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ABSTRACT

In India, insurance has a deep-rooted history. It finds mention in the writings of Manu (Manusmrithi),
Yagnavalkya (Dharmasastra) and Kautilya (Arthasastra). The writings talk in terms of pooling of resources
that could be re-distributed in times of calamities such as fire, floods, epidemics and famine. This was
probably a pre-cursor to modern day insurance. Ancient Indian history has preserved the earliest traces of
insurance in the form of marine trade loans and carriers’ contracts. Insurance in India has evolved over time
heavily drawing from other countries, England in particular. Life Insurance in its modern form came to
India from England in the year 1818. Oriental Life Insurance Company started by Europeans in Calcutta
was the first life insurance company on Indian Soil. All the insurance companies established during that
period were brought up with the purpose of looking after the needs of European community and Indian
natives were not being insured by these companies. The insurance sector has gone through a number of
phases by allowing private companies to solicit insurance and also allowing foreign direct investment.
India allowed private companies in insurance sector in 2000, setting a limit on FDI to 26%, which was
increased to 49% in 2014. However, the largest life-insurance company in India, Life Insurance Corporation
of India is still owned by the government and carries a sovereign guarantee for all insurance policies issued
by it. The present study examines the growth Life Insurance business in India. Popular financial tool like
CAGR is used for the study along with some popular statistical tools like t-test and ANOVA. Secondary
data published by IRDA and the Annual Reports of LICI is used for the study for a period from 2008-09
to 2016-17. The study is empirical in nature.
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INSURANCE IN INDIA

In India, insurance has a deep-rooted history. It finds mention in the writings of Manu (Manusmrithi),
Yagnavalkya (Dharmasastra) and Kautilya (Arthasastra). The writings talk in terms of pooling of resources
that could be re-distributed in times of calamities such as fire, floods, epidemics and famine. This was
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probably a pre-cursor to modern day insurance. Ancient Indian history has preserved the earliest traces
of insurance in the form of marine trade loans and carriers’ contracts. Insurance in India has evolved
over time heavily drawing from other countries, England in particular.

1818 saw the advent of life insurance business in India with the establishment of the Oriental Life
Insurance Company in Calcutta. This Company however failed in 1834. In 1829, the Madras Equitable
had begun transacting life insurance business in the Madras Presidency. 1870 saw the enactment of
the British Insurance Act and in the last three decades of the nineteenth century, the Bombay Mutual
(1871), Oriental (1874) and Empire of India (1897) were started in the Bombay Residency. This era,
however, was dominated by foreign insurance offices which did good business in India, namely Albert
Life Assurance, Royal Insurance, Liverpool and London Globe Insurance and the Indian offices were
up for hard competition from the foreign companies.

In 1914, the Government of India started publishing returns of Insurance Companies in India. The Indian
Life Assurance Companies Act, 1912 was the first statutory measure to regulate life business. In 1928, the
Indian Insurance Companies Act was enacted to enable the Government to collect statistical information
about both life and non-life business transacted in India by Indian and foreign insurers including provident
insurance societies. In 1938, with a view to protecting the interest of the Insurance public, the earlier
legislation was consolidated and amended by the Insurance Act, 1938 with comprehensive provisions
for effective control over the activities of insurers.

The Insurance Amendment Act of 1950 abolished Principal Agencies. However, there were a large
number of insurance companies and the level of competition was high. There were also allegations of
unfair trade practices. The Government of India, therefore, decided to nationalize insurance business.

An Ordinance was issued on 19" January, 1956 nationalising the Life Insurance sector and Life Insurance
Corporation came into existence in the same year. The LIC absorbed 154 Indian, 16 non-Indian insurers
as also 75 provident societies—245 Indian and foreign insurers in all. The LIC had monopoly till the
late 90s when the Insurance sector was reopened to the private sector.

The history of general insurance dates back to the Industrial Revolution in the west and the consequent
growth of sea-faring trade and commerce in the 17" century. It came to India as a legacy of British
occupation. General Insurance in India has its roots in the establishment of Triton Insurance Company
Ltd., in the year 1850 in Calcutta by the British. In 1907, the Indian Mercantile Insurance Ltd, was set
up. This was the first company to transact all classes of general insurance business.

In 1957, the formation of the General Insurance Council, a wing of the Insurance Association of India.
The General Insurance Council framed a code of conduct for ensuring fair conduct and sound business
practices. In 1968, the Insurance Act was amended to regulate investments and set minimum solvency
margins. The Tariff Advisory Committee was also set up then. In 1972 with the passing of the General
Insurance Business (Nationalisation) Act, general insurance business was nationalized with effect from
1% January, 1973. 107 insurers were amalgamated and grouped into four companies, namely National
Insurance Company Ltd., the New India Assurance Company Ltd., the Oriental Insurance Company
Ltd and the United India Insurance Company Ltd. The General Insurance Corporation of India was
incorporated as a company in 1971 and it commence business on January 1sst 1973.

This millennium has seen insurance come a full circle in a journey extending to nearly 200 years. The
process of re-opening of the sector had begun in the early 1990s and the last decade and more has seen
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it been opened up substantially. In 1993, the Government set up a committee under the chairmanship of
RN Malhotra, former Governor of RBI, to propose recommendations for reforms in the insurance sector.
The objective was to complement the reforms initiated in the financial sector. The committee submitted
its report in 1994 wherein, among other things, it recommended that the private sector be permitted to
enter the insurance industry. They stated that foreign companies be allowed to enter by floating Indian
companies, preferably a joint venture with Indian partners.

Following the recommendations of the Malhotra Committee report, in 1999, the Insurance Regulatory
and Development Authority (IRDA) was constituted as an autonomous body to regulate and develop the
insurance industry. The IRDA was incorporated as a statutory body in April, 2000. The key objectives
of the IRDA include promotion of competition so as to enhance customer satisfaction through increased
consumer choice and lower premiums, while ensuring the financial security of the insurance market.

The IRDA opened up the market in August 2000 with the invitation for application for registrations. Foreign
companies were allowed ownership of up to 26%. The Authority has the power to frame regulations under
Section 114A of the Insurance Act, 1938 and has from 2000 onwards framed various regulations ranging
from registration of companies for carrying on insurance business to protection of policyholders’ interests.

In December, 2000, the subsidiaries of the General Insurance Corporation of India were restructured as
independent companies and at the same time GIC was converted into a national re-insurer. Parliament
passed a bill de-linking the four subsidiaries from GIC in July, 2002.

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 a colossal one and 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 as it provides long- term funds for infrastructure development
at the same time strengthening the risk taking ability of the country.

The story of insurance is probably as old as the story of mankind. The same instinct that prompts modern
businessmen today to secure themselves against loss and disaster existed in primitive men also. They too
sought to avert the evil consequences of fire and flood and loss of life and were willing to make some
sort of sacrifice in order to achieve security. Though the concept of insurance is largely a development
of the recent past, particularly after the industrial era — past few centuries — yet its beginnings date back
almost 6000 years.

Life Insurance in its modern form came to India from England in the year 1818. Oriental Life Insurance
Company started by Europeans in Calcutta was the first life insurance company on Indian Soil. All the
insurance companies established during that period were brought up with the purpose of looking after the
needs of European community and Indian natives were not being insured by these companies. However,
later with the efforts of eminent people like Babu Muttylal Seal, the foreign life insurance companies
started insuring Indian lives. But Indian lives were being treated as sub-standard lives and heavy extra
premiums were being charged on them. Bombay Mutual Life Assurance Society heralded the birth of
first Indian life insurance company in the year 1870, and covered Indian lives at normal rates. Starting
as Indian enterprise with highly patriotic motives, insurance companies came into existence to carry the
message of insurance and social security through insurance to various sectors of society. Bharat Insurance
Company (1896) was also one of such companies inspired by nationalism. The Swadeshi movement of
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1905-1907 gave rise to more insurance companies. The United India in Madras, National Indian and
National Insurance in Calcutta and the Co-operative Assurance at Lahore were established in 1906. In
1907, Hindustan Co-operative Insurance Company took its birth in one of the rooms of the Jorasanko,
house of the great poet Rabindranath Tagore, in Calcutta. The Indian Mercantile, General Assurance and
Swadeshi Life (later Bombay Life) were some of the companies established during the same period.
Prior to 1912 India had no legislation to regulate insurance business. In the year 1912, the Life Insurance
Companies Act, and the Provident Fund Act were passed. The Life Insurance Companies Act, 1912 made
it necessary that the premium rate tables and periodical valuations of companies should be certified by
an actuary. But the Act discriminated between foreign and Indian companies on many accounts, putting
the Indian companies at a disadvantage. The first two decades of the twentieth century saw lot of growth
in insurance business. From 44 companies with total business-in-force as ¥ 22.44 crore, it rose to 176
companies with total business-in-force as ¥ 298 crore in 1938. During the mushrooming of insurance
companies many financially unsound concerns were also floated which failed miserably. The Insurance
Act 1938 was the first legislation governing not only life insurance but also non-life insurance to provide
strict state control over insurance business. The demand for nationalization of life insurance industry was
made repeatedly in the past but it gathered momentum in 1944 when a bill to amend the Life Insurance
Act 1938 was introduced in the Legislative Assembly. However, it was much later on the 19th of January,
1956, that life insurance in India was nationalized. About 154 Indian insurance companies, 16 non-Indian
companies and 75 provident were operating in India at the time of nationalization. Nationalization was
accomplished in two stages; initially the management of the companies was taken over by means of an
Ordinance, and later, the ownership too by means of a comprehensive bill. The Parliament of India passed
the Life Insurance Corporation Act on the 19th of June 1956, and the Life Insurance Corporation of India
was created on 1st September, 1956, with the objective of spreading life insurance much more widely
and in particular to the rural areas with a view to reach all insurable persons in the country, providing
them adequate financial cover at a reasonable cost.

LIC had 5 zonal offices, 33 divisional offices and 212 branch offices, apart from its corporate office in the
year 1956. Since life insurance contracts are long term contracts and during the currency of the policy it
requires a variety of services need was felt in the later years to expand the operations and place a branch
office at each district headquarter. Re-organization of LIC took place and large numbers of new branch
offices were opened. As a result of re-organisation servicing functions were transferred to the branches,
and branches were made accounting units. It worked wonders with the performance of the corporation.
It may be seen that from about 200.00 crores of New Business in 1957 the corporation crossed 1000.00
crores only in the year 1969-70, and it took another 10 years for LIC to cross 2000.00 crore mark of new
business. But with re-organisation happening in the early eighties, by 1985-86 LIC had already crossed
7000.00 crore Sum Assured on new policies.

Today LIC functions with 2048 fully computerized branch offices, 109 divisional offices, 8 zonal offices,
992 satallite offices and the Corporate office. LIC’s Wide Area Network covers 109 divisional offices and
connects all the branches through a Metro Area Network. LIC has tied up with some Banks and Service
providers to offer on-line premium collection facility in selected cities. LIC’s ECS and ATM premium
payment facility is an addition to customer convenience. Apart from on-line Kiosks and IVRS, Info
Centres have been commissioned at Mumbai, Ahmedabad, Bangalore, Chennai, Hyderabad, Kolkata,
New Delhi, Pune and many other cities. With a vision of providing easy access to its policyholders, LIC
has launched its SATELLITE SAMPARK offices. The satellite offices are smaller, leaner and closer to
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the customer. The digitalized records of the satellite offices will facilitate anywhere servicing and many
other conveniences in the future.

LIC continues to be the dominant life insurer even in the liberalized scenario of Indian insurance and is
moving fast on a new growth trajectory surpassing its own past records. LIC has issued over one crore
policies during the current year. It has crossed the milestone of issuing 1,01,32,955 new policies by 15
Oct, 2005, posting a healthy growth rate of 16.67% over the corresponding period of the previous year.

From then to now, LIC has crossed many milestones and has set unprecedented performance records
in various aspects of life insurance business. The same motives which inspired our forefathers to bring
insurance into existence in this country inspire us at LIC to take this message of protection to light the
lamps of security in as many homes as possible and to help the people in providing security to their families.

Some of the important milestones in the life insurance business in India are:

(O 1818: Oriental Life Insurance Company, the first life insurance company on Indian soil started
functioning.

O 1870: Bombay Mutual Life Assurance Society, the first Indian life insurance company started its
business.

O 1912: The Indian Life Assurance Companies Act enacted as the first statute to regulate the life
insurance business.

O 1928: The Indian Insurance Companies Act enacted to enable the government to collect statistical
information about both life and non-life insurance businesses.

O 1938: Earlier legislation consolidated and amended to by the Insurance Act with the objective of
protecting the interests of the insuring public.

O 1956: 245 Indian and foreign insurers and provident societies are taken over by the central
government and nationalised. LIC formed by an Act of Parliament, viz. LIC Act, 1956, with a
capital contribution of ¥ 5 crore from the Government of India.

The General insurance business in India, on the other hand, can trace its roots to the Triton Insurance
Company Ltd., the first general insurance company established in the year 1850 in Calcutta by the British.

The insurance sector has gone through a number of phases by allowing private companies to solicit
insurance and also allowing foreign direct investment. India allowed private companies in insurance
sector in 2000, setting a limit on FDI to 26%, which was increased to 49% in 2014. However, the largest
life-insurance company in India, Life Insurance Corporation of India is still owned by the government
and carries a sovereign guarantee for all insurance policies issued by it.

Some Areas of Future Growth

Life Insurance: The traditional life insurance business for the LIC has been a little more than a savings
policy. Term life (where the insurance company pays a predetermined amount if the policyholder dies
within a given time but it pays nothing if the policyholder does not die) has accounted for less than 2%
of the insurance premium of the LIC (Mitra and Nayak, 2001). For the new life insurance companies,
term life policies would be the main line of business.
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Health Insurance: Health insurance expenditure in India is roughly 6% of GDP, much higher than most
other countries with the same level of economic development. Of that, 4.7% is private and the rest is
public. What is even more striking is that 4.5% are out of pocket expenditure (Berman, 1996). There has
been an almost total failure of the public health care system in India. This creates an opportunity for the
new insurance companies. Thus, private insurance companies will be able to sell health insurance to a
vast number of families who would like to have health care cover but do not have it.

Pension: The pension system in India is in its infancy. There are generally three forms of plans: provident
funds, gratuities and pension funds. Most of the pension schemes are confined to government employees
(and some large companies). The vast majority of workers are in the informal sector. As a result, most
workers do not have any retirement benefits to fall back on after retirement. Total assets of all the pension
plans in India amount to less than USD 40 billion.

Therefore, there is a huge scope for the development of pension funds in India. The finance minister of
India has repeatedly asserted that a Latin American style reform of the privatized pension system in India
would be welcome (Roy, 1997). Given all the pros and cons, it is not clear whether such a wholesale
privatization would really benefit India or not (Sinha, 2000).

Other Non-Life Insurance: The flurry of activities of the new companies in the life insurance market has
not been repeated in other types of insurance. The reason is basic: lack of data. Unless the new companies
have access to reliable data on accidents of different kinds under Indian conditions, it would be hard to
offer a competitive menu of policies.

It seems unlikely that the LIC and the GIC will shrivel up and die within the next decade or two. The
IRDA has taken a “slowly slowly” approach. It has been very cautious in granting licenses. It has set
up fairly strict standards for all aspects of the insurance business (with the probable exception of the
disclosure requirements). The regulators always walk a fine line. Too many regulations kill the incentive
for the newcomers; too relaxed regulations may induce failure and fraud that led to nationalization in the
first place. India is not unique among the developing countries where the insurance business has been
opened up to foreign competitors. From Table 4, we observe that the openness of the market did not mean
a takeover by foreign companies even in a decade. Thus, it is unlikely that the same will happen in India,
especially when the foreign insurers cannot have a majority shareholding in any company.

Table 1: Results of Openness and Foreign Penetration of Insurance in Asia

Country Years
Years Market Open Foreign Penetration
0-5 6-10 11+ 0-10% 11-20%
China X (partial) X
Malaysia X X
Taiwan X X
Korea X X
Indonesia X X
Japan X X

Sources: Speech by Lawrence P. Moews, CEO, Allstate International, International Insurance Society Conference, Sydney,
Australia, 1997.
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The insurance business is at a critical stage in India. Over the next couple of decades we are likely to
witness high growth in the insurance sector for two reasons. Financial deregulation always speeds up the
development of the insurance sector. Growth in per capita GDP also helps the insurance business to grow.

OBJECTIVES OF THE STUDY

In view of the above discussions, we have two broad objectives of the present study :

1. To have an overview of the evolution and Growth of the Indian insurance industry.

2. To measure the growth and compare the same between the oldest Life Insurance Company LICI
and the Private Insurance Business Sector in India.

METHODOLOGY OF THE STUDY

Keeping in mind the objectives of the study, we have tried to measure the growth of Insurance Sector in
India through some specific financial as well as statistical techniques. Here we have used the concept of
Compounded Annual Growth Rate (CAGR) to estimate the growth factor, which is the most effective
parameter to measure the growth rate of any industry/investment by the financial analysts. The concept
is explained below:

CAGR is the year-over-year growth rate of an investment over a specified period of time. The compound
annual growth rate is calculated by taking the nth root of the total percentage growth rate, where n is the
number of years in the period being considered.

This can be written as follows:

Ending Value J(#oflyem) i

CAGR = (Beginning Value

# means ‘number’

Nature of Data

I have taken top 8 financial years’ data for the above-mentioned sector for a study period of Fy 2005-06
to 2012-13, based on three mostly used financial parameters of growth of a company like Total premium,
regular premium, renewal premium, one-time premium and monthly/quarterly premium underwritten by
the insurers. From individual data for each of the 5 sectors, we have computed CAGR of those 5 sectors
over the study period and from there we have computed the Weighted Average CAGR of the insurance
sector with the help of the following formula :

£= lel + f’zxz * B3X3 Xy

Where,
£ = Weighted Average of the CAGRs
B, (i=1,2,3,4) = CAGR of the Individual sub-sector (out of the 5 sub-sectors)
X, (i=1,2,3,4,5) = Respective Weights taking 2005-06 as Base Year.
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This weighted average CAGR for the LICI is denoted by L ., ... Similarly, we have computed the CAGR
of Private Insurance sector. Over the same study period following the same process and denoted by

P, @and the results are interpreted through some graphical as well as statistical tools like correlation

coefficients, curve fitting etc.

Period of Study

Here, we have taken related data (financial and Statistical) from the Capitaline database, provided by
Capital Markets Pvt. Ltd. and the Annual Reports of IRDA over the study period from Fy 2005-06 to
2012-13, in order to maintain the uniformity of the study.

Tools for Analysis

In order to analyse the collected data, we have used the financial tool ‘CAGR’. Further, to understand
whether the average growth rate of LICI had any impact on the same factor of the Private Sector or not,
we have used the concept of Pearsonian correlation coefficients (i.e., r ). Further, to test whether there
was a significant difference between these two growth rates or not, we have made F-test and ANNOVA
with the following hypotheses :

O H, = There is no significant difference between the L., ., and P, ...

O H, = There is Significant difference between the two.

Further, to diagnose the reasons behind the huge variation of CAGR of the LICI and that of the Private
Insurance Sector, we have tried to estimate a non-linear relationship by curve fitting method and here we
have fitted 9 non-linear curves (using PASW software) in order to predict the best relationship between
this two in future also.

SECONDARY DATA ANALYSIS ON THE BASIS OF SPECIFIC
METHODOLOGY

Trend of CAGR of LICI and that of the Private Insurance Sector

Table 2 : Trend of CAGR of LICI and that of the Private Insurance Sector
2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 AVG.
LIC CAGR 40.79 28.44 20.1 19.65 17.51 14.34 12.63  21.92286
PRIVATE SECTOR CAGR  87.08 84.89 62.32 43.8 39.39 34.21 27.84  54.21857

Sources: Computed from various IRDA Annual Reports.

The table 2 clearly depicts that in the industry CAGR, there is a smooth downward shift which is remarkable
both in case of LICI and that of the Private Insurance Sector, the average growth rate of LICI stood at
21.93% which is more than doubled by the private insurance sector which stood at 54.22% during the
period under study.
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Again, to understand the relationship between the LICI growth rate and that of the private insurance
sector over the study period, we have used the concept of straight line trend, which have been shown
graphically over the entire study period. This linear shift over the study period has been depicted through
a comparative line chart which is presented underneath:

COMPARATIVE CHART SHOWING CAGR OF LIC
AND PRIVATE SECTOR INSURANCE
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2011-12 2012-13  AVG.

YEARS

This chart shows that the LICI CAGR was beating the private insurance sector over the study period.

Use of Correlation Coefficient (r)

Further, to understand whether average growth rate of LICI had any impact on the growth of the private
insurance sector, we have used the concept of Pearsonian correlation coefficient (i.e., r). The results are
depicted through Table 3 and Table 4 as presented below :

Table 3: Descriptive Statistics

Mean Std. Deviation N
CAGRL 21.9229 9.74903
CAGRP 54.2186 24.18970 7
Table 4: Correlations
CAGRL CAGRP
CAGRL Pearson Correlation 1 912(**)
Sig. (2-tailed) — .004
Sum of Squares and Cross-products 570.261 1291.094
Covariance 95.044 215.182
N 7 7
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CAGRP Pearson Correlation 912(**) 1
Sig. (2-tailed) .004 —
Sum of Squares and Cross-products 1291.094 3510.848
Covariance 215.182 585.141
N 7 7

** Correlation is significant at the 0.01 level (2-tailed).

Table 3 clearly shows that CAGR of Private sector has a greater variation than the CAGR of the LICI
as a whole. It depicts that the LICI average growth is more or less stable. Table 4 clearly indicates that
Person Correlation coefficient (r) between LICI CAGR and Private sector CAGR is positive and very
high as well as significant, i.e., the LICI growth rate directly affects the Private Sector growth rate.
Further, to test whether there was a significant difference between these two growth rates or not, we have
made t-test and F-test and ANNOVA with the following hypotheses:

O H, = There is no significant difference between the LICI CAGR of the industry and that of the

Private Sector.
O H, = There is Significant difference between the two.

The results are depicted through the following table :
Table 5: One-Sample t-Test

Test Value =0
Mean 95% Confidence Interval of the

t df Sig. (2-tailed) Difference Difference
Lower Upper Lower Upper Lower Upper
LCAGR 12.073 8 .000 17.00222 13.7547 20.2497
PCAGR 18.986 8 .000 27.60000 24.24717 30.9523

The table 5 clearly shows that he significance factor is 0.000 which indicates that null hypothesis is
rejected, i.e., there is a significant difference between the two averages.

Again, to diagnose the reasons behind the huge variation of CAGR of the LICI and that of the Private
Insurance sector, we have tried to estimate a non-linear relationship by curve fitting method and here we
have fitted 9 non-linear curves (using PASW software) in order to predict the best relationship between
this two in future also. The result is depicted through the following table 6:

Table 6: Model Summary and Parameter Estimates

Dependent Variable: LICI CAGR

Equation Model Summary Parameter Estimates
R Square F dflt  df2 Sig. Constant b1 b2 b3
Linear 158 1.314 1 7 .289 20.623 410
Logarithmic 236 2.167 1 7 .184 4.658 8.180
Inverse 313 3.190 1 7 117 36.484 -142.297
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Quadratic 547 3.627 2 6 .093 -15.447 4.805 -.127
Cubic 562 3.842 2 6 .084 -5.056 2.761 .000 -.002
Compound 167 1.402 1 7 275 20.728 1.016
Power 256 2.411 1 7 164 10.933 326
S 347 3.715 1 7 .095 3.664 -5.733
Growth 167 1.402 1 7 275 3.031 .016
Exponential 167 1.402 1 7 275 20.728 016
Logistic 167 1.402 1 7 275 .048 .984
The independent variable is PCAGR.
Textbox
CAGRL
QO Observed
Linear

Logarithmic

40.00 Inverse
- Quadratic
Cubic
Compound
Power
30.00

Exponential

20.00

10.00—

— | | | | | |
2000  30.00  40.00 5000 6000  70.00  80.00  90.00

CAGRP

From the above exhibit, we see that the best fitted curve is the Inverse curve model, which gives us the
following equation to explain the values of CAGRL is how much related to CAGRP :

Y =0.4103855398624111*X + 20.62253385447265

Where, Y = CAGRL
X =mean CAGRP.
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This helps us to predict a model which will predict the value of CAGRL depending on CAGRP of the
insurance sector.

FINDINGS OF THE STUDY

On the basis of the above analysis, we present the following findings :

1.

The premiums underwritten by the life insurers in terms of regular premium, single premium,
first year premium, renewal premium and total premium are increasing for both LIC and private
insurance sector over the study period, although the same is having almost 2/3 fold increase in
case of LIC. The correlation coefficient between LIC and Private Sector is 0.26, 0.74, 0.80, 0.97
and 0.97 respectively in case of regular premium, single premium, first year premium, renewal
premium and total premium, which indicates that there is a close association between these two
sectors so far as premium underwritten by the insurers is concerned.

The market share of life insurers in respect of LIC varied from 68.08% to 83.92% whereas that of
private insurance sector varied from 16.08% to 41.92% during the said study period of 2005-06
to 2012-13 and another important factor to see is that the market share of LIC has an increasing
trend and that of private insurance sector is having a decreasing trend during the study period.
It may depict higher reliance of the life insurers on LIC rather than the private insurance sectors
during the said study period.

The growth of LICI in terms of new policies issued is much faster than that of the Private Insurance
Sector over the study period, although during the first two years, the growth of private sector was
much rapid than LICI. But, as a whole, LICI maintained a consistent growth over the years.

LIC had a stable and private insurance sector had very fluctuating trend so far as new policies
issued by the life insurers during the study period. New policies ranging from ¥ 315.9 crores to
3 388.63 crores during the study period in case of LIC, although that ranging from ¥ 84.42 crores
% 792.22 crores during the said study period. Very much interesting to see the although in terms of
issuing new policies, the total value started flourishing during the beginning of the study period,
but at the end of the study period, i.e., during 2012-13, the same badly diminished. It may be
due to the fact that there is a fear factor and misconception of the general life insurers about the
private sector, which enhanced further due to the market crash of AIG, a giant firm, in the private
life insurance sector in USA in 2008.

The capital investment by the private insurance sector is much higher than the LICI over the study
period although the later enjoys a much higher growth in terms of new policies and total number
of premiums.

The enhanced commission of the life insurers in LICI than that of the private insurance sector,
which mainly induces the life insurers towards LICI.

The operating expenses of private insurance sector is much higher than LICI, may be because of
the fact that to keep pace with the steep competition, they have to maintain a high-salaried staff
potential.

The reflection of the previous table which emphasises on the fact that there is a sharp increase of
the operating ratio in the private insurance sector than in the LICI.
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11.

12.

13.

14.

The business increases over the passage of time, there is an increase in the number of offices held
by the Private Insurance sector which is much higher in comparison with that of the LICI.

In the industry CAGR, there is a smooth downward shift which is remarkable both in case of LICI
and that of the Private Insurance Sector, the average growth rate of LICI stood at 21.93% which
is more than doubled by the private insurance sector which stood at 54.22% during the period
under study.

Again, to understand the relationship between the LICI growth rate and that of the private insurance
sector over the study period, we have used the concept of straight line trend, which have been
shown graphically over the entire study period. This chart shows that the LICI CAGR was beating
the private insurance sector over the study period.

Further, to understand whether average growth rate of LICI had any impact on the growth of the
private insurance sector, we have used the concept of Pearsonian correlation coefficient (i.e., r). it
shows that CAGR of Private sector has a greater variation than the CAGR of the LICI as a whole.
It depicts that the LICI average growth is more or less stable. Table 11 clearly indicates that Person
Correlation coefficient (r) between LICI CAGR and Private sector CAGR is positive and very
high as well as significant, i.e., the LICI growth rate directly affects the Private Sector growth rate.

Further, to test whether there was a significant difference between these two growth rates or not,
we have made t-test and F-test and ANNOVA with the following hypotheses :

O H, = There is no significant difference between the LICI CAGR of the industry and that of the
Private Sector.

O H, = There is Significant difference between the two.

The significance factor is 0.000 which indicates that null hypothesis is rejected, i.e., there is a
significant difference between the two averages.

Again, to diagnose the reasons behind the huge variation of CAGR of the LICI and that of the
Private Insurance sector, we have tried to estimate a non-linear relationship by curve fitting method
and here we have fitted 9 non-linear curves (using PASW software) in order to predict the best
relationship between this two in future also. The best fitted curve is the Inverse curve model, which
gives us the following equation to explain the values of CAGRL is how much related to CAGRP :

Y =0.4103855398624111*X + 20.62253385447265

Where, Y = CAGRL

X =mean CAGRP.

This helps us to predict a model which will predict the value of CAGRL depending on CAGRP of the
insurance sector.

CONCLUSION

The growth of insurance sector in India at present is nearly 27.00% per year. The rise in the growth rate
suggests the growth of the economy. The financial policies and the monetary policies are able to sustain
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a stable growth rate. The reforms pertaining to the monetary policies and the macro economic policies
over the last few years have influenced the Indian economy to the core. The major step towards opening
up of the financial market further was the nullification of the regulations restricting the growth of the
financial sector in India. To maintain such a growth for a long term the inflation has to come down further.

The insurance sector in India had an overall growth of 27%, which has exhibited stability over the last
few years although several other markets across the Asian region were going through turmoil. The
development of the system pertaining to the financial sector was the key to the growth of the same. With
the opening of the financial market variety of products and services were introduced to suit the need of
the customer. The Insurance Regulatory Authority of India (IRDA) played a dynamic role in the growth
of the insurance sector of India.
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