even then also both will be
charged the same amount. But, in differential
pricing system the person having accident history
will have to pay more premium. This is where
differential pricing comes into the picture.
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At present IRDAI is responsible for the pricing of
premium when it comes to third party liability.
Either the insurance companies should have the
liberty to fix the premium price or IRDAI should
price the premium in accordance so that the
companies should not suffer loss.

The number of uninsured vehicles in India is 60%
as per the report compiled by GIC. The majority
of uninsured vehicles are two wheelers comprising
of motorcycles and scooters. This is a big challenge
to convert unisured vehicles to insured one. This
problem has arised due to lack of proper tracking
mechanism in India. This can be checked by
having a proper tracking of the vehicles with the
help of technology. The proposed solution to this
problem is that there should be a portal of vehicle
insurance containing the data of insured and
uninsured vehicle. Suppose if a person purchases
a vehicle and met with an accident and if caught
by the police, policemen should take the picture
of the vehicle containing the vehicle number and
send it to the data repository for investigating
whether the vehicle is insured or not. If the vehicle
is uninsured, thepenalty should be imposed on the
owner of the vehicle. This can be done by having
a mobile application specifically for motor
insurance and that should be available with the
police and the traffic police. If this can be
implemented properly it can convert uninsured
vehicle to insured vehicle and will reduce the
number of unisured vehicles in the country.

6 HEALTH INSURANCE

Health insurance is a type of insurance which
covers insured’s medical and surgical expenses.
The coverage can be provided in two ways: first,
the insured pays the medical/surgical expenses and
the insurer reimburses, second the insurer makes
payments directly.  There are various types of
health insurance available in the market. Few are
discussed below:

· Pradhanmantri Suraksha Bima Yojana
(PMSBY): PMSBY was launched on 9th May
2015. This is a kind of accident insurance and
focuses mainly on people below poverty line
and to those who cannot afford to have

insurance. This scheme is available for people
between 18 to 70 years of age with a premium
of INR 12 per annum. It covers death benefits
up to INR 2 lakhs. In the case of loss of one
leg, hand, foot, eye or sight the sum assured
is INR 1 lakh.2 This scheme will also be linked
with the JanDhan account.

· Mediclaim Policy: This is a hospitalization
benefit offered by the insurance companies.
The mediclaim policy takes care of the post
hospitalization expenses owing to illness or
injury, whether the hospitalization is
domiciliary or otherwise. It was first offered
in 1986 by General Insurance Corporation of
India (GIC).  This is available as individual
or family floater scheme.

· Employee’s State Insurance Scheme
(ESIS):  ESIS is a social insurance scheme
that protects the interests of workers in case
of contingencies like sickness, maternity,
death due to employment, injury, disablement
etc. ESIS is implemented under The
Employee’s State Insurance Act, 1948.  ESIS
is being implemented in all states except
Sikkim, Manipur, Arunachal Pradesh and
Mizoram.  The following table gives the
coverage under ESIS.

Table 8.1:  Coverage under ESIS (As of
March 31st, 2014)

Number of insured person
family units 1.95 Crores

Number of employees 1.74 Crores

Total Number of beneficiaries 7.58 Crores

Number of insured women 0.29 Crores

Number of Employers etc. 6.69 Lacs

Source:http://esic.nic.in/coverage.php

· Central Government Health Scheme
(CGHS): CGHS is a health scheme for
serving/retired central government employees
and their families. The beneficiary also
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includes pensioners, Member of Parliament
(past and present) and freedom fighters. The
total number of beneficiaries under CGHS is
36, 67,795 of which 26, 59,980 are serving.
The total expenditure on CGHS in 2013-14 was
INR 1839 Crores whereas the Per Capita
Expenditure was INR 4970.1

· Rashtriya Swasthya Bima Yojana (RSBY):
RSBY was launched in 2008 by Government
of India to provide health insurance to Below
Poverty Line (BPL) families with the
objectives to reduce OOP expenditure on
health and increase access to health care. It is
a health insurance for unorganized workers.
The beneficiary includes domestic workers,
Street vendors, mine workers, rickshaw pullers
etc. The beneficiaries under RSBY are entitled
to hospitalization coverage up to Rs. 30,000/-
per annum on family floater basis, for most of
the diseases that require hospitalization.2 The
benefit will be available under the defined
diseases in the package list. RSBY is a cashless
scheme and the beneficiaries only need to carry
their smart cards.   As of March 31st, 2016 the
number of active smart cards was 41,331,073
and total hospitalization cases were
11,841,283.

Apart from the above mentioned health insurance,
there are other central and state run health schemes.
Family floater scheme is one of the most popular
health insurance in India. It is a single policy which
takes care of the hospitalization expenses of the
entire family. There are many companies including
public and private providing health insurance in
India including standalone health insurers. At
present, there are five standalone health insurers
— Star Health, Max Bupa, Apollo Munich,
Religare Health Insurance and Cigna TTK.

The rise in health insurance sector can be seen by
the increase in GDPI. The premium collected in
health insurance has increased from INR 22,636
Crores in 2014-15 to INR 27,457 Crores in 2015-
16 registering a growth of 21.30%. The market
share of health insurance is 28.49% making it the
second largest sector after motor insurance.4There

has been a consistent increase in the premium
collected over the past 10 years.  It has risen from
INR 3,331 Crores in 2006-07 to INR 24,901 Crores
in 2015-16. The following table illustrates the
GDPI of health insurance for the past 10 years.

Table 8.2: GDPI – Health Insurance

Year GDPI (INR in Crores)

2006-07 3,331

2007-08 5,045

2008-09 6,623

2009-10 8,389

2010-11 11,462

2011-12 13,417

2012-13 15,621

2013-14 17,799

2014-15 20,509

2015-16 24,901

Source: GIC Yearbook, 2015-16

The above table illustrates that the GDPI has been
increasing from 2006-07 to 2015-16. GDPI has
not decreased in these 10 years. The increase in
GDPI indicates that the sector is growing and
people are investing money in buying health
insurance products which are a good sign.

At the same time, there is a high Net Incurred
Claim ratio for the same. The incurred claim ratio
is the ratio of net incurred claims to net earned
premium. If the incurred claim ratio is 90% this
means if the insurance company is earning Rs. 100
then Rs.90 is spent on settling the claims. The
remaining Rs. 10 is the profit earned by the insurer.
The incurred claim ratio has two implications, both
from customer and company point of view. Higher
the incurred claim ratio means it is good for the
customer as it is a good sign that the companies
are able to settle the claims efficiently. If the ratio
is over 100%, this means the insurance company
is paying more on the claim as earned by collecting
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premiums which are a situation of loss for the
insurer. Indian health insurance industry has a huge
net incurred claim ratio. For many years this was
above 100%. The following table illustrates this.

Table 8.3: Net Incurred Claim Ratio –
eHealth Insurance

Year Net Incurred Claim Ratio (in %)

2006-07 132.4

2007-08 100.6

2008-09 103.6

2009-10 106.1

2010-11 95.6

2011-12 89.6

2012-13 90.3

2013-14 93.9

2014-15 97.0

2015-16 99.9

Source: GIC Yearbook, 2015-16

The Net Incurred Claim Ratio was above 100%
from 2006-07 to 2009-10. In 2010-11 it came
below 100%. It reduced to 89.6% in 2011-12 but
again started to increase from 2012-13. The Net
Incurred Claim Ratio in FY 2015-16 was 99.9%.
It may rise above 100% if this trend continues.
The Net Incurred Claim Ratio has been steadily
increasing which reflects that a high number of
claims are being reported in health insurance
business. This implies that people are becoming
more aware of the benefits of having health
insurance.

Let us look at the total expenditure on health as a
percentage of GDP which is very less in India.
Only 1.3% of GDP was spent on health in 2015-
16.1 The next table illustrates the expenditure on
health as a percentage of GDP for the past few
years.

Table 8.4: Total Expenditure on health as a
percentage of GDP

Year Expenditure on health as
% of GDP

2009-10 1.12

2010-11 1.07

2011-12 1.09

2012-13 1.08

2013-14 1.16

2014-15 1.26

2015-16 1.3

Source: National Health Accounts Cell,
MOHFW, GOI

If comparing with various countries this is very
less. In fact in SEARO (South East Asian Regional
Office) which refers to a WHO region consisting
of the following 10 countries: Bhutan, Bangladesh,
Democratic People’s Republic of Korea, India,
Maldives, Myanmar, Nepal, Sri Lanka, Thailand,
and Timor-Leste. The next table illustrates the
contribution on health as a percentage of GDP for
SEARO countries.

Table 8.5: Expenditure on health as a % of
GDP for SEARO- 2013

Country Expenditure on health as a
% of GDP

Maldives 6.2

Thailand 3.7

Bhutan 2.7

Nepal 2.6

Sri Lanka 1.4

Bangladesh 1.5

Indonesia 1.2

Timor-Leste 1.2
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India 1.1

Myanmar 0.5

Source: Global Health Observatory, WHO
Database

From the above table, it can be inferred that for
the year 2013 India spent 1.1% of GDP on health
which is only above than Myanmar. In fact, we
are lagging behind countries like Bhutan, Nepal,
Sri Lanka and Bangladesh when it comes to
spending on the health sector. According to World
Health statistics Report, India’s spending on health
is one of the lowest in the world. This is ironical
that India being the second most populated country
in the world is spending little on the health sector.

 In fact, it is very less as compared to India’s per
capita government expenditure on health in 2012
was $60 which is very less than the USA which
was $4,153.1 The following table gives the
expenditure on health as a percentage of GDP of
OECD countries.

Table 8.6: Total Expenditure on health as a
percentage contribution to GDP

Country % of GDP

USA 17.1

France 11.6

Germany 11.2

Denmark 11.1

Canada 10.7

Japan 10.2

Australia 9.4

United Kingdom 8.8

Source: OECD Health Statistics, 2015

The above table illustrates that these countries
spend a huge portion of GDP on health whereas
India remains one of the lowest contributors in the
world; in health care segment. Only 1.3% of GDP
was spent on health as per the Economic Survey,
2015-16.

The Indian health insurance sector has the
immense scope of expansion. Only 21.6 Crores of
the total population is covered under health
insurance.1 This means less than one-fifth i.e. Less
than 20% of the population is insured. India is also
facing high Out of Pocket (OOP) an expense which
refers to the cost that individual pays for medical
expenses from their own cash reserves. Let us look
at the OOP medical expenses for 2011-12 in urban
and rural areas which are given in the following
table.

High OOP medical expenses is not a good symbol
as it means people are willing to pay from their
own pocket rather than in having health insurance
policy. This is a big challenge prevailing in the

country.  Let us compare the OOP expenditure on
health with some countries which are illustrated
in the following table.
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Table 8.8: OOP Expenditure of selected
countries

Country OOP Expenditure as a
percentage of private
expenditure on health

Russia 87.9

India 86

China 78.8

Brazil 57.8

UK 53.1

USA 20.9

South Africa 13.8

Source: World Health Organization (WHO),2011

Indians spent 86% of expenditure on health as an
OOP which is very high. This means that only 14%
of expenditure is not an Out of Pocket expense.
Among the above countries, South Africa has the
least OOP expenditure on health which is only
13.8%.

8.1. Health Insurance – Challenges
First, more than 80% of the population in India is
uninsured. Increasing the number of people to have
health insurance is a big challenge.

Second, high OOP medical expense is a big
challenge prevailing in the country. People are
willing to pay from their pockets rather that to have
a health insurance policy. The reason behind high
OOP medical expenses is the lack of awareness
about insurance among the citizens.

Third, High incurred claim ratio in health insurance
industry. The Net incurred claim ratio is 99.9% at
present which may cross over 100%. This means
the company will start suffering losses. There
should be a balance between the claims and the
premium earned.

8.2. Health Insurance - Recommended
Solutions
This section recommends two solutions which can
be used to combat the challenges to some extent.

It discusses the Long Term Care Insurance and
National Health Insurance and how these can be
implemented in India. This has been discussed in
detail in the following sections.

8.2.1. The Concept of Long Term care (LTC) -
Proposal
There is a need for India to adopt Long Term Care
Insurance (LTCI) policy which is very helpful
when the person is not able to perform daily
activities. Long term care insurance is conceptually
focused on providing a source of income through
insurance coverage to those who cannot perform
their day to day activities which are essential to
lead a normal life. Long term care is mainly
accompanied by people who have reached the
stage in which they are dependent on others for
theirneed. At present where more than 80% of the
population is uninsured, long term care can
significantly change the scenario. The following
reasons can be cited for adopting LTCI:

· The increase in per capita income can
facilitate to buy insurance policies.

· There has been a rise in nuclear families in
India tremendously. This means that Indian
society is shifting towards independency. In
fact, the number of nuclear families in
absolute terms increased from 135 million
in 2001 to 172 million in 2011.

· The increase in the elderly population is also
a big reason behind LTC in India. As per the
Help age India report, “By 2021, the elderly
in the country will number 143 million, the
report said.

The LTCI is being practiced in many countries
across the globe and this has been successfully
implemented in those countries. The drawback of
LTC is the high premium price which is being
charged by the insurers. Let us look at the few
countries where LTC has been implemented
successfully:

· Germany
In Germany long term care insurance is mandatory
and it was started in 1995. According to German
law, children are required to support their parents
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in old age to the degree that their own resources
are sufficient. German insurance is a pay as you
go system. In this risks are pooled and benefits
are independent of earlier contribution. After 5
years the policy holder is qualified for availing
benefits and these benefits are independent of the
income level of the individual.

· United States
The United States had a social welfare programme
for elderly people around the turn of the 20th
century. In the USA the finance for the LTC was
pooled from both public and private sources. Based
on the programmes like Medicaid and Medicare
the low income people can be covered and avail
the benefits of both hospital care and home care.
Benefits are paid for a limited time.

· United Kingdom
In the United Kingdom, the concept of LTC
insurance was evolved during the post-war era.
The main sources of funding are local authorities
and the NHS. The first private insurance policy
for LTC costs was introduced in 1991. The two
types of offers which are in great demand in the
market are pre-funded plans and immediate needs.
Maximum benefits are limited. Most of the time
home care is provided to the individual under LTC
insurance. The market is growing now a day. Pre
funded plans are those which are purchased by
healthy people to protect them against future costs
of LTC. Immediate plans are purchased by people
that are already disabled to insure the risk of
uncertain survival duration.

8.2.2. National Health Insurance (NHI) –
Proposal

National health insurance (NHI), also
called statutory health insurance (SHI) is a legally
enforced scheme of health insurance that insures
a national population against the costs of health
care. It may be administered in the public sector,
the private sector, or a combination of both. NHI
is being established by national legislation.
Germany was the first country to adopt NHI.
United Kingdom adopted the National Health
Insurance under National Health Service (NHS)

after the Second World War. Australia too has an
NHI called Medicare. Other countries having a
National Health Insurance are United States,
Canada, Netherlands, France, Belgium,
Switzerland etc.

NHI can be adopted in India in various phases.
Initially, it should be adopted on a pilot basis,
covering only the primary health care excluding
the hospitalization and surgical expenses. There
should be a limit which can be incurred for the
medical expenses say INR 1000 or INR 2000. This
can reduce the OOP medical expenses as most of
the OOP expenses are incurred on primary health.
If successful, NHI may cover additional benefits.
NHI will have the advantage of increasing people’s
participation in having health insurance. Models
from the above mentioned countries can be used
for references when it comes to implementation.
Having a security for primary health may attract
people to have other health insurance policy which
in turn will increase the health insurance market
and contribute to increasing in insurance density
and insurance penetration.

The National Health Insurance of countries like
Australia, Netherlands etc should be studied and
can be used as a reference for implementing in
India.

9. CONCLUSION
Indian general insurance business has seen great
expansion and there is a lot of scope for
improvement. The third party motor insurance still
faces the challenge of high net incurred claim ratio
which can be reduced by having an upper bound
on third party liability which was proposed in
Motor Vehicle Amendment 2016 which has been
passed by the Lok Sabha on 10th April which is a
good move. Aadhar card can be used as a weapon
to track the past history with the help of
technology. Also, differential pricing system which
has proven to be successful in various countries
can be subsequently implemented in India.

There is a need for a National Health Insurance
which should at least cover the primary medical
expenses thus reducing the Out of Pocket expenses
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to much extent. Also, the concept of Long Term
care can be used with studying the various models
being adopted by some countries. Both Long Term
care and National Health Insurance can be
implemented which may reduce the out of pocket
medical expenditure and thus can create awareness
among the people towards the benefit of having
health insurance. As less than 20% of the Indian
population is uninsured these two can insure a large
population at one go.
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ABSTRACT

This paper discusses the findings of the study in the area of crop insurance. Firstly it measures the
awareness level and source of awareness, secondly examines the farmers’ perception, finally identify the
farmers willingness in paying for crop insurance. The study was conducted in Mancherial District, in
Telangana.150 convenient respondents were chosen and been carried out in May and June, 2017. From
the analysis farmers awareness level about crop insurance was low. Most of the farmers were not willing
to pay for crop insurance because of instable income, premium rate, no or low compensation, problems
with distribution channel and lack of financial knowledge.

Key words: Crop Insurance, awareness, perception, premium rate.

I. Introduction:

Agriculture production and farm incomes in India
are frequently affected by natural disasters such
as droughts, floods, cyclones, storms, landslides
and earthquakes. Susceptibility of agriculture to
these disasters is compounded by the outbreak of
epidemics and man-made disasters such as fire,
sale of spurious seeds, fertilizers and pesticides,
price crashes etc. All these events severely affect
farmers through loss in production and farm
income, and they are beyond the control of the
farmers. With the growing commercialization of
agriculture, the magnitude of loss due to
unfavorable eventualities is increasing. The
question is how to protect farmers by minimizing
such losses. For a section of farming community,
the minimum support prices for certain crops
provide a measure of income stability. But most
of the crops and in most of the states MSP* is not
implemented. In recent times, mechanisms like
contract farming and future’s trading have been
established which are expected to provide some
insurance against price fluctuations directly or

indirectly. But, agricultural insurance is considered
an important mechanism to effectively address the
risk to output and income resulting from various
natural and manmade events. Crop Insurance is a
means of protecting the agriculturist against
financial losses due to uncertainties that may arise
agricultural losses arising from named or all
unforeseen perils beyond their control.
Unfortunately, crop insurance in the country has
not made much headway even though the need to
protect Indian farmers from agriculture variability
has been a continuing concern of agriculture
policy. According to the National Agriculture
Policy 2000, “Despite technological and economic
advancements, the condition of farmers continues
to be unstable due to natural calamities and price
fluctuations”. In some extreme cases, these
unfavorable events become one of the factors
leading to farmers  suicides which are now
assuming serious proportions.

Crop insurance is one method by which farmers
can stabilize farm income and investment and
guard against disastrous effect of losses due to
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natural hazards or low market prices. Crop
insurance not only stabilizes the farm income but
also helps the farmers to initiate production activity
after a bad agricultural year. It cushions the shock
of crop losses by providing farmers with a
minimum amount of protection. It spreads the crop
losses over space and time and helps farmers make
more investments in agriculture

There are two major categories of crop insurance:
single and multi-peril coverage. Single peril
coverage offers protection from single hazard
while multiple perils provide protection from
several hazards. In India, multi-peril crop
insurance programme is being implemented,
considering the overwhelming impact of nature on
agricultural output and its disastrous consequences
on the society, in general, and farmers, in particular.

The present study looks at the genesis of crop
insurance in Telangana, examines various
cropinsurance schemes launched from time to time
and the coverage provided by them. Major issues
and problems faced in implementing crop
insurance were discussed in detail.

II. Review of Crop Insurance Literature
Walker and Jodha 1986in the absence of formal
risk sharing / diffusion mechanisms, farmers rely
on traditional modes and methods to deal with
production risk in agriculture. Many cropping
strategies and farming practices have been adopted
in the absence of crop insurance for stabilizing crop
revenue. Availability and effectiveness of these risk
management strategies or insurance surrogates
depend on public policies and demand for crop
insurance.

A study by Horowitz and Lichtenberg (1993)
find that in the US Midwest, crop insurance exerts
considerable influence on maize farmers’ chemical
use decisions. Those purchasing insurance applies
significantly more nitrogen per acre (19 %), spend
more on pesticides (21 %), and treats more acreage
with both herbicides and insecticides (7 % and 63
%) than those not purchasing insurance. These
results suggest that both fertilizer and pesticides
may be risk-increasing inputs.

Some of the studies confirm the conventional view
that moral hazard incentive lead insured farmers
to use fewer chemical inputs (Smith and Goodwin
1996). Babcock and Hennessy (1996), find that
at reasonable levels of risk aversion, nitrogen
fertilizer and insurance are substitutes, suggesting
that those who purchase insurance are likely to
decrease nitrogen fertilizer applications.

Bhende 2002Crop insurance protects farmers’
investment in crop production and thus improves
their risk bearing capacity. Crop insurance
facilitates adoption of improved technologies,
encourages higher investment resulting in higher
agricultural production.A properly designed and
implemented crop insurance programme will
protect the numerous vulnarable small and
marginal farmers from hardship, bring in stability
in the farm incomes and increase the farm
production

Bhende (2005) found that income of the farm
households from semi-arid tropics engaged
predominantly in rain-fed farming was positively
associated with the level of risk. Hence, the
availability of formal instrument for diffusion of
risk like crop insurance will facilitate farmers to
adopt risky but remunerative technology and farm
activities, resulting in increased income.

III.  Profile of the study area
Mancherial district is a new district in Telangana
state. It was a part of the Adilabad district prior to
the re-organisation of districts in the state.
Telangana State gets 31 districts to spruce up
administration District Administration –
Formation/ Reorganization of District, Revenue
Divisions and Mandals in Adilabad District – Final
Notification - Orders – Issued. TS Revenue (DA-
CMRF) Department GO. Ms. No. 221 Date: 11-
10.2016

Mancherial district covers an area of 3,943 square
kilometers and has a population of 8, 07,037 as
per 2011 Census. Tribal population 56,968
comprises of 7.06% in the total population and
Mancherial district under ITDA project. Godavari
and Pranahita rivers flow through this district.
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Singareni coal mines are present in this district.
There are many cement factories in this district.
There is electricity generation center with a
capacity of 1200 megawatts in Jaipur mandal of
this district. There is Ellampally (Sripadsagar)
reservoir built on Godavari river provides drinking
and irrigation water, which also provides drinking
water for Hyderabad city.

IV.  OBJECTIVES OF THE STUDY

� To study the measurable awareness level on
crop insurance of farmers in Mancherial

� To suggest effective agriculture insurance
policies in tribal areas

V. Methodology
The data has been collected from the farmers of
insured and not insured are covered in Mancherial
district of Telangana, This study is based on an
analysis of primary and secondary data. Required
data on production from publications of Central
government and state of Telangana. Detailed
information about crop insurance at the national
level was collected from the Agriculture Insurance
Company of India Limited New Delhi and Report
of XII Plan Working Group on Risk Management
in Agriculture, Planning Commission, and
Government of India.

By administering the self-structured questionnaire
to them, the samples consist of marginal, small
and large farmers. 150 convenient respondents
were chosen by the following criteria. The village
consists of nearly 300-400 households. The

average households have been 350. Normally 35
to 45% of households in villages belong to farming
community. From 350 households 40% of farm
households i.e. 150 were chose as sample size in
this study among the 60 are insured and 90 are
non-insured. The study has been carried in May
and June, 2017. The analysis of data collected has
been carried out using percentage analysis and t
test were using for the test.

Risk associated with agriculture and various crops
was estimated by using instability index as an
indicator of risk as below:

Instability index = Standard deviation of natural
logarithm (Yt+1/Yt).Where, Yt is the crop area /
production / yield / farm harvest prices / gross
returns in the current year and, Y t+1 represent
the same in the next year. This index is unit free
and very robust and it measures deviations from
the underlying trend (log linear in this case). When
there are no deviations from trend, the ratio Yt+1/
Yt is constant, and thus standard deviation in it is
zero. As the series fluctuates more, the ratio of
Yt+1/Yt also fluctuates more, and standard
deviation increases. Slightly different variant of
this index has been used in the literature before to
examine instability and impact of drought on it

VI. ANALYSIS OF THE DATA
Socio-economic characteristics of insured and
non-insured farmers are presented in Table 1

Table 1: Socio-economic characteristics of sample
households
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*** Significant at 1 per cent level

* Significant at 10 per cent level

NS Not significant

Average size of family among insured and non-
insured was 5 and most of them have education
up to middle level. Level of education, family size
and livestock ownership did not show any
significant difference insured and non-insured.
However, farm size and crop income, which
generally corresponds to farm size, were
significantly higher for insured household as
compared to non-insured. Income from other
sources was higher at non-insured households.

Though average income of insured household was
much higher than the average household income
of non-insured but the difference was not
statistically significant up to 10 per cent level 8

RESPONSE OF INSURED FARMERS
Views of sample farmers were solicited on various
dimensions of insurance. These include motivation
and experience with crop insurance, opinion on
premium rate, and suggestions for improving the
crop insurance scheme etc.

More than three fourth of the insurance
beneficiaries mentioned that financial security was
the motivation for going for insurance. Five
percent of the respondents considered bank
compulsion as the reason for going for insurance.

One respondent out of 60 described good
experience of others as the motivation. Except two
insured beneficiaries all other expressed
satisfaction with agriculture insurance mechanism
(Table3).
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More than 60 per cent of borrowers insured farmers
felt that the existing premium rate was high while
32 per cent felt it was reasonable. 95 per cent of
the respondents would like to pay premium at the
rate of 2 per cent while 5 per cent were willing for
a range of 2-3 per cent (Table.3).

Respondents made several suggestions for
improving the existing scheme for crop insurance.
A majority of the farmers want quick settlement
of claims. Around one-fifth of the

beneficiariesfavour that Crop Cutting Experiments
used to serve as the basis for determining
indemnity should be carried in the presence of
affected farmers. Some respondents also propose
reduction in premium rate and extension in
insurance cover to more crops to improve the
scheme. Respondents were of the view that
parameters to be considered for payment of
insurance claims should be rainfall, crop condition
and revenue reports
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Beneficiaries were asked to indicate their
preference for the media through which awareness
on insurance should be created. Village mela was
the most preferred choice followed by television.
More than 26 per cent of the beneficiaries indicate
preference for more than one source (Table.4).

At present service for insurance to farmers is
provided by the concerned institution like
cooperative society or commercial bank. Close to
60 per cent borrower respondents suggested that

rural agent at village level should facilitate
insurance services. Some respondents want
insurance service at their doorstep and some want
it through cooperatives and post office.

RESPONSE OF NON INSURED FARMERS
Those farmers in the same locality who were not
currently covered by crop insurance were also
interviewed to know their views on various aspects
of agricultural insurance

Majority of non-insuredfarmers or who was not
availing crop insurance were aware about the
scheme. Only 48 per cent of non-borrower
respondents said that they were not aware about
the scheme (Table .6). The source of awareness
for those who know about the scheme was either
bank or fellow farmers. About 82 per cent of non-
insured mentioned that they never had availed

insurance before while 18 per cent said they had
earlier benefited from insurance. Several reasons
were cited for not-availing the insurance facility.
Majority of farmers gave more than one reason
for this. Lack of awareness about the scheme was
the single most important reason for not availing
insurance.

Table 5: Non- insured farmers’ perception on agricultural insurance in Mancherial district
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Table 6: Non- insured farmers’ perception

These respondents were further asked what source
they would tap if they suffer loss due to crop failure
or other reason. Over 50 percent respondents
mentioned that they will go for hypothecation of
house or jewellery or any other asset. About one

fifth of the respondents said they will take records
to borrowing from money lenders and 18 per cent
look for borrowing from friends and relatives. Sale
of fixed assets and bank loan were mentioned by
a few respondents (Table 6).

Table.7.Non-insured farmers perception on preference for insurance agency in Mancherial district.

The preference revealed by non-insured
respondents about insurance service is presented
in Table.7. Like non insured farmers, rural agents
at village level were the most preferred agency
preferred by for non-insured farmers. About 16
percent respondents want rural agent at door step
and about 28 per cent expressed choice for more
than one agency

CONCLUSION
Despite various schemes launched from time to
time in the country agriculture insurance has
served very limited purpose. The coverage in terms
of area, number of farmers and value of agricultural
output is very small, payment of indemnity based
on area approach miss affected farmers outside the
compensated area, and most of the schemes are

not viable. Expanding the coverage of crop
insurance would therefore increase government
costs considerably. Unless the programme is
restructured carefully to make it viable, the
prospects of its future expansion to include and
impact more farmers is remote. This requires
renewed efforts by Government in terms of
designing appropriate mechanisms and providing
financial support for crop insurance.

Providing similar help to private sector insurers
would help in increasing insurance coverage and
in improving viability of the insurance schemes
over time. With the improved integration of rural
countryside and communication network, the Unit
area of insurance could be brought down to a
village panchayat level. Insurance products for the
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rural areas should be simple in design and
presentation so that they are easily understood.
There is lot of interest in private sector to invest
in general insurance business. This opportunity can
be used to allot some target to various general
insurance companies to cover agriculture. To begin
with, this target could be equal to the share of
agriculture in national income. Good governance
is as important for various developmental
programmes as for successful operation of an
agriculture insurance scheme. Poor governance
adversely affects development activities. With the
improvement in governance, it is feasible to
effectively operate and improve upon the
performance of various programmes including
agriculture insurance.

POLICY SUGGESTIONS
Crop insurance program works as collateral
security, therefore also benefit banks. When claims
are paid, banks first adjust the claim against their
outstanding dues, and balance if any is credited to
the farmers. Therefore, the Crop Insurance Scheme
also benefits the banks. In Philippines, banks are
made to share a part of the premium burden. For
rice where the premium is 10.81 per cent,
borrowing farmer pays only 2.91 percent while
the government pays is 5.90 percent and the
lending institution, 2.00 per cent. A similar
arrangement can be recommended for participating
banks in India. Such arrangement would also bring
non-insured farmers into the fold of banking
network, thus institutional lending of crop loans.

Remote sensing is the emerging technology with
potential to offer plenty of supplementary,
complimentary and value added functions for
agricultural insurance. The present technology
available shall not only provide the insurers with
tools like crop health condition, area-sown
confirmation, yield modeling which are very
important, but also strengthen the position of
insurer’s vis-à-vis re-insurance market.

Some of the possible applications of for
agricultural insurance could be as follows:

1. Estimating actual acreage – sown at insurance
unit level to check the discrepancy of over-
insurance  (area insured being more than area
sown).

2. Monitoring crop health through the crop season,
and investigation on ground for advance
intimation of yield reduction.

3. To check adequacy and reliability of CCE data.

4. Developing satellite based crop productivity
models for cereals and other crops.

There is a need to promote private sector
participation in agriculture insurance. First license
for the private sector was issued in October 2000.
As of today, there are ten private sector insurers
in the general insurance business: Reliance, Tata-
AIG, Royal Sundaram, IFFCO-Tokio, Bajaj-
Allianze, ICICI-Lombard, HDFC- Chubb,
Cholamandalam, ECGC and Star Health. The latter
two, are limited to only a few lines of general
insurance. The fact remains that these insurers have
not yet undertaken agricultural insurance to a
significant extent. Only two companies in the
private sector have initiated crop insurance, albeit
on a small scale. ICICI-Lombard was the first
company to experiment with rainfall insurance in
2003. The concept is further extended to weather
insurance since 2004. IFFCO-Tokio General
Insurance (ITGI), the second company in private
sector, started piloting rainfall insurance, since
2004.The Insurance Regulatory and Development
Authority (IRDA) has stipulated that every new
insurer undertaking general insurance business,
has to underwrite business in the rural sector to
the extent of at least 2 per cent of the gross
premium during the first financial year, which is
to be increased to 5 percent during the third
financial year of its operation. Crop insurance is
included in the rural sector insurance for this
purpose. The business targets stipulated in rural
insurance apparently are very small. Those who
do not meet even these small targets are getting
away by paying penalties of nominal amounts. If
private insurers are to be spurred to enter the rural
insurance market in a significant manner, the
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business targets have to be raised substantially by
IRDA.

In order to promote public – private participation
in agriculture insurance GOI should follow the
USA model to work out premium rate through an
exclusive technical agency, and offer the product
to all insurers. Insurers can implement the product,
enjoying the same level of support and subsidy.
As a variation from the USA method, the
government would not provide reinsurance support
and reimbursement of administrative and operating
expenses, as these costs would be loaded in the
actuarial rates. The government can decide
whether or not different insurers compete in the
same area, or allocate specific crops and areas to
a particular insurer (Planning Commission, 2007).

With increased commercialization of agriculture
price fluctuations have become highly significant
in affecting farmers  income. Accordingly, market
risk is now quite important in affecting farmers
income. We feel that implementation of market
insurance to cover price risk is much easier than
yield insurance. This can be done by requiring
interested farmers to register their marketable
surplus with insurance agency or market
committee at the time of sowing of crop. The
insurance agency should offer insurance cover to
include price guarantee which could be minimum
support price in some cases or market based price
from the past. Farmers should pay premium for
this kind of price insurance and initially
government should share some burden of the
premium.
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ABSTRACT:

Liberalization, privatization and globalizations have their impact on all most all sector. Even its role is
not negligible on insurance sector, especially on life insurance. Liberalization has its direct impact on
life insurance. It is one of the powerful service sector in the world economy. Privatization of insurance
sector strengthened the economy. Prior to the introduction of new economic policy, only few players
were operated in the insurance sector, especially in life insurance. Post introduction of liberalization and
privatization, many developments have been taken place and the result of which many companies are
now providing life insurance services. In this paper an attempt is made to analyze the impact of
liberalization on life insurance.

Key words: Life Insurance, Insurance sector, Liberalization, Privatization, World economy.

I. INTRODUCTION

India’s economic development made it a most
lucrative Insurance market in the world. Before
the year 1991, there was monopoly state run Life
Insurance Corporation of India (LIC) The
competition from these companies were
threatening to the existence of LIC. Since the
liberalization of the industry the insurance industry
has never looked back and today stand as the one
of the most competitive and exploring industry in
India.

Life Insurance is a professional service which is
characterized by high involvement of the
consumers. Due to the importance of tailoring
specific need, the variability of the products
available. The complexity involved in the policies
and processes and ultimately the need to involve
the consumer in every aspect of the transaction.
Life insurance is known as Life Assurance has in
recent times ceased to be only a Protection or
‘Legacy’ for the family and has turned into an
important investment outlet. When compared with

the developed foreign countries, the Indian life
insurance industry has achieved only a little
because of the followings: lack of quality strategies
adopted by the LIC, lack of standard education
and awareness about savings, low capital per
income and lack of employment opportunities.
LifeI Insurance Corporation of India (LIC) started
in the year 1956 as a wholly-owned corporation
of the Government of India. The following are the
main objectives of LIC:

Ø Spreading life insurance much more widely
and in particular to the rural areas and to the
socially and economically backward classes,
to providing them with adequate financial
coverage against death at a reasonable cost.

Ø Increasing the people’s savings by making
insurance linked savings adequately
attractive.

Investing funds to the best advantage of the
investors as well as the community as a whole.
Meeting the various life insurance needs of  the
community that would arise in the changing social
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and economic environment through its family
schemes and group insurance schemes.

II. REVIEW OF LITERATURE
Peter Drucker (1999) admitted that by “providing
financial protection against the major eighteenth
and nineteenth century risk of dying too soon, life
insurance became the biggest financial industry
of that century. Providing financial protection
against the new risk of not dying soon enough may
well become that next century’s major and most
profitable financial industry”.

TS Rama Krishna Rao (2000) opined, “1999-
2000 were landmark years in the history of Indian
insurance industry. The year 2007 is going to be
another watershed for the industry. First January
2007 will totally change the complexion of the
non-life industry. The insurance industry will have
to play a vital role by providing health insurance
and other insurance products for the poor”.

Jain (2004) revealed, “Waves of liberalization
have done wonders to raise the insurance
occupation to the status of a career with a bright
future. The average mindset, particularly of
younger generation in India is very amenable to
these changes in insurance, which is as an avenue
where exhilarating opportunities are opened up in
changed environment”.

Sinha (2005) in his paper highlights the
phenomenal growth experienced recently in
connection with improvements in economic
fundamentals. With comparison in growth,
penetration, density and other insurance variables
it can be said that still India is an underdeveloped
insurance market with huge catch-up potential.

Rao (2007) reported, “Insurance is a vital
economic activity and there is an excellent scope
for its growth in the emerging markets. The
opening up of the insurance sector has raised high
hopes among people both in India and abroad.

Sabera (2007) indicated, “The Government of
India liberalized the insurance sector in March
2000, which lifted the entry restrictions for private
insurance players, allowing foreign players to enter

into the market and start their operations in India.
The entry of private players helps in spreading and
keeping the operation in the Indian insurance
sector which in turn results in restructuring and
revitalizing of public sector companies”.

Chandrasekhar (2009) in his article “Learning
Nothing, Forgetting Everything” observes that the
Government has been pushing ahead with
privatization despite there being no evidence of
the nationalized insurance industry failing to meet
its obligation to insurers or to the Government.

Krishna swami (2009) in his book “Principles and
Practice of Life Insurance” explains clearly the
history of insurance, advantages of insurance and
the role of insurance in the economy and also in
the society. The life insurance products, the
concepts of premium, investment management and
solvency margin are also discussed at length in
the book.

Kannan (2010) viewed that India, being rich in
population and most of the area is untapped, has
tremendous scope for growth in insurance sector.
Today insurance business is growing at the rate of
15-20% annually. Together with banking services,
it adds about 7% to the country’s GDP. In spite of
all this growth the statistics of the penetration of
the insurance in the country is very poor.

Imam (2011) analysed Customer behaviours in
Life Insurance Industry. Researcher opined that
the sale of life insurance policies in India is less
than many Western and Asian countries. With their
world market experience and network, these
companies have offered many good schemes to
lure all type of Indian consumers, but unfortunately
failed to get the major share of market. Still the
LIC is the biggest player in the life insurance
market with approx. 65% market share.

Selvakumar & Piyan (2012) analysed the
performance of public and private life insurance
companies in India. Researcher opined that today’s
market is customer centric and customer is
supposed to be king of market. To satisfy
customers innovations are taking place with
distinct  features to attract the customers. Tiwari
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& Yadav (2012) conducted an Analytical study
on Indian Life Insurance Industry in Post
liberalization. Researchers concluded that Indian
market is untapped market and found good
opportunity.

III. OBJECTIVES
� To examine the structure and review of life

insurance industry in India.

� To know the performance of Indian Life
Insurance Corporation of India between pre-
and post- LPG era.

� To examine the current status, volume of
competitions and challenges faced by the
Life Insurance Corporation of India.

IV.STRUCTURE OF LIFE INSURANCE
INDUSTRY
The LIC had monopoly till the late 90s when the
Insurance sector was reopened to the private sector.
Before that, the industry consisted of only two state
insurers: Life Insurers (Life Insurance Corporation
of India, LIC) and General Insurers (General
Insurance Corporation of India, GIC). GIC had
four subsidiary companies. Oriental Insurance
Company Limited, New India Assurance
Company Limited, National Insurance Company
Limited and United India Insurance Company
Limited. Some of the well-known insurers ‘logo
in India is given below:

Today there are 28 general insurance companies
including the ECGC and Agriculture Insurance
Corporation of India and 24 life insurance
companies operating in the country. The insurance
sector is growing at a speedy rate of 15-20%

together with banking services, insurance services
add about 7% to the country‘s GDP. A well-
developed and evolved insurance sector is a boon
for economic development.
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FIG:1 INDIAN INSURANCE INDUSTRY STRUCTURE.

TABLE 1:REGISTERED INSURER IN INDIA(AS ON 30TH SEPTEMBER, 2012)

After the reforms, the number of players has
increased in life insurance and non-life insurance
at end-September 2012, there are forty-nine
insurance companies operating in India; of which

twenty four are in the life insurance business and
another twenty four are in general insurance
business. In addition, GIC is the sole national re-
insurer.
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TABLE 2:MARKET SHARE OF LIFE INSURERS (IN PER CENT)

TABLE 3: MARKET SHARE OF INSURERS OF PUBLIC AND  PRIVATE
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V.INDIA LIFE INSURANCE INDUSTRY IN
THE PRE LPG ERA
Life insurance in its modern form came to India
from England in 1818 with the formation of
Oriental Life Insurance Company (OLIC) in
Calcutta mainly by Europeans to help widows of
their kin. Later, due to persuasion by one of its
directors (Shri Babu Muttyal Seal), Indians were
also covered by the company. By 1868, 285

companies were doing business of insurance in
India. Earlier, these companies were governed by
Indian Company act 1866 and by 1870, 174
companies ceased to exist, when British parliament
enacted insurance Act 1870.These companies were
however, insuring European lives. Those Indians
who were offered insurance cover were treated as
substandard. Lives and were accepted with an extra
premium of 15 -20%.

TABLE 4. GROWTH OF LIC BETWEEN 1957 AND 1999.

VI.CHALLENGES OF LIFE INSURANCE
INDUSTRY IN INDIA.

�  Main challenges of the insurance industry
are product innovation, distribution,
customer service, and investments.

� Unit-linked personal insurance products
not find greater acceptability with rising

customer awareness about customized,
personalized and flexible products.

� Flexible products and new technology will
play a crucial role in reducing the cost and,
therefore, the price of insurance products
is most important.



308

� Finding niche markets, having the right
product mix through add-on benefits and
riders, effective branding of products and
services need of the hour

� Product differentiation is main challenge
faced by new companies.

�  Increased awareness and importance of
insurance among public especially in urban
areas big challenge .

� Fixing products pricing as per the needs
of the customers is another challenge

�  Customer expectations have significantly
increased in recent years, particularly in
terms of better and speedy service. such
as better yield and much improved quality
of service particularly in the area of
settlement of claims, issue of new policies,
transfer of the policies and revival of
policies in the liberalized market is very
difficult.

VII.FINDINGS:
� As per data’s available it is found that total

Life Insurance companies in India have
increased and after economic slowdown
new companies are taking less interest in
India Life Insurance Market.

� When we compare real growth of premium
with world insurance market Indian Life
market declining very sharply.

� If we see the total number of new policies
issued by LIC and private insurance
companies, we find that there is a huge gap
between them. New Policy issuance
growth rate is also on declining trend
consecutively from last two years.

� Market share if we compare LIC with
private life insurers ,LIC is quiet
dominating with regard to first year and
total premium it seems that people having
more trust on LIC.

� It is observed that due to economic
slowdown in last year’s many life
insurance offices closed down and the
since two years close down of offices
increases so again here in this area we
observed a significant impact on life
insurance business in India.

VIII.SUGGESTIONS
� Development of insurance products

including special group policies to cater
to different categories should be a priority,
in general and especially in rural areas.

� The more extensive market research before
introducing insurance products so that
insurance can become more meaningful
and affordable.

� Insurance companies to design appropriate
products, determine price correctly and
increase profitability.

� Awareness campaign should be
encouraged to improve insurance literacy
levels by conducting workshops,
distributing leaflets, distributing literature.

� Insurance companies should practice  fair
trade and transparent disclosure while
addressing the policyholders.

� The liberalization of the Indian insurance
sector has both positive and negative effect.
The negative-effects of liberalization on
insurance industry can be lessen by
promoting healthy competition among the
life insurers and keeping the interest of
common people.

� To create trust among policy holders,
insurance companies should train their
sales force to be ethical, understand
customer needs and sell appropriate
products

� Insurance is basically risk coverage
instruments have been marketed as tax
saving as well as wealth maximization
instruments. Keeping this in mind,
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insurance companies should develop such
policies which provide effective risk
coverage rather than focusing on the tax
benefits and also encourages them for long
term investment in insurance.

IX.CONCLUSIONS:
India is the emerging insurance markets in the
world. Competition has brought more product
innovation and better customer servicing and bring
positive influence on the life insurance business.
insurance is a several national and international
players competing and growing at rapid rates. The
overall business of life insurance has been
significantly increased after post liberalisation. The
saving rate has come down and insurance has been
impacted. (In India, insurance is looked upon as a
form of savings.) And IRDA’s consumer-centric
orientation has been adding to the troubles, with
so many speed bumps on the path, insurance in
India still attractive and fastest-growing financial
services markets in the world.
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ABSTRACT

Agriculture is backbone of the country with nearly 2/3rds of its one billion population depend on agriculture
for their livelihood. India is a land of many climates and variety of soils affording scope for diversity of
agriculture.  Climate is the most important single factor in crop production and determines the appropriate
timing for important agricultural operations like sowing, transplanting, irrigation, fertilizer application
and use of pesticides. It is often called “gamble with monsoon”.  Certain varieties of soils are suited best
for certain crops and hence knowledge of soil variety is important in identifying crops, which can produce
good yields.

Agriculture is treated equal with risk and uncertainty. Agriculture contributes to 26% of the GDP and
any change has a multiplier effect on the economy as a whole. Economic growth and agricultural growth
are inextricably linked to each other. Crop insurance helps in stabilization of farm production and income
of the farming community. It helps in optimal allocation of resources in the production process.

Indian Government has been concerned about the risk and uncertainty prevalent in agriculture. In his
article, an attempt is made to study “An Evaluation of crop insurance scheme and claim settlements”.

The various schemes that are available for the crop Insurance are

1.  Pilot crop Insurance Scheme ( PCIS)-1979  implemented till 1984-85

2. Comprehensive Crop Insurance scheme (CCIS) implemented till 1997

3. Experimental crop Insurance scheme  -1997-98

4. National Agricultural Insurance scheme-1999-2000  ( Replaced by CCIS )

5. Weather based crop Insurance schemes – 2003

Hence an attempt is made to “An Evaluation of crop insurance scheme and claim settlements”.

Key words:  Agriculture Insurance, crop Insurance, claim settlements, crop schemes

Introduction:
Agriculture is backbone of the country with nearly
2/3rds of its one billion population depend on
agriculture for their livelihood. India is a land of
many climates and variety of soils affording scope
for diversity of agriculture.Agriculture is treated
equal with risk and uncertainty. Agriculture
contributes to 26% of the GDP and any change

has a multiplier effect on the economy as a whole.

Indian Government has been concerned about the
risk and uncertainty prevalent in agriculture

Economic growth and agricultural growth are
inextricably linked to each other. Crop insurance
helps in stabilization of farm production and
income of the farming community. It helps in
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optimal allocation of resources in the production
process.

A number of crops and crop varieties are grown in
the country.  The following are considered as major
crops:

Food crops Paddy, Wheat, Jowar, Bajra,
Maize, Gram, Redgram,
Peas etc.

Oilseeds Groundnut, Mustard,
Soyabean, Sunflower etc.

Cash crops Cotton, Sugarcane, Tobacco
etc.

Vegetable crops Onion, Potato, Tomato etc.

Plantation crops Coffee, Tea, Rubber etc.

Fruit crops Citrus, Banana, Apple,
Mango etc.

In 1965, the Government introduced a Crop
Insurance Bill and a model scheme of crop
insurance on compulsory basis, which was spread
to constituent State governments of the Indian
Federation.

The bill provided for the Central Government
framing a reinsurance scheme to cover indemnity
obligations of the States.  None of the States were
in favour of the scheme because of very high
financial obligations.

The Committee’s recommendations were:

“In the context of the paucity of resources, the
country cannot afford the huge recurring
expenditure on the administration of crop
insurance together with the subsidies that may
become unavoidable.  Such funds could be more
advantageously utilized for raising agricultural
productivity and reducing crop variability.  Since
insurance represents the assumption of risks by
the insurance agency through consideration of a
large number of individual risks, it is to be
preferred only if the cost of such assumption is
lower than the cost of prevention of risks.  under
the proposed crop insurance scheme the farmers

are expected to get back by way of indemnities
what they pay by way of premium, the underlying
purpose could be served better and at less cost to
the government and  the farmers could be
encouraged to save on a recurring basis in the form
of deposits in the banks and are provided credit
on liberal terms, especially in times of crop failure.

Different experiments on crop insurance on a
limited, ad-hoc and scattered scale started from
1972-73.  In 1972-73, the General Insurance
Department of Life Insurance Corporation of India
introduced a Crop Insurance Scheme on H-4
cotton.  .   This Scheme was based on “individual
Approach” and later included Groundnut, Wheat
and Potato and implemented in the states of
Gujarat, Maharashtra, Tamil Nadu, Andhra
Pradesh, Karnataka and West Bengal.  It continued
up to 1978 and covered only 3110 farmers for a
premium of Rs.4.54 lakhs against claims of
Rs.37.88 lakhs.

But these schemes were discontinued due to the
following reasons:

1. Need contact with individual farmers for
collection of premiums and /or for
determination of yields and hence required
very large machinery for implementation,
which the insurance company could not
afford with the premium charged.

2. Involved controlled conditions of
cultivation and hence were unsuitable for
large scale implementation.

3. Did not provide for optimum spread of
risks between different agro-climatic
regions and hence had to face heavy
incidence claims.

4. Did not go hand-in-hand with Extension
projects launched by the government, and
hence could not derive the advantage of
the measures introduced in such areas for
ensuring improved productivity and loss
minimization.

5. Care was not taken to avoid high-risk areas.
There were no arrangements to coordinate
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the working of the schemes in the interest
of the insurance company.

6. Complete dependence on the Fertilizer
Companies for all field services, including
yield assessment service, placed insurance
company at a disadvantage, when the
interests of the two parties are differed.

Methodology:
Need of the study:
Indian Government has been concerned about the
risk and uncertainty prevalent in agriculture the
unfortunate deaths of farmers in Andhrapradesh,
Maharashtra who got caught in a debt trap and the
devastating effect it had on their families. In this
article, an attempt is made to study an evaluation
the crop insurance scheme and claim settlements
in India

Objectives of the study:

1. To know the types of crop insurance
schemes in India

2. The problems of crop insurance

3. The benefits of crop insurance

4. To know the claims settlements  and
compensation paid to farmers

Data collection method:
For the purpose of the study secondary data is
collected through web site like ministry of
Agriculture, statistical data is collected from
Indiastat.com (accessed from Pondicherry
University library on 29th June ,2017), Journals
and Magazines , Agricultural Insurance – IC 71
(III book) , IRDA

Types of Agricultural Insurance:
Increasing commercialization and globalization,
the scope and relevance of agricultural insurance
are not widely understood in India.  Crop
insurance, which is generally restricted to field
crops, is generally considered synonymous with
agricultural insurance.  However, agricultural
insurance covers a wide spectrum of activities like

horticulture, plantation, poultry, aquaculture,
sericulture, etc.  Further, it extends to the entire
production process including post-harvest
storages, processing and transportation of produce
to the final markets.

Some of the Agriculture Insurance Schemes
presently available in the country are:

i) Crop insurance

ii) Horticulture/Plantation insurance

iii) Cattle insurance

iv) Sheep/Goat insurance

v) Pig insurance

vi) Poultry insurance

vii) Sericulture insurance

viii) Apiculture insurance

ix) Fresh water fish insurance

x) Aquaculture insurance

xi) Farmer’s Package insurance

xii) Agricultural Pump-set insurance

The organizations transacting Agricultural
Insurance in India:

i) General Insurance Corporation of India

ii) National insurance Corporation of India

iii) New India Assurance Company Limited

iv) Oriental Corporation of India

v) United India Corporation of India.

As per the IRDAnorms, every new insurer in the
general insurance industry shall do at least a
minimum amount of business in the social sector,
which includes crop and agriculture sector.

Crop Insurance:
Crop insurance is a means of “protecting the
farmers against uncertainties of crop yields arising
out of practically all natural factors beyond their
control”.  It is a financial mechanism in which the
uncertainty of loss in crop yields is minimized by
pooling large number of uncertainties that impact
on crop yields so that the burden of loss can be
distributed.
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Crop Insurance as Risk Management:
Crop production involves numerous risks, natural,
social, economic and personal.  But the principal
characteristic, which distinguishes crop production
from any other activity, its great dependence on
nature, Crop production unlike almost any other
activity has to be carried on in the face of continual
uncertainties arising out of diverse natural and
social elements.  Normally the greatest impact of
all these elements falls on crop production.

Uncertainty of crop yield is thus one of the basic
risks, which every farmer has to face, more or less,
in all countries, whether developed, or newly
developing.  But these risks are particularly high
in newly developing counties.

It is true that much of the present uncertainty of
crop production in the newly developing countries
like India could be removed by technical measures
and by improvements in social and institutional
set-up.  Still, a good deal of uncertainty will always
is there, as no imaginable measure could make crop
production completely independent of the natural
hazards.  And also, the physical measures are to
be justified by their cost-benefit ratio.

Crop Insurance Schemes:
For over 50 years crop insurance has been
discussed in India in many of forums as an
important tool of risk management in crop
production. The first aspect regarding the
modalities of crop insurance considered was
whether the same should be on an individual
approach or on Homogenous area approach.

The “individual approach “ basis necessitates
reliable and accurate data of crop yield of
individual farmers for sufficiently long period ,
for fixing  of premium on actuarially sound basis.
The “homogenous area “approach envisages that
in the absence of reliable data of individual farmers
and in view of the moral hazards involved in the
individualapproach, a homogenous area
comprising villages that are homogenous from the
point of view of crop production and whose annual
variability  of crop production would be similar ,

would farm the basic unit instead of the individual
farmer.

The government of India introduced some of the
crop insurance schemes in India for the welfare of
the agriculture farmers

1. Pilot Crop Insurance Scheme (PCIS)-1979:
Based on the recommendations of Prof.V.M
Dandekar, a Pilot Crop Insurance scheme was
introduced by GIC from 1979.  The important
features of the scheme were:

a) The scheme was based on “Area
Approach”.

b) The Scheme covered Cereals, Millets,
Oilseeds, Cotton, Potato, Gram and Barley.

c) It was confined to loaned farmers only, on
voluntary basis.

d) The risk was shared between the GIC and
the State Government in the ratio of 2:1.

e) The maximum sum insured was 100% of
the crop loan; which was later increased
to 150%.

f) 50% subsidy was provided for insurance
charges payable by Small / Marginal
farmers by the State Government & the
Government of India on 50:50 bases.

2. Comprehensive Crop Insurance Scheme
(CCIS):
Based on the experience of PCIS, the
Comprehensive Crop Insurance (CCIS) was
introduced with effect from 1st April 1985 by the
Government of India with the active participation
of Sate Governments.  The Scheme was optional
for the States.  The Scheme is linked to short term
crop credit and implemented on Homogeneous
Area approach.  15 states and 2 UTs implemented
the Scheme until Kharif 1999 are 1.Andhra
Pradesh  2.Assam 3.Bihar 4.Goa 5.Gujarat
6.Himachal Pradesh 7.Karnataka 8.Kerala
9.Madhya Pradesh 10.Maharashtra 11.Meghalaya
12.Orissa 13.Tamilnadu 14.Tripura 15.West
Bengal 16.Andaman & Nicobar Islands and
17.Pobdicherry.
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The states of Rajasthan, Uttar Pradesh, Jammu &
Kashmir, Manipur and Delhi had initially joined
the Scheme but subsequently opted out after
implementing for few years.

Main Features of the Scheme:
a) It covered farmers availing crop loans from

Financial Institutions for growing food
crops & oilseeds on compulsory basis.  The
coverage was restricted to 100% of crop
loan subject to maximum of Rs.10, 000/-
per farmer / season.

b) The premium rates were 2% for Cereals
and Millets and 1% for Pulses and Oil
seeds.  50% of the premium payable by
Small and Marginal farmers is subsidized
equally by Central and State Governments.

c) The premium and claims were shared by
Central & States Government in 2:1 ratio.

d) The Scheme was optional to State
Government.

e) The scheme is a multi agency effort,
involving Government of India,
Departments of State Governments,
Banking Institutions and GIC.

3). National Agriculture Insurance Scheme
(NAIS) (1999-2000)
On June 23,1999 the Prime Minister launched a
new crop insurance scheme called Rashtriya Krishi
Bima Yojana (RKBY) under the National
Agricultural Insurance Scheme(NAIS).
Participation in RKBY was compulsory for
farmers growing notified crops and availing crop
loans from formal credit Institutions. In case of
loan farmers, the Sum insured was equal to the
amount of crop loan advanced. The farmer had
the option to insure the amount equivalent to the
value of threshold yield of the insured crop. A
farmer may also insure his crop beyond the value
of threshold yield level up to 150% of average
yield of notified area on payment of premium at
commercial rates.

The risks covered under the NAIS are:

· Fire & Lightning

· Storm, Cyclone, Hailstorm, Typhoon,
Tempest,

· Hurricane, Tornado

· Flood, Inundation & Landslide

· Drought, Dry spells

· Pests / Diseases

Exclusions: War, nuclear risks, malicious damage.

Under NAIS, premium rates are 3.5% of sum
insured for bajra and oilseeds, 2.5% for other
Kharif crops, 1.5% for wheat and 2% for other
Rabi crops. Small and marginal farmers are entitled
to a premium discount of 10%. In the case of
commercial / horticultural crops, actuarial rates are
being charged.

NAIS is being implemented by 23 states and two
Union territories. During the last 12 crop seasons
(from Rabi 1999-2000 to Kharif 2005), 7.51 crore
farmers have been covered over an area of 12.2
crore hectares insuring a sum of Rs.70,696 crore.
Claims paid Rs.7207 crore against premium
income of Rs.2226 crore benefiting more than two
crore farmers in the implementation of NAIS so
far.

4). Weather Based Insurance in India
In India, weather-based insurance was first
introduced in 2003 by ICICI Lombard for
groundnut and castor farmers of Mahboobnagar
district in Andhra Pradesh, followed- by the pilot
rainfall insurance scheme by IFFCO-Tokio
General Insurance (ITGI) in 2004-05 in Andhra
Pradesh, Karnataka and Gujarat. The Agricultural
Insurance Company of India (AIC), the public
sector insurer, also introduced rainfall i-nsurance
(Varsha Bima) in 20 rain gauge areas spread over
Andhra Pradesh, Karnataka, Rajasthan and Uttar
Pradesh in 2004-05, providing five different
options suiting varied requirements of the farming
communityseasonal rainfall insurance based on
aggregate- rainfall from June to September, sowing
failure insurance, rainfall distribution insurance
with the weight assigned to different weeks,
agronomic index based on the water requirement
of crops at different phenophases, and a



315

catastrophic option, covering extremely adverse
deviations in rainfall during the season.

Weather insurance in the country received- a big
boost when the finance minister in his 2007-08
budget speech termed it as a “promising risk
mitigation scheme” and earmarked Rs 100 crore
for its implementation on a pilot basis in a few
states as an alternative to NAIS. Weather-Based
Crop Insurance Scheme (WBCIS) was piloted by
the AIC in Karnataka in Kharif 2007. Presently,
these products are being offered in selected regions
for different crops by AIC and private insurers
ICICI Lombard General Insurance Company and
ITGI.

WBCIS also operates on the concept of “area
approach”, whereby each reference unit area
(RUA) is linked to a reference weather station
(RWS) and all farmers in a given RUA are deemed
to have suffered the same level of adverse weather
incidence. WBCIS is based on actuarial rates of

Premium (with a cap at 8-10% for food crops and
oilseeds and 12% for commercial crops) but to
make the scheme attractive, premium actually
charged from farmers has been restricted to “at
par” with the NAIS. The difference between flat
premium rates and the actuarial premium rates are
borne by the central and the implementing state
government on a 50: 50 basis. The private
companies are extended the same level of financial
support by the government. Unlike NAIS, the
entire claim under the scheme is borne by the
insurers. Weather insurance is already being
treated- as an “alternative” to NAIS (at least in
the pilot areas) as the latter is not available to the
farmers in areas where the former is notified.5

Table 1 shows the coverage experience under
WBCIS implemented by the dominant insurer
AIC.

Weather-Based Crop Insurance Scheme: Season-wise Business and Claims Experience :
Table 1

Source :  Economic & Political Weekly,  vol xlv no 6,  February 6, 2010



316

Crop –wise Gross area Sown and Insured under
all insurance schemes in India from 2012-13 to
2015 -16 sureTable-2  ( see annexure)

Form the above table below2  – it is observed that
paddy was sown in 427.57  lakhs hectare  and  area
insured 105.04 lakhs hectare in 2012-13 , in 2013-
14 paddy was sown in 444.75 Lakhs hectare and
area insured is 93.93.LH in 2014-15 paddy was
sown in 444.75LH and area insured was 96.5 LH
and in 2015-16 paddy was sown in 444.75 LH and
area insured was 114.93 LH .Wheat was sown in
304.95 LH with an area insured 64.59 LH in 2013-
14 what sown in 313.85 LH with an area insured
79.69 LH , in 2014-15 sown 313.85 LH  with a
area insured is 78.83 LH in 2015-16 it is sown in
313.85 LH and area insured is 87.82 LH. Oil seeds
sown in 290 LH with area insured is 98.35 LH in
2013-14 oil seeds are sown 301.11 LH with are
insured as 112.11 Lh , In 2014-15 sown was 301.11
LH and area insured was 301.11 LH and area
insured was 101.41 LH in 2015-16 oilseeds was
sown in 301.11 LH and area insured was 132.51
LH . the over all  in 2012-13 the area  sown was
1943.99 LH with area insured was 444.03 LH  in
2013-14  area sown was 2008.59 LH with an are
insured 427.23 LH in 2014-15 the area sown was
2008.59 LH and are insured  was 444.41 LH , in
2015-16 the area sown was 2008.59 LH and the
area insured was 524.49 LH

Funds released by central government under
various schemes for crop insurance in India
from 1997-2002 to 2016-17 in different five
years plansTable -3 (see annexure)

From the table-3 it is observed funds released by
the central government under various schemes for
crop insurance in India in different five years plans
from 1997 to 2016  for NAIS from 1999 to 2000
was  Rs 21273.35 crores  , for WBCIS  since Kharif
2007 was Rs 3826.16 crores  and MNAIS scheme
since Rabi 2010-11 was Rs 1531.03 crores  , CPIS
scheme since 2009-2010 was Rs 2.95 crores  and
PMFBY  since kharif  2016 was Rs 28386.91
crores

State –wise number of farmers, Area and sum
Insured Under pradhan Mantri Fasal Bima

Yojana In India  in kharif 2016 Table-4( see
annexure)

From the table –4 below it is observed that
Maharashtra 109.52 lakh farmers were insured
,with 66.78 Lakh hectare with a sum insured of
Rs 20942.67 crores , Rajasthan 53.05 lakh farmers
were insured with an are of 74.62 Lakh hectare
with a sum insured 12207 crores , Madhya Pradesh
34.72 lakh farmers were insured with and area
insured 73.59 Lakhs Hectare and the sum insured
was Rs 19041.24 corers . the overall  India the
no.of farmers insured are 363.04 crores  with an
area of 374.83 Lakhs hectare and the sum insured
was Rs 128984.99 crores under PMFBY  in kharif
2016.

National agricultural insurance scheme (NAIS)
under trends in Area , sum insured , premium
and claims in India from 2012-13  to 2015-16
Table:-5 (see annexure)

From the table -5 it is observed that in 2012-13
the no. of farmers covered in kharif was 10649354
and 6141677 in rabi  with a total 16791031 with
an area of 15693700 hectare in kharif and 8691157
hectare in Rabi  with a total of 24384857 hectare
with  a sum insured 4290779 , with a total premium
of 132644 lakhs , claims reported are 470056 lakhs
Rupees the total no. of farmers benefitted are
2613107 . in 2013-14 the no. of  farmers covered
11254942 with 15983340 hectare of area with total
sum insured are 3353878 lakhs with a total
premium of 113173 lakhs and the no. of . Farmers
benefited are 2738903  . In 2014-15 the no.of
farmers covered in kharif are 7729333 with a area
of 6785416 area hectare with a sum insured of
1492021 lakhs  with a total premium of 51936
lakhs . In 2015-16 the no. of farmers are
238594749 with an area of 353369458 hectare
with a sum insured of 37682975 lakhs with a total
premium of 37682975 lakhs with a claims reported
3588295 lakhs  and the no. of farmers benefited
are 59973512 in National agricultural insurance
scheme (NAIS) under trends in Area , sum insured
, premium and claims in India from 2012-13  to
2015-16
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Number of Farmers / sum Insured, gross
premium and claim reported under coconut
palm insurance scheme in India from 2012-13
to 2014-15 Table:-6 (see annexure)

From  the table- below-6 it is observed that the in
2012-13 the no.of  farmers insured are 12279 lakhs
with sum insured are 7843.9 lakhs with a gross
premium of 40.57 lakhs  with a claims reported
are 76.8 lakhs under coconut palm insurance
scheme (CPIS ) in 2013-14  are 1390 lakhs farmes
insured with sum insured of Rs 8694.6 lakhs with
a premium of 70.87 lakhs with a claims reported
95.49 lakhs . In 2014-2015 the no.of farmers
insured are 2845 lakhs with sum insured are 2500
lakhs with a gross premium of 17.6 lakhs  with a
claims repoted are 30.75 lakhs under CPIS scheme
from 2012-13 to 2014-15

Season / scheme wise sum insured ,premium
and claims paid by modified national
agricultural insurance scheme (MNAIS)  from
2012-13 to 2014-15 : table -7 ( see annexure)

From the table it is seen that in 2012-13 the no.of
farmers covered are 3008835 lakhs with  area
insured are 2981434.94 hectare the sum insured
are 697466.85 lakhs  with a premium of 29537.17
lakhs  with claims reported are 67406.36  lakhs
claims paid are 64294.56 lakhs  and the numbers
of farmers benefited are 714050 lakhs .  In 2013-
14 the no.of farmers covered are 5358738 lakhs
with  area insured are 5527856.21  hectare the sum
insured are 1223224.11  lakhs  with a premium of
46328.66  lakhs  with claims reported are
138226.21  lakhs  claims paid are 133162.04 lakhs
and the numbers of farmers benefited are 1765694
lakhs In 2014-15 the no.of farmers covered are
9095373  lakhs with  area insured are 10638480.86
hectare the sum insured are 1880712.76 lakhs  with
a premium of 62547.61 lakhs  with claims reported
are 117167.49  lakhs  claims paid are 110675.88
lakhs  and the numbers of farmers benefited are
2387140 lakhs by modified national agricultural
insurance scheme (MNAIS)  from 2012-13 to
2014-15

Future outlook for Crop Insurance in India:

The National Agricultural Insurance Scheme
(NAIS) is improved version of CCIS in both scope
and content.  NAIS contains many features that
are comparable to some of the well-designed
comprehensive schemes in the world.  However,
this is not to say that the Scheme has no scope for
further improvement.  Some of the directions for
future may include:

i) The NAIS which still to have agriculturally
important States, such as Punjab, Haryana,
Rajasthan etc in its fold and more crops and
sections of farmers yet to be reached, may
struggle to penetrate beyond 10% to 15% of
cropped area.

ii) A dynamic and rapidly changing agriculture
will stress the capability of public sector to
adapt in the future.  It would require private
sector to achieve substantial market
penetration.

iii) Separate schemes addressing special needs of
hilly regions, areas with sharp variations in
micro-climate, are required.

iv) Farms increasingly aware of the risks of
production.  Prefer comprehensive risk
package; both yield and price/revenue and
coverage of post harvest losses.

v) Demand for custom-made covers will increase
both from corporate and big farms.  Micro-
insurance is going to be the ‘mantra’ to reach
out to rural households.

vi) Need for package policies and integration of
insurance services with credit institutions.

vii) The demand for coverage of perennial
horticulture crops against comprehensive risk,
covering gross value of produce, will have to
be met.

viii) Subsidy is essential.  The pattern will have
to change to reflect cross section of variations.

ix) The government will have to support the front-
end (premium, administrative costs etc.),
leaving the back-end (claims) to insurers.  It’s
a sure way of not only limiting its liabilities,
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but also a direction for development of
agricultural insurance on professional lines.

x) The government will have to provide
reinsurance protection for catastrophic losses.

xi) Need for streamlining agricultural relief
through insurance and a degree of compulsion
of participation.

xii)  An exclusive Organization is to be created
for implementation of agricultural insurance.
At the same time services of other agencies,
such as financial institutions, marketing
agencies, NGOs etc. are to be used to reduce
costs of delivery and service.

Finding from the study

· The scheme was based on “Area Approach
The risk was shared between the GIC and the
State Government in the ratio of 2:1. 50%
subsidy was provided for insurance charges
payable by Small / Marginal farmers by the
State Government & the Government of India
on 50:50 bases.

· The premium rates were 2% for Cereals and
Millets and 1% for Pulses and Oil seeds.  50%
of the premium payable by Small and
Marginal farmers is subsidized equally by
Central and State Governments Under NAIS,
premium rates are 3.5% of sum insured for
bajra and oilseeds, 2.5% for other Kharif
crops, 1.5% for wheat and 2% for other Rabi
crops. Small and marginal farmers are entitled
to a premium discount of 10%.

· In the case of commercial / horticultural crops,
actuarial rates are being charged. Premium
(with a cap at 8-10% for food crops and
oilseeds and 12% for commercial crops) but
to make the scheme attractive, premium
actually charged from farmers has been
restricted to “at par” with the NAIS.

· The Government is relieved of present
irregular financial burden of providing relief.
Very high administrative costs: An exclusive
agency with sufficient network to administer
the Scheme on its own would involve very

high administrative costs and the resultant high
costs of insurance.

· in 2015-16 the area sown was 2008.59 LH and
the area insured was 524.49 LH , CPIS scheme
since 2009-2010 was Rs 2.95 crores  and
PMFBY  since kharif  2016 was Rs 28386.91
crores

· In 2014-15 the no.of farmers covered are
9095373 lakhs with area insured are
10638480.86 hectare the sum insured are
1880712.76 lakhs  with a premium of
62547.61 lakhs  with claims reported are
117167.49  lakhs  claims paid are 110675.88
lakhs  and the numbers of farmers benefited
are 2387140 lakhs by modified national
agricultural insurance scheme (MNAIS)  from
2012-13 to 2014-15 The government will have
to provide reinsurance protection for
catastrophic losses. Need for streamlining
agricultural relief through insurance and a
degree of compulsion of participation.
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ABSTRACT:

Agriculture is the back bone of the Indian economy. Due to the unpredictable climatic change, farmers
income suffers a lot. To overcome this, farmers are taking crop insurance for their farms. In this paper,
an attempt has been made to find farmers level of awareness towards crop insurance. Samples of 200
farmers were randomly selected from Nizamaabad and Kamareddy District. It is found that four variables
namely farmers gender, educational qualification, farm size, source of knowledge about crop insurance
have significant association with level of awareness towards crop insurance. The research concluded
that government should organize crop insurance related awareness programmes to farmers.

Key Words: Agricultural Crop, Crop Insurance, IRDA, Government, Farmers & Etc

1. Introduction:
Agriculture is the back bone of the Indian
economy. The crop depends on the natural rainfall
and other atmospheric factors. Food is the
crowning need of the every human being; too much
emphasis has been on commercializing
agricultural production. Therefore, adequate
production and even distribution of food has
become a high priority of our country and to the
world. In this changing agricultural scenario and
global competition, there is a need of exploiting
the limited available resources at maximum level
with a smoothly, at minimal cost and adequate flow
of finance or credit is primary factor for sustainable
agriculture development. Hence Government
agencies are promoting diversification in
production, research, and farm extension. Due to
the unpredictable climatic change, farmers  credit
earning capacity suffers a lot. Crop insurance is
an emerging concept in our country. Thus, IRDA
is playing vital role in safeguarding the finance of
the farmers. It has been established by Government
for supporting and promoting agriculture and rural
development. In order to achieve its mission, IRDA
is running on many plans and schemes out of them

crop insurance is one of important insurance
scheme to farmers. Agriculture Insurance
Company of India (AIC), 10 private General
Insurance Companies namely ICICI-Lombard,
IFFCO-TOKIO, HDFC-ERGO, Cholamandalam-
MS, Tata-AIG, Future General India, Reliance,
Bajaj Allianz, SBI and Universal Sompo General
Insurance companies are implementing the crop
insurance programme.

2. Crop Insurance:
· Crop insurance helps both farmers and

Governments: After a bad agricultural
season, it helps farmers to cope with risks
through payouts and reduce the burden of
Government’s disaster
payments(Veermanietal,2005).

· Insurance also allows farmers to take more
risks in farming: use resources more
efficiently and take up enterprises which
they wouldn’t have in absence of insurance
coverage(Ahsanetal,1982).

· In-spite of 30 years of efforts and high
subsidies, adoption of crop insurance by
Indian farmers is low.
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Need of Crop Insurance:
Every year, in one part of India or the other food
crops are affected by natural calamities, “Crop
yield instability is the normal condition and
agriculture continues still to be which the farmer’s
fortunes are exposed, is practically the same as
before. In fact, good years and bad years, wet
weather and drought or floods and frost, low yields
and bumper crops are to be expected in mixed
succession. The total loss due to natural calamities
(like flood, drought and plant diseases) is estimated
as high as Rs. 1,000 crores every year. The man
behind the plough has to be assured that he will
be compensated for such loss in crops. Otherwise,
he cannot be drawn into the campaign to increase
productivity of land under his plough,”

The need for protecting the farmer from
natural hazards arises for the following reasons:
(1) In our country Nature has always been

moody. ”She is unpredictably generous to
one state and disconcertingly bad-
tempered to another. This fickleness of
weather conditions in different parts of the
country upsets the whole agricultural
economy, and makes one part bountiful,
while the other starves.”

(2) Besides droughts and floods, locusts, plant
diseases have always been a serious enemy
to our agriculture by destroying standing
crops and thereby reducing farmers’ income.

(3) Majority of the holdings are tiny, form which
the farmers get marginal surplus in good
years and incur heavy deficits in the bad ones.

(4) Farming is more hazardous than any other
enterprise. The weather can make all the
difference between success and failure.
Consequently, many farmers, particularly the
small ones, feel shy of adopting new
techniques.

The fear of loss is so overwhelming that even when
convinced of the gain accruing from the
application of science and technology, they prefer
to go along the traditional track of low productivity.
Once freed from fear by crop insurance they can
quicken the pace to high productivity.

The Fourth Plan observed, “Severe distress is
caused to the farmers by crop failure resulting from
drought, floods and other natural calamities. This
risk is likely to get accentuated under conditions
of large investments in fertilizers, pesticides,
improved seeds and other inputs which are
proposed to be used on a large scale during the
Fourth Plan. One of the important means of
alleviating distress arising out from natural
calamities could be the organisation of crop
insurance.”

3. Review of Literature:
Barman, B (2003), in his study entitled
“Institutional Rural Credit in Assam: A Case Study
of Rangia Subdivision” examined the impact of
the institutional credit on the socio-economic
status of the rural people at micro level. The field
survey covered300 beneficiaries which were
selected with simple random sampling technique.
The study found that the procedure for receiving
loan was not simple and credit-deposit ration of
the sample banks of the Range sub-division was
very low. The scholar had suggested that the flow
of credit needs to be doubled to mitigate the gap
between demand for and supply of funds to the
agricultural sector.

Sharma (2007) in their study entitled “Access to
credit- A study of hills farms in Himachal
Pradesh.” showed that credit was very low in
absolute terms which might be because the farmers
had small holdings and thus borrowings for
machinery etc. were avoided. Among non-
institutional sources, moneylenders had no role to
play. Contribution of friends/ relatives was found
to be significant. Among agricultural loan, crop
production loan for seed, fertilizer etc. was found
to be important. Among social factors, formal
education was found to be important in enhancing
the probability of being a borrower. Also farm size
and non-farm income played a vital role in
borrowing behaviour.

Sunny IbeObilor (2013), in his study entitled
“The Impact of Commercial Banks  Credit to
Agriculture on Agricultural Development in
Nigeria: An Econometric Analysis” evaluated the
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impact of commercial banks’ credit to agricultural
sector under the Agricultural Credit Guarantee
Scheme Fund in Nigeria. Until the mid-seventies,
agriculture was the primary foreign exchange
earner for Nigeria. Now it has lost its prime
position to the mineral sector. Of these factors,
inadequate capital is considered as the single most
important factor affecting the performance of the
sector. It therefore empirically examined the
impact of Agricultural Credit Guarantee Scheme
Fund, agricultural product prices, government fund
allocation and commercial banks  credit to
agricultural sector on agricultural productivity. The
result revealed that Agricultural Credit Guarantee
Scheme Fund and Government fund allocation to
agriculture produced a significant positive effect
on agricultural productivity, while the other
variables produced a significant negative effect.
It is recommended that farmers should be
encouraged to be applying for loans from the
participating banks to enhance their agricultural
activities and productivity.

4.  Objectives of the Study:
To identify the farmers awareness towards crop
insurance with special reference to Nizamaabad
and Kamareddy District.

5. Research Methodology:
Nizamaabad and Kamareddy District is the study
area selected for this research. Primary data is
collected through well-structured questionnaire. A
sample of 200 respondents in NIZAMAABAD and
Kamareddy District has been selected by using
random sampling method. The collected
information were reviewed and consolidated into
a master table. For the purpose of analysis the data

were further processed by using statistical tools.
The statistical tools are

· Simple Percentage

· Chi-Square Test

· Friedman Ranking Test

6.  Limitations of the Study:
· The study is restricted to the selected

sample of Nizamabad and Kamareddy
District and hence the result of the study
cannot be generalized.

· The statistical methods used to analyze the
data have their own limitation.

· All the limitations of primary data are
applicable to this study.

7. Analysis and Interpretation:
Demographic Profile of the Farmers: Table no.1
describes the demographic profile of the farmers
for the study. Out of 100 respondents who were
taken for the study: it has been identified that most
(63%) of the respondent are male, (57%) whose
age group is under 26 to 50 years, most (68%) of
the respondents are up to school level, the annual
income of (42%) respondents is above
Rs.2,50,000, (54%) of the farmers have 2 to 10
acres farm area for their agriculture , (52%) of the
respondents have above 10 years farming
experience , (64%) of the respondents belong to
joint family and (61%) of the respondents came
to know about the Crop insurance through Friends/
Relatives.
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Table 1: Demographic Profile of the Farmers
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Table 2: Relationship between the Demographic Profile and level of awareness towards
Crop insurance

Relationship between the Demographic Profile
and Level of Awareness towards Crop
Insurance:

Table no.2 depicts the relationship between
selected demographic variables and Level of the
Awareness of the respondents. It is clear that , the
calculated Chi-square value is less than the table
value at five percent level, there does not exists
any significant association between age, annual

income, type of family of the farmers and level of
awareness towards Crop insurance. Thus the null
hypothesis is accepted. It is clear that, the
calculated Chi-square value is greater than the
table value at five percent level, there exist a
significant association between gender,
educational qualification, farm size, source of
knowledge about Crop insurance and level of
awareness towards Crop insurance. Thus the null
hypothesis is rejected.
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Table 3: Awareness of Farmers towards Crop Insurance– Friedman Rank Test

Table no.3 shows about the Friedman Rank Test
for awareness of farmers towards crop insurance
were 0.000 level of significance which shows that
there is a relationship between the ranks given. It
shows that Premium was the first awareness factor
of the farmers towards crop insurance, Type of
Risk was ranked as the second awareness factor,
Mode of premium was ranked as third factor,
Terms and conditions was ranked as fourth factor
and Methods of loss determining was the fifth
awareness factor of the farmers towards crop
insurance.

Conclusion:
Crop Insurance is one of the most innovative,
highly appreciated and non-discriminatory
banking credit products. The crop insurance not
only solves the credit problem of farmer but also
help our country to grow economically. Crop
insurance plays an important role in agriculture;
hence the crop insurance is carried as a credit
vehicle in rural areas with the objective of risk
dispersal to small, marginal farmers, large farmers
& socio economically weaker section of
population for the development of agriculture. In
present scenario the government should take
necessary steps to educate the importance of crop
insurance to the farmers.
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ABSTRACT

The journey of Foreign Direct Investment (FDI)& insurance sector being hand in hand is not very long.
It has been merely sixteen years of togetherness. It was in the year 2000 that the insurance sector was
liberalized after a long debatable period. The private players were granted permission to participate in
insurance business along with foreign investment up to 26% in the equity share capital. Several new
companies apart from the already existent LIC and GIC emerged, and the major issues which Indian
insurance industry had hitherto faced- such as insurance density and insurance penetration, were to a
great extent now dealt with.There have been unending debates in the past decade regarding whether it
was the effect of privatisation (which gained ground in 2000) or the coming together of the private
sector and foreign investors that facilitated such a considerable improvement in the performance of
insurance sector. Researchers in the field are yet to reach a unanimous agreement, since both the inclusion
of foreign capital and the coming on of privatisation overlap chronologically, both occurring at the turn
of the millennium.

However, the improvement of the insurance sector did not reach the heights expected, which called for a
further increase in FDI in 2000. The FDI limit, which had so far been fixed at 26%, was now proposed
to be pushed up to 49%. The year 2015 saw the passing of the Insurance Amendment Bill, which raised
the FDI limit to 49%.

The paper aims to critically examine the role of foreign direct investment in insurance sector and the
government policy of increasing the FDI in this sector. Hence this paper aims to analyse the data provided
by IRDA annual reports and other journals through certain statistical tools how far FDI has impacted
the growth and development of insurance sector.

Keywords:FDI, Insurance Density, Insurance penetration, Linear Regressions.

1. INTRODUCTION
Indian insurance sector although is witnessing
growth and development at a fast pace still lags
behind many similar economies in the baseline of
insurance density. Insurance density is measured
as the ratio of premium in US dollar to total
population. Insurance density in India is around
US$ 54.7 billion however countries like US, UK
or France have it at US$4000. Even countries like
Thailand and Malaysia who are counted in the
countries for low insurance density have greater

than US$100. Insurance penetration, which
measures the contribution of the insurance industry
in relation to a nation’s GDP, is still quite nominal
for India that is around 3.3% and lags behind many
developing and developed countries. Hence it’s
really essential to study the regions that are in
performance for the intensification and
advancement of the Indian insurance industry. It
was observed that long after the liberalisation of
the insurance sector in India, the public sector
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companies like LIC and GICs continued to be
dominant enjoying around 90% of the market
share. Back in the late 90s the then policymakers
understood the need of a thriving insurance
industry and initiated the reform process
dismantling the physical barriers for growth that
emerged in “Licence-Permit Raj”. Mr C.S. Rao
the IRDA chairman 2007, in his speech explained
a dynamic insurance industry to be one of the main
engines of growth in any economy and for this
reason the opening up of this sector for private as
well as foreign players was remarkably necessary.
After a long debatable period this sector was
liberalised with allowing of private companies in
addition to 26% of foreign shareholding. This was
not the end of the discussion over FDI in the history
of Indian insurance sector, it was again in 2008
when the call for raising the foreign capital limit
in the insurance sector was felt and once again
after an elongated dubious period of around seven
years finally the FDI limit was augmented to 49%.
Therefore this paper attempts to understand
theassociationbetween foreign direct investment
and the growth and development of Indian
insurance sector and for this purpose linear
regression is used.

2.  INDIAN INSURANCE SECTOR
Prior to 1956 private companies owned insurance
business in India. The management of life
insurance was taken by the process of
nationalisation in the year 1956 by an act of
parliament. Later in the year 1972 General
Insurance Corporation (GIC) was set up to deal in
non-life services like casualty & property
insurance and reinsurance.The Malhotra

Committee report (1994) supported the
liberalisation of the Indian Insurance sector.
Professional regulation as a matter of priority was
made as a strong case by the committee report
almost as a condition precedent to the opening up
of the sector to private and foreign participation.
It was not until the year 1999 that with Mr
N.Rangachary as its chairman the Insurance
Regulatory and Development Authority was
formed to protect consumer interest and ensure
orderly growth of insurance market in India
through its professional regulations. The IRDA Act
marks the end of the government’s monopoly in
the sector as it seeks to endorse the private players
(comprising limited foreign capital)in Indian
insurance sector (Economic Survey of India, 1999-
2000).

3. INSURANCE SECTOR OF INDIA:
CURRENT SCENARIO
At the end of March 2016, Indian insurance
industry consists of 54 registered companies out
of which 24 are in life insurance business and the
non-life business consists of the rest 29 out of
which 5 are exclusive health insurers (IRDA
Report,2015-16). Life insurance cooperation (LIC)
is the sole public sector company among the life
insurers and six public sector insurers in the non-
life area. General Insurance Corporation(GIC Re)
is the sole name in the national reinsurance
business. This picture was not same since the
beginning of the millennium it has changed over
the years starting with just ten companies in the
area of life insurance business and fourcompanies
in the area of non-life business.

TABLE No. 1
NUMBER OF REGISTERED INSURANCE COMPANIES IN INDIA
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Analysis: The above table no. 1 highlights the
number of registered insurance companies over
the years since privatisation.life insurance sector
consist of one public sector Companyi.e. Life
insurance cooperation of India (LIC) with 70.4%
market share which continues to be a dominant
market leader in the field of life insurance business
till today. All others are private insurance
companies which have increase in their number
over the years and can be observed in the table.
Non-life insurance companies’ column consists of
4 public sector general insurance companies in the
year 2000-01 which increased to 6 in the year
2002-03 and remained so till year 2015-16.

4. CURRENT SCENARIO AT
INTERNATIONAL LEVEL:
Internationally, the share of life insurance business
in total premium is 55.6% out of which the share
of life insurance business is at 79% and that of
non-life is at 21%. India is ranked 10TH among the
88 countries in life insurance business for which
data was published by Swiss Re(IRDA Annual
Report, 2015-16). The year 2015 observed India’s
share in global life insurance market at 2.24%
which was at 2.08% in the year 2014. However,
India’s life insurance premium has increased by
7.8% when the global life insurance premium
augmented by 4%. The Indian non-life insurance
sector witnessed a progress of 8.1% though the
growth in global non-life insurance premium was
only 3.6%. However the portion of Indian non-
life insurance premium in global non-life insurance
premium was at 0.75% and out of those 88
countries, India ranks 18TH. (IRDA Annual report
2015-16).

5. FDIin Indian Insurance Industry – A Historic
Synopsis
Foreign direct investment in Indian insurance
sector was introduced in the year 2000 when the
government liberalized this sector. Though, other
sectors of the economy had seen liberalization in
1990s but insurance with few other sectors was
thought to be sensitive at that time hence was kept
back from opening up but, in late 90s government
felt the need of liberalizing this sector therefore
Malhotra committee a committee specifically on
insurance sector was formed in April 1993 with
R. N. Malhotra, a former finance secretary and
governor of RBI. The purpose was toaccess the
strengths and weaknesses of the sector, to review
the then existing structure of supervision and
regulation of insurance sector and to suggest the
reforms for modernizing the regulatory system in
tune with changing economic environment. The
committee recommended opening of the insurance
sector to private players with foreign holding up
to 26 per cent and setting up of an independent
regulatory authority. Seventeen private insurance
companies entered the Indian market for both life
and non-life business in the year 2000-01 with
foreign equity in their share capital. This number
grew over the years but again in the year 2008 the
debate over increasing of the foreign capital limit
in insurance sector broke out and ended up
increasing the limit to 49% in the year 2015. This
once more gave confidence to the private players
and their number substantially increased during
2015-16 (IRDA annual Report, 2015-
16).Currently government is again reviewing its
policy for 100per cent FDI in insurance sector.
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6. Theoretical background of the study:
In the past one and a half decade the insurance
sector has experienced a massive transformation
in terms of number of insurers involved, volume
of funds and thelevel of penetration & density
which is the result of liberalization. Liberalization
denotes a reduction of government or other barrier
to market access, especially as relates to foreign
insurers (Skipper, 1996).Neoclassical economists
supported the deregulation and often argue that
countries should rapidly deregulate industries and
liberalize markets (Sobita, 2011; Becker, 1983;
Stigler, 1971). Liberalization was not just the
opening up for private players but also the foreign
investors in the domestic insurance market. Hence,
the tribute of growth and development of insurance
sector cannot be given solitary to the private
players, for the fact we know that there was no
single private player who entered the market
without FDI in its equity share capital.FDI is
considered momentous for the long term economic
development of the country for the reason that it
is not only a source of capital but also a spring of
innovated technology with the best global
management practices (Goldberg, 2004).With a
large population India has a vast untapped
insurance market, as only a small percentage of
India’s strong population has insurance cover
either for life or health.So experts believe that there
is huge scope for growth and this is one of the
major reasonsfor recognised foreign partners to
join hands with domestic players.There are several
studies over the years which have tried to find out
the impact of opening up, the trends in the
insurance market, the performance of the industry
after the liberalization andthe impact of FDI. They
found that the sector was in requisite of massive
funds before liberalizationas LIC was not able to
handle the growing need of capital
(Ranade&Ahuja, 1999). The decision to privatize
is mainly taken because of fiscal requirements
rather than desire to improve the efficiency; in
India when economic reforms began in 1991 the
country was facing severe balance of payment

crises (Kumari, 2016). Consequently, Foreign
Direct Capital was necessary and the need of
private sector entry has been justified on the basis
of enhanced efficiency of operation, attainment of
greater density and penetration of insurance in the
country and for greater mobilised savings(Talwar&
Ali, 2015) and also according to various IRDA
Annual reports over the years.Impact of private
players and inclusion of foreign capital have been
studied through several researches such as (Jain,
2013) who explains the requirement of
liberalization for the purpose of increased funds
and innovated insurance products in the  life
insurance market. Moreover, the growth of this
sector due to privatisation is generating
employment in India where unemployment is one
of the major challenges of the country and this is
upheld by scholars who have elucidated how this
sector is responsible for the livelihood of
manyrural and urban families (Gumber&Kulkarni,
2000).

The relationship between foreign direct Investment
and growth of the insurance sector is been
evidenced and associated by many scholars. The
potential and performance of the insurance sector
is universally assessed with two parameters, viz.
Insurance penetration and insurance density these
are used to study the progress and development of
the insurance sector of any country.Insurance
penetration is measured as the percentage of
insurance premium to GDP and insurance density
is calculated as the ratio of premium to population
(per capita premium). All through the first decade
of liberalization, insurance sector has recounted
consistent increase in insurance penetration from
2.71 per cent in 2001 to 5.20 per cent in 2009.
Since then, the level of penetration was declining
which however increase in 2015 reaching 3.44 per
cent after passing of the insurance bill 2015 where
the government increased the foreign capital limit
to 49% from 26%. A similar trend in the level of
insurance density is observed as it reached the
maximum of US$ 64.4billionin the year 2010,
from the level of US$ 11.5 billion in 2001
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TABLE No. 2
INSURANCE PENETRATION DENSITY AND FDI IN INDIA

Table no 2 shows the inclusion of foreign direct
investment (FDI) in life and non-life sector over
the years. it can be observed from the table that
the sector’s penetration and density have seen a
growing trend over the years with the increase in
the absolute amount of FDI in their equity share
capital.

7. RESEARCH GAP
The research gap of the study has been found with
the help of literature review. The majority of the
research studies covered various aspects of
insurance development and explained the
relationships theoretically .As we know that, the
foreign direct investment has received importance
since the commencement of liberalization. Thus,
in the present research paper, we have tried to study
this relationship between variables statistically.

8. OBJECTIVES OF THE STUDY

1. To study the impact of FDI on the density
of life insurancein India.

2. To examinethe impact of FDI on the
penetration of life insurance in India.

3. To judge the impact of FDI on the density
of non-life insurance in India.

4. To measure the impact of FDI on the
penetration of non-life insurance in India.

9. HYPOTHESES OF THE STUDY
H

0
1: There is no significant impact of FDI on

the density of life Insurance in India.

H
0
2: There is no significant impact of FDI on

the penetration of life Insurance in India.
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H
0
3: There is no significant impact of FDI on

the density of non-life Insurance in India.

H
0
4: There is no significant impact of FDI on

the penetration of Non-life Insurance in India.

10. RESEARCH METHODLOGY:
The present study is based on the secondary source
of data which is collected from the various Annual
reports of the Insurance Regulatory
&Development Authority (IRDA). The data
collected has been analysed and interpreted in such
a way so as to achieve the objectives of the study.
The data was collected from the annual reports
2001-01 till 2015-16. The independent variable
FDI was converted to US$ billion from its absolute

amount which was in Rs crore so that the variables
usedi.e. FDI, insurance density and insurance
penetration comes to a common unit and can be
analysed using linear regression.

11. RESULTS OF HYPOTHESES TESTING:
A linear regression analysis was run using SPSS
to find the relationship between the increasing
Foreign Direct Investment in insurance sector and
the increasing density and penetration of the sector
over the years. As we know the sector is generally
bifurcated into life insurance and the non-life
insurance sector. Hence the analysis is divided into
two portions viz. Life insuranceand Non-life
insurance.

A.  FDI & LIFE INSURANCE SECTOR OF INDIA:
Model 1: representing FDI and life insurance density

Interpretation of model 1:
The R value represents the simple correlation and
is 0.963, indicating a high degree of correlation
between the independent variable FDI and the
dependent variable i.e. life insurance Density in
this case. The R Square value indicates how much

of the total variation in the dependent variable
Density can be explained by the independent
variable FDI. In this case its 92.2% which is very
large. Hence, on the basis of above analysis it is
found that there is significant positive relationship
between FDI and the density of life insurance in
India.
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Model 2: representing FDI and life insurance penetration

Interpretation of model 2:
The R value representing simple correlation is
0.407, indicating a moderate positive correlation
between the independent variable FDI and the
dependent variable i.e. life insurance penetration.
The R Square value indicating quantum of
variation in the dependent variable penetrationcan
be explained by the independent variable FDI. In

Model3: representing FDI and non-life insurance density

this case its 96% which is quite large. Hence, on
the basis of above analysis it is found that there is
significant positive relationship between FDI and
the penetration of life insurance in India.

B.FDI & NON-LIFE INSURANCE SECTOR
OF INDIA:
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Interpretation of model 3:
The R value representing the simple correlation is
0.934, which is again indicating a high degree of
correlation between the independent variable FDI
and the dependent variable‘Density’ of non-life
insurance in this case. The R Square
value indicates how much of the total variation in

Model 4: representing FDI and non-life insurance penetration

the Density of non-life insurancecan be explained
by the independent variable FDI. In this case its
87.3% which is large. Hence on the basis of above
analysis it is found that there is significant positive
relationship between FDI and the density of non-
life insurance in India.

Interpretation of model 4:
The R value representing the simple correlation is
0.018, which is again positive but not as significant
as of other independent variables and FDI in this
case. The R Square value indicates how much of
the total variation in the penetration of non-life

insurance which can be explained by the
independent variable FDI. In this case its 35.8%.
Hence on the basis of above analysis it is found
that there is significant positive relationship
between FDI and the penetration of non-life
insurance in India.
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12. CONCLUSION:
Insurance is the back bone of any economy as its
country’s risk management system and influence
growth of the economy in numerousways.
IndianInsurance sector has immense potential to
be a part in growth momentum but the sector
demands huge investment in the form of working
capital and in-depth knowledge of the market.
Though the gestation period for the private and
foreign players in the Indian insurance industry is
not too long but enough to state their ability for
growth potentials and taking the sector to the next
level. The study identifies there is a significant
positive relationship between FDI and the
insurance density and insurance penetration for
both life and non-life sector in India. Hence
government can look up its policy of 100 per cent
FDI in this sector.The increased density and
penetration with the opening up of insurance sector
gives a clear indication of the ability of the foreign
and private players to enhance the size, awareness
and participation in the insurance market
internationally.

13. LIMITATIONS OF THE RESEARCH:
No study is completed in its outlook and free from
loopholes. Hence following are thelimitations of
this research.

1. The present study is completely based on
secondary source of data. Moreover data has
been collected from IRDA annual reportshence
there is a chance of discrepancy.

2. The present study has been limited to the
Insurance Sector.

4. The data has been arranged as per requirements
of the study.

5. In this study, researchers mainly focused to
measure the impact of FDI on Insurance density
and Insurance penetration for both life and non-
life sector of the insurance industry.

6. All responses for the study have been solicited
from particularly insurance sector; it may vary
for rest of the sectors.

7. The statistical test used to analyse the data has
its own limitations.

8. The data for FDI in the year 2000-01 and 2001-
02 was not available.
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ABSTRACT

This research paper is basically based on the study of impact of FDI in Indian Life insurance sector.
Even after the liberalization of insurance sector, the public sector insurance companies have continued
to dominate the insurance market, enjoying over 90 percent of market share. The Indian government
liberalized the insurance sector in year 2000 and opened the doors for private participation.  The long-
pending Insurance Bill, a key economic reform legislation providing for raising foreign investment cap
from 26 percent to 49 per cent, was on 4 march, 2015 passed by Lok Sabha with the government insisting
that the measure is crucial for expanding the penetration of insurance in the country.  Foreign Direct
Investment (FDI) Proposals up to 26 Per Cent of the Total Paid-Up Equity of the Indian Insurance
Company Allowed on the Automatic Route, and FDI Proposals which take the Total Foreign Investment
Above 26 Per Cent and up to the Cap of 49 Per Cent Shall Require FIPB Approval. To check the impact
of FDI in Life Insurance sector secondary data has been collected from various reports of related
authorities. With the help of regression it is interpreted that with the p value less than .05 there is
significant impact of FDI in Life Insurance Sector.

Keywords: FDI, Equity Share Capital, Life Insurance Sector, Foreign Promoters.

Introduction
Foreign direct investment (FDI) is a direct
investment into production or business in a country
by an individual or company of another country,
either by buying a company in the target country
or by expanding operations of an existing business
in that country. Foreign direct investment is in
difference to portfolio investment which is an
inactive investment in the securities of another
country such as stocks and bonds. FDI is a strong
source of money.

In India, there are 53 insurance companies
consisting 24 life insurance companies and 29 are
non –life insurance companies. LIC is the sole
public company among all the life insurance
companies in insurance industry. Indian life
insurance sector has about 360 million policies

which is the biggest in all over the world and it is
expected to increases in next 5 years with CAGR
of 12-15 %. Some major highlights in this sector
are:

· The life insurance market grew from US$ 10.5
billion in FY02 to US$ 27.5 billion in FY16

· Over FY02–FY16, life insurance premiums
expanded at a CAGR of 7.5 per cent.

· The life insurance industry has the potential
to grow 2-2.5 times by 2020.

· With 70.4 per cent share market share in FY16,
LIC continues to be the market leader,
followed by SBI (5.1 per cent), ICICI (4.9 per
cent) and HDFC (4.1 per cent
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Review of literature
Yadav, R.K. & Mohania, S. (2016). In their
research paper titled impact of FDI on life
insurance sector concluded that increasing FDI for
this sector is a great movement, since this sector
required big investment that can be done through
only FDI. They stressed on the point that the
IRDAI and RBI and other institutions should keep
an eye on the outflow of Indian currency. They
found that Indian insurance industry is still less
penetrated and has huge growth potential. Foreign
direct investment (F.D.I.) plays significant role in
the economic development of the country.

Hedge, S.k. & Ranebennur, S. (2014). Attempted
a study on FDI in Indian Insurance Industry and
made an understand about the role of FDI in Indian
insurance sector. They told that Indian life
insurance sector was growing at faster rate at that
time and had given a platform for economic growth
and employment.  They also discussed about the
problems like lack of awareness of policy system,
inflexible and costly plans and worst system in
rural area facing at that time.  The foreign direct
investment (FDI) has not a reverse impact on the
working of private life insurance companies
business in India, but it assists for infrastructure
development, assists in better facilities and
techniques for sales person, broker etc.

Objectives of the Study
The main objectives of this study are:

· To study the share of foreign promoters in
Indian Life Insurance sector.

· To study the foreign promoter companies
in Indian Life Insurance sector.

· To study the top 10 investing countries in
Indian Life Insurance Sector.

· To know the impact of FDI on Indian Life
Insurance Sector.

Research Methodology
· To achieve the objectives, the data for the

period 2001 to 2014 have been taken.

· Analysis Method: The collected data are
analyzed with the help of Linear
Regression.

· Sources of Information: This study is
based on Secondary data, the data is
collected from various sources:-Handbook
on Indian Insurance Statistics, Annual
Reports of IRDA, Reports from various
Indian Insurance Companies, Publications,
Journals and Internet

Analysis and Interpretation

1. Share of Foreign Promoters in Indian Life
Insurance Sector

Table 1
FDI in Equity Share Capital in Indian Life

Insurance Sector (Rs. Crore)

Source: Compiled from Various Reports of IRDA
and Indian Insurance Companies.
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This table reveals the share of foreign promoters
in the Indian life insurance sector. It says that the
total equity share capital in year 2000-2001 was
Rs. 758 crore which, over the years shows a
increasing trend till year 2015-2016. Like this the
FDI in life insurance sector was Rs. 184.65 crore
as a part of Rs. 758 crore. This is also showing an
increasing pattern till year 2011-2012 but in the
year 2012-2013 it fell down by Rs. 6045.9 crore
and in 2013-2014 it increased again with Rs.
6113.36 crore.

2. Top 10 Foreign Promoter Companies in
Indian Life Insurance Sector

Table 2
Top 10 Foreign Promoter Companies in Life

Insurance Sector  (Rs. Crore)

Source: Compiled from Various Reports of IRDA
and Indian Insurance Companies

Table 2 is basically prepared to highlight the share
of top 10 foreign companies in the Indian Life
Insurance sector. According to this table, the first
position is occupied by PNB Met life Insurance
Company from USA with a share of Rs.523.35
crore. Second position is grabbed by AVIVA (UK)
in the Life Insurance sector with a contribution
worth Rs.521.27 crore. If we looked in the last the

tenth position is of Aegon Religare Company from
USA with a share of Rs. 339.82 crore.

3. Top Ten Countries Attracting Highest FDI
Inflows in Indian Life Insurance Sector

Table 3
Top 10 Investing Countries FDI Inflows in
Indian Life Insurance Sectors (Rs. Crore)

Source: Compiled from Various Reports of IRDA
and Indian Insurance Companies

This table describes the top investing countries in
the Indian Life Insurance Sector. This can be seen
in the table that the highest contribution is made
by the U.K. with Rs. 1534.22 crore and after that
U.S.A contributed worth Rs. 1459.58 crore. If we
look at the last the least contributor country is
Belgium who invested only Rs. 208 crore.

4. Impact of FDI on Indian Life Insurance
Sector

FDI- Independent Variable

Equity Capital in Indian life insurance sector-
Dependent Variable
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Table 5 & 6 shows the strength of relationship
between the model and the dependent variable
(Equity Share Capital). Table 5 indicates the
correlation between the dependent variable (Equity
Capital in Indian Life Insurance Sector) and
independent variable (FDI in Indian Life Insurance

Sector). Table 5 shows the highest correlation with
the value of R= .999 between these 2 selected
variables. And in the table 6 of model summary in
which value of R2  = .998 highlighted that 99.8%
variations in Equity capital are due to variations
in FDI.
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Table 8 of coefficients executes the estimates of
b-values (Unstandardized coefficients) that
explicate the individual contribution of
independent variable to the model. The negative
value shows the negative relationship between the
predictor and outcome variable and vice-versa.
When we replace the B values in equation we find
the model as:

Equity Share Capital= b0 + b1 (FDI)
                                 = 155.186 + 4.124 (FDI)

The value of b1= 4.124 indicates that as FDI
increases by one unit, equity capital increases by
4.124 units. Therefore, every additional unit of FDI
is associated with an extra 4.124 unit’s increment
in Equity Capital.

The standardized beta values in the table indicate
the volume of change in standard deviation
outcome due to one standard deviation change in
the predictor. This is true only if the effects of other
factors held constant.

Testing of Hypothesis

H0: There is no significant impact of FDI on
Indian Life Insurance Sector.

Table 8 points that p value is less than .05. So,
here it can be said that null hypothesis is rejected
and concluded that there is significant impact of
FDI on Indian Life Insurance Sector.

Conclusion
In conclusion we can say that there is no denying
fact that insurance services have been recognized
the world over as an important tool for socio-
economic development for a nation. This is seen
by the above study that FDI has significant impact
in insurance sector. So, it can be said that FDI has
been one of the major contributors in the growth
of the Indian economy and therefore, the need for
higher FDI is felt across sectors in the Indian
economy. No doubt, there is an urgent need for
providing life insurance coverage in India. This
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industry can achieve a high growth in future if right
policies are adopted.
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ABSTRACT:

The main purpose of this study is to empirically investigate the applicability of CAPM for 10 selected
stocks listed in the National Stock Exchange (NSE) over the period January, 2015 – August, 2016. The
study shows that CAPM held good completely for 6 stocks. So CAPM was not found to be applicable to
all the stocks under study. It may be noted that stocks, with superior risk adjusted performances by both
Treynor and Sharpe measures, were also ones for which CAPM held good completely. All the ‘Defensive’,
‘Undervalued’ stocks displaying superior market performance were found to be ‘CAPM supportive’.

Keywords: CAPM, Treynor Statistics, Sharpe Statistics, Systematic Risk, Skewness, Jarque-Bera Test,
Jensen Statistics.

Introduction:
The CAPM was originally developed as an
offshoot from the Market Model by Sharpe (1964)
and Lintner (1965). The model explains (i) the
relationship between the risk and return on a
financial security and (ii) uses this relationship to
determine the appropriate price of and return on
the security. In CAPM capital Markets are perfect
without the existence of transaction cost. In the
presence of any risk-free asset in the capital
market, the individual risk-primium, as the CAPM
holds, must be linearly and proportionately related
to market premium. The constant of
proportionately is the systematic risk (â).
Following rise in systematic risk rises, given risk-
free rate, expected return on the security concerned
rises.

Thus CAPM holds that (i) individual risk premium
is in Homogenous Degree One relation with the
market premium, and

(ii) security return varies directly with the
associated risk. This positive ex post risk-return
relationship is symmetric to the ex ante risk-return
relation which an investor who undertake more
risk for more return.

Numerous empirical studies had been carried out
to investigate applicability of CAPM in different
countries. These studies present mixed evidences
for CAPM. As a matter of fact, there are abundant
evidences against CAPM these studies claim that
there are other factors affecting returns in stock
market rather than systematic risk. A brief review
of some relevant studies is presented below.

Literature Survey:
Don U.A.Galagedera (November 2014) in “A
Review of Capital Asset Pricing Models” dealt
with individual security returns and examined the
risk-return relationship. His multifactor models
were virtually extended forms of the Capital Asset
Pricing Model (CAPM) with higher order co-
moments and asset pricing models conditional on
time-varying volatility. He held that an inverse
relationship between beta and portfolio returns
might be expected, when the market return fell
short of risk free return such that the risk premium
emerged negative, an inverse relationship between
beta and portfolio returns is expected.

Jianhua Dai, Jian Hu and Songmin Lan (2014) in
“Research on Capital Asset Pricing Model:
Empirical in China Market” examined the CAPM
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in China’s Stock markets. Stock data and combined
data of Shanghai Stock Exchange were used in
the study. Empirical analysis of these data had been
carried out by way of t-statistics and joint test to
verify if CAPM model would be true for China’s
stock market. They concluded that CAPM model
was essential feature in China’s stock market.
Thus, CAPM model can be applied in empirical
analysis.

Michael C. Jensen & Myron Scholes (1972) in
“The Capital Asset Pricing Model: Some
Empirical Tests” sought  to develop  portfolio
evaluation models and  measure the relation
between the expected risk premiums on individual
assets and their systematic risk. Their study
involved  capital asset pricing model,  Cross-
sectional Tests, Two-Factor Model, and
aggregation problem. They reported that the
expected excess return on an asset was not strictly
proportional to its Beta.

M.Srinivasa Reddy, S. Durga (2015) in “Testing
the Validity of CAPM in Indian stock markets”
examined the relationship between risk and
expected return of securities. This paper tested the
CAPM for the Indian stock market using Black
Jensen Scholes methodology. The sample involves
87 stocks included in the Nifty and Nifty Junior
indices from 1st Jan 2005 to Aug 2014. The test
was based on the time series regressions of excess
portfolio return on excess market return. The
results show that CAPM partially held in Indian
markets over the period of study.

Sylvester Jarlee (2007) in “A Test of the Capital
Asset Pricing Model: Studying Stocks on The
Stockholm Stock Exchange” over the period
January 2001 - December 2006 employed  tools
like CAPM, Time-series test, Cross-sectional test.
The study did not fully uphold the CAPM. Further
the study did not provide evidence that higher beta
yielded higher return while the slope of the
security market line was negative and downwards
sloping. However, a linear relationship between
beta and return was established.

Theriou. N, Aggelidis. V, and Spiridis. T (2001)
in  “Empirical Testing of Capital Asset Pricing

Model” examined  if there did exist any linear
relation  between risk and portfolio returns over
the period  July 1992 to the June 2001. This study
involved the use of CAPM, beta, cross-section of
returns and two-factor model. They concluded that
the traditional CAPM was not confirmed  in the
ASE for the period of study between the July1992
, June2001.

Tom A. Fearnley (2002) in “Estimation of an
International Capital Asset Pricing Model with
Stocks and

Government Bonds” investigated if US, Japanese
and European stocks and government bond returns
were linearly related. He further sought to explore
the time variation of the price of market risk for a
structural change in the prices of market and
currency risk.  Study was carried out  with
International CAPM and Multivariate GARCH.
He found  that CAPM held better for the stock
markets than for the bond markets.

TL Reddy and RJ Thomson in “The Capital-Asset
Pricing Model: The Case of South Africa”
examined the capital-asset pricing model (CAPM)
for the South African security markets. In this
research paper they considered quarterly total
returns from 10 sectoral indices listed on the JSE
Securities Exchange for the period 30 June 1995 -
30 June 2009. They found, on the assumption of
normal distribution of  the residuals of the return-
generating function, that CAPM could be rejected
for certain periods. However, the use of the CAPM
for long-term actuarial modeling in the South
African market could be reasonably justified.

W. S. Nel (2011) in “The application of the Capital
Asset Pricing Model (CAPM): A South African
Perspective”  emphasized  on two of its main
components, namely the risk-free rate and beta.
He held that both academia and investment
practitioners favored the CAPM but they
disagreed significantly with regard to the
components of the CAPM and the use of
alternative models.
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Objective of the Study:
The objective of this study is to empirically
investigate the applicability of CAPM for some
selected stocks listed in the National Stock
Exchange (NSE) over the period January, 2015 –
August, 2016. More specifically, the study is
directed to examine

(i) if individual risk premia were directly related
to market premia,

(ii) if the risk-return relation for these stocks
were positive as dictated by the CAPM,

(iii) if the stocks were ‘underpriced’ or
‘overpriced’ and

(iv) the risk adjusted relative performance of
these selected stock with respect to the
market.

(v) the role of CAPM in the choice of stocks by
a rational investor.

Data:
The study involves the use of daily stock closing
prices of 10 selected stocks listed in the National
Stock Exchange (NSE) for the period January,
2015-August, 2016. The data have been collected
from the official website of the Bombay stock
Exchange (www.nseindia.com)

The risk-free asset has been proxied by the 91-
day Treasury Bill & data on the risk-free rates for
the relevant period were obtained from the RBI
Bulletin, a publication of RBI.

Section I
Methodology
The Market Model, developed by Sharpe (1964),
holds that most shares maintain some degree of
positive correlation with market portfolio. When
market rises, most shares tend to rise. Sharpe
postulated a linear link between a security return
and the market return as a whole such that the
excess return on a security is linearly and
proportionately related to the excess return on the
market portfolio. Let us consider a security i with
expected return E(R

i
). Then for any risk free return

(R
t
*), CAPM definition is that

   ———  (1)

Where    expected rate of return on
security i

risk free rate of return

expected rate of return on the market
portfolio

=the excess of rate of return on
security i over the risk free rate of return

= the risk premium for the security i

=the expected rate of market return
over the risk free rate

=the market premium

=the sensitivity of the risk premium of the
security i to the market premium

Therefore, the equation (1) states that the risk
premium for any individual security (i) equals the
market premium times the corresponding .

Thus according to Sharp’s model, the only
common factor affecting all securities is the market
rate of return. All other factors, like dividend
yields, price-earning ratios, quality of management
and industrial features bear no separate influence
on .

Methodological Issues:
Equation (1) contains three variables viz

, and  while  is proxied
through the arithmetic average of historical risk
free rates of return.

 and  are unobservable. In most of
the studies cited in literature survey E(R

mt
) is

usually estimated by measuring the average of the
historical returns on a market portfolio. Again, the
time series data on  and  can be used to measure

These can be used to estimate

   —————    (2)
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Thus, ,  and  are obtained and these

statistics can be used to measure 

since by the equation (1)

This estimation involves the measure of 
and R

t
*, the average rate of return on R

mt
 and the

‘average rate of return on risk -free assets’ derived
on the basis of the historical datasets for the vari-

ables concerned. Thus   are
‘single fixed values’ used for the estimation of a

single fixed value for . As a result, the study

looses the dynamic charm and intricacy of the re-

lations between   over the
period of study concerned.

Section II
Estimation and Findings

I) Stationarity, Integrebility and Contegration
Series of excess returns on securities  ;
R

it 
; i = 1,… ,10  of 10 different companies and

market return series (R
mt 

–R
t
*) have been subject

to ADF Unit Root Tests for examining stationarity
and determining integrability of the series con-
cerned. Results of such tests have been presented
below.

Table-1
Results of ADF Unit Root Tests on the Return Series [R

it
 –R

t
*] and [R

mt
 –R

t
*]  at level ( 1.1.2016 –

1.1.2017)

It is observed that premia of all the individual
securities and of the market are I(0) indicating that
the premia are stationary at level.

 From the Table-1 it is observed that

Consequently,  and

   are cointegrated. The

estimable cointegrating eqation is

————————— (18)

          where 
It is observed that returns of 19 stocks exhibit
White Noise Process. These stocks are Jindal,
Bharat Petrolium, Cipla Ltd, Coal India Ltd. GAIL,
Hero Motocorp, Hindalco, Kotac Mahendra.
Results of estimation of the equation (18) for
securities of 10 different companies are being
presented below in Table-2.
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Findings:
It has been observed from Tables 2 and 3 that

(i) (a)  value in each of the estimated equations
is low. Yet F values, which are significant at
1% or 5% level, indicate that the estimated
equations are good fit. Thus linear relationship
between individual risk premium and market
risk premium gets confirmed.

(b) DW statistics indicate that residuals are white
noise and the estimations are free from
autocorrelation.

(ii) (a) Average returns for 5 companies exceed
that for the market. These companies are
Bharat Petrolium, Kotac Mahendra, Cipla
Ltd., Sun Pharm. Indus. Ltd, HDFC.

Again standard deviations of returns of these
companies, which measure total risk involved,
exceed that for the market. Higher standard
deviation with higher return implies positive
risk-return relationship in case of these
companies.

 (b) Average returns for the remaining 5 companies
lag behind that for the market. However,
standard deviation of returns for 4 of these
companies exceed that of the market. For
HDFC Mutual Fund both the average return
and standard deviation fall short of those of

the market. For these 4 companies there exist
an asymmetric risk-return relationship.

(c) Average return for 4 of the 5 companies are
found to be negative over the period of studies.
These companies are Jindal, Gail, HDFC
Mutual Fund, Hindalco. For these companies
Risk-Return relationship is found to be
negative.

(iii)  is not statistically significant (even for 5%
level) for securities of 6 companies. However,
is statistically significant (at 5% level) for
securities of 4 companies like Jindal, Cipla,
HDFC Mutual Fund, HDFC. Therefore, á = 0
assumption behind CAPM does not strictly
hold for securities of these 4 stocks. However,
this assumption (á = 0) behind CAPM holds
for the rest 6 companies.

(iv) âis significant (i.e.,â‘“0)  at 1% or 5% level
for the returns of 25 companies concerned.
Therefore, cointegration between security
returns and market returns are established for
the companies implying that variation in
security risk premium is linearly related to
market risk premium, given that
corresponding residuals are I(0).

(v) In case of 6 companies for which   is
statistically insignificant (even at 5% level),
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the relationship is Homogenous of degree one
as suggested by the CAPM. On the other hand,
in case of 4 companies, as cited above, for
which  is statistically significant (at 5% level),
the relationship between security risk premium
and market risk premium is not strictly
Homogenous of degree one. Thus for these 4
companies CAPM does not hold strictly.

 (vi) (a)  for security returns of 6 companies. These
companies are Jindal, Bharat Petrolium, Coal
India Ltd, Gail, Hindalco, Kotac Mahendra.
Since implies that  stocks of these companies
are more volatile than market portfolio. These
stocks, therefore, act as ‘Aggressive
Securities’.

(b)  for the remaining 4 companies. Since
implies that , these stocks are less volatile than
the market portfolio. These stocks, if included
into any portfolio, help stabilize the portfolio.
Consequently, these stocks act as ‘Defensive
Securities’. It may be stated that in case of 5
of these companies for which  is found to be

statistically insignificant (even at 5% level)
as stated in (vi) above CAPM does not hold at
all.

Section III
Composite Performance Measures

Treynor’s Composite Performance Measure (T)
indicates the stock’s ‘risk premium return per unit
of risk’. All risk-averse investors would prefer to
maximize this value. Comparing a stock’s T value
to a similar measure for the market portfolio
indicates whether the stock would plot above the
SML. A stock with T value higher than that for the
market portfolio plots above the Security Market
Line (SML) indicating superior risk adjusted
performance.

Sharpe’s Composite measure of performance (S
Statistics) indicates the ‘risk premium return per
unit of total risk’. In terms of Capital Market
Theory, this performance measure uses risk to
compare the stock to the Capital Market Line
(CML), whereas Treyner measure examines the
performance in relation to the SML.
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The Table-4 presents the T and S Statistics for the
market as well as for 10 companies. It is observed
that T-statistics for 5 companies exceed that of the
market. Therefore, performance of these
companies excelled over the market. Ranks of
these companies on the basis of T statistics are
being presented. These companies are Bharat
Petrolium, Hindalco, Kotac Mahendra, HDFC,
Hero Motocorp.

Again Sharp (S) statistics indicate that 4 companies
had performance better than the market. Ranks of

these companies are also being presented within
parentheses. There is a close association between
these two ranking. Companies, which excelled in
performance on the basis of both the measures,
are Bharat Petrolium, Cipla Ltd, HDFC, Kotac
Mahendra.

Section IV
Summary & Conclusion
The summary of the findings has been presented
through the Table-5.

The Table-5 helps us identify

(i) stocks which were ‘under-valued’ or ‘over-
valued’ and ‘aggressive’ or ‘defensive’

(ii) stocks for which risk-return relations were
positive or negative

(iii) stocks with or without Homogenous degree
one relation between individual risk premia
and market premia such that á=0 and â‘“0

(iv) stocks for which CAPM held good completely
(i.e., á=0, â‘“0). or partially (i.e., á‘“0, â‘“0).or
was not applicable at all (â=0).

(v) stocks which had superior risk-adjusted
relative performances with respect to market
as measured by both Treynor and Sharpe
Statistics.

The study shows that

(a) CAPM held good completely for 6 stocks. So
CAPM was not found to be applicable to all the
stocks under study.

(b) 10 stocks display white noise. For 6 of these
stocks CAPM held completely (i.e., á=0, â‘“0) and
for 4 of these stocks CAPM held partially (i.e.,
á‘“0, â‘“0).
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A rational investor may decide to choose a stock
with the potentiality of

(i) attaining superior risk-adjusted performance in
the market

(ii) stabilizing the volatility of portfolio which he
already possesses and

(iii) reaping higher actual rate of returns than
expected

In such case, he would choose a ‘defensive’,
‘undervalued’ stock displaying superior risk-
adjusted performances by Treynor and Sharpe
standards. In this case, his choice gets limited to
1 stocks (Cipla) with white noise structure for
returns.
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