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Insurance Sector: 

Is Privatization on the Right Track The benchmark report of the Malhotra Committee has brought about a revolutionary change of insurance sector by facilitating paradigm shift from a totally regulated one to market oriented one. Insurance industry in India has changed substantially and has responded to a changing environment on the basis of plan recommended by the Malhotra Committee appointed by the Government in 1993. The recommendations of the above committee tabled in Parliament in 1994 and implemented since 2000 have made splendid impact on the country’s life and non-life business of insurance sector. 

A sound financial system is a fundamental ingredient for a healthy and vibrant economy. A free and efficient system is conductive to economic growth and its role is to mobilize of savings and deployment of funds in afferent sectors of economy on the basis of priorities. Financial system includes various constituents such as financial institutions, banking system, NBFCs, mutual funds, capital markets, insurance sector and provident funds. The development of well resilient and throng insurance system plays a vital role in sustaining long-term economic growth and efficient resources allocation for financial stability. Insurance as an instrument of socio-economic development is crucial for maintaining security to life and property of persons who are involved in various economic activities for the promotion of prosperity in the country. OECD has observed, “Insurance companies have been able to accumulate large amount of money from across a large proportion of the population. By pooling these savings from many small investors into large accumulations of invisible funds, insurance companies have been able to invest not only in a wider range of investments than individuals would have been able to invest in directly themselves but have also been able to invest in larger scale and more risky investment opportunities which will be more beneficial to the economy.” 

Insurance Sector reforms since 1991, Indian economy has been going through euphoric financial reforms. Consequent to the implementation of landmark reforms in the financial sector, the insurance sector in India is going to witness sea change. A conceptual issue of economic liberalization entails on modernizing industrial system by removing unproductive controls, encouraging private and foreign investment, and integrating Indian economy with the global economy. The Government of India appointed a committee on reforms in the insurance sector in April, 1993 under the chairmanship of Shri R. N. Malhotra, former finance secretary and R.B.I Governor. The committee was asked to:

1. Make the suggestions for the structure of insurance industry for creating an efficient and viable industry that would serve the customers and society as to reach a wider segment of society.

2. Recommend for changes in the structure of the industry and the policy framework.

3. Suggest improving the functioning of the LIC and GIC in the changing economic environment.

4. Suggest for strengthening and modernizing the regulatory framework of insurance sector.

5. Examine the role of surveyors, intermediaries and other ancillaries of the sector. 

The Government implemented major reforms as envisaged by the landmark report of Malhotra Committee. Some of the key recommendations were: Liberalization of the market by allowing the private companies for healthy competition, creation of IRDA as an independent regulatory body for the insurance companies, professional zing and broadening the cost- effective. Distribution channels, up gradation in the technology to provide better services, reduction of mandatory investment requirement from 75 percent to 50 percent of life insurance companies in government securities, deli king the four subsidiaries general insurance companies from their holding company GIC, not allowing composites (transacting life and non-life insurance business) and entry initial capital of Rs. 100 crores.

 Over the last 5 years, since the sector was privatized, the insurance industry has witnessed a remarkable and impressive development in sector. Though it is not fair to conclude whether the objective of privatization stands fulfilled as this period of five years is not too long. Even then genuine questions at this stage arise as whether privatization has attained a desired direction, what it has done good to insurance sector and society at large in the form of greater consumer awareness, and what public sector companies have gained from privatization and the benefit of opening the sector reached to the common men, is there scope for further regulatory steps which are to be taken by IRDA.

Liberalization of this sector has helped in bringing out several positive developments as the emergence of a large number of private and foreign players both in life and non-life business is expected to bring in global best practices at the scene, wider choice in terms of product innovation, proliferation of distribution network both at retail and corporate level, presence of IRDA as a regulatory body for the insurance sector, tremendous surge in flow of technology, expanded market due to aggressive marketing strategies by private players, mobilized additional resources for infrastructure and social sector, vibrancy in terms of employment generation, wider coverage to rural and economic deprived section of society and introduction of large number of transparent and effective regulatory rules improved corporate governance norms. As the fundamentals of life and non-life insurance business were different and requiring different set of prudential guidelines, so the government decided to issue licenses that allowed a firm to transact either life or non-life business. Sharing V. Samant of HDFC says, “The industry consists of three elements-the insurers, the intermediaries and the customers. There is a legitimate expectation that the liberalization of the industry would be beneficial to the customers by broadening and deepening the market

and introducing better services and standards. It was also expected that intermediaries would play a complimentary role in promoting the industry. Above all, it was expected that the new insurers would bring in global best practices in the country.”

 Patric Goergen of insurance it, UNCTAD says, “Liberalization is a process consisting of establishing markets functioning under competition rules where: no player achieves a dominant position. Transparency and information conditions are reinforced to allow for informed decisions both by buyers and sellers. Price mechanisms are changed, away from coordinated systems; market forces determine rates as well as product design. Privatization and enactment of competition rules allow for new domestic often foreign entrants in the market”. The growth of Indian insurance sector has been slow and steady. James Walton of Allianz Bajaj Life Insurance Company opines, “That one major change that has come through post liberalization is a visible change in the way insurance is being attempted to be sold in India. From a tax-incentive-driven sale, the focus has shifted to a need based selling approach. This will take time and will help in development of insurance awareness.” Post-privatization era witnessed tremendous improvements in the following areas.

 IRDA as a Regulatory Body 

The Govt. of India implemented the most important recommendation of the Malhotra Committee by setting up IRDA through Parliament, the IRDA Act in 1999 to ensure regulation, development and growth of insurance business in India. There is need to regulate the insurance sector as insurance is a long-term agreement between the insurance companies and the public. Obviously regulation does not emphasize only for enforcing of laws, but prudential business norms are developed for the development of the industry. IRDA has been given a dual role of independent regulator and development organization as it is not prevalent in rest of world that regulator is entrusted with the development, so that a vibrant and competitive financial system is created with expansion of insurance market as to the vital object of liberalization of the sector is setout and also expected to provide a playing level field between private and public players. The committee observed, as “Insurers are repositories of public trust... Insurers everywhere are, therefore subject to regulation by state in some form or the other with the objective that the business is run fairly, is conducted by competent persons, does not result in undue losses to the insurers themselves resulting in their insolvency, and last but not the least, and protects the legitimate interest of the ensuring public.” 

IRDA is an autonomous body similarly on the lines of SEBI, which enjoys full functional operational freedom to perform its duties in a fair and efficient manner that will lead to stimulate the public trust in regulatory process. The object is to protect the interests of the policyholders, to regulate, promote and ensure orderly growth of the insurance industry and for matters connected therewith or incidental thereto. In the initial years of competitive environment and new market structure, the IRDA has preferred to follow conservative path as it was inevitable in the beginning, but credit must be given for professional zing the industry and facilitate its growth and development, particularly in bringing out the intermediaries on par with international standard. 

Insurance sector comes under a competitive environment

In the regime of pre-reform era, the insurance industry never experienced a competitive environment. A shift from a public sector monopoly in the insurance sector and entry of Indian and foreign partners would definitely usher competition in the sector. The monopoly of LIC and public sector general insurance companies has come to an end.

 (a). Life Insurance Market: 

As per the figures available with IRDA for the period ended August, 2005, the 13 private players have grabbed nearly 24 percent market share from LIC in terms of premium underwritten as against 17.70 percent in August. 2004. 

Market Share of Life Insurance Insurers as on August 2005

	S NO
	NAME OF PLAYER
	MARKET SHARE 

	01
	Bajaj Allianz 
	4.73

	02
	ING Vysya 
	0.54

	03
	AMP Sanmar 
	0.46

	04
	SBI Life 
	1.46

	05
	Tata AIG 
	1.66

	06
	HDFC Standard 
	2.98

	07
	ICICI Prudential 
	6.91

	08
	Birla Sunlife 
	1.72

	09
	Aviva 
	1.08

	10
	Kotak Mahindra 
	0.71

	11
	Max New Mark 
	1.28

	12
	Met Life 
	0.37

	13
	Sahara Life 
	0.03

	
	Private Total 
	23.93

	14
	LIC 


	76.07

	
	TOTAL
	100.00


(b). Non- Life Insurance Market:

According to data available with IRDA, the market share of the new entrants has climbed to nearly 26 percent in terms of gross direct premium at the end of August 2005 as against 18.7 in August 2004. 

Market Share of Non-Life Insurance Insurers as on August 2005 

	S. No.
	NAME OF PLAYER
	MARKET SHARE

	01
	Royal Sundaram 
	2.17

	02
	Tata AIG 
	2.89

	03
	Reliance General 
	0.75

	04
	IFFCO- Takio 
	4.00

	05
	ICICI Lombard 
	8.04

	06
	Bajaj Allianz 
	6.15

	07
	HDFC Chubb 
	0.89

	08
	Cholamandalam 
	1.22

	09
	New India 
	20.15

	10
	National 
	17.11

	11
	United India 
	17.11

	12
	Oriental 
	17.02

	13
	ECGC 
	2.50

	
	TOTAL
	100


Liberalization of sector has offered tremendous opportunities to witness a number of private players to tap the potential of the lucrative market. Over the years, since the industry was liberalized, private players have strongly strengthened their presence in the industry by attaining the significant market share. Though the state insurance sector still dominates the market, private players are moving steadily. The life-insurance business has shown impressive growth, but reforms do not lead to significant impact on non-life business at the retail level. No doubt, competition will rise in the coming years, but it is to seen how many players will survive. It might be possible that an era of acquisition or consolidation may arise. In India, the insurance penetration is low. India has a population of over a 100 crore, a marginal percentage of it enjoys the privilege of insurance, therefore this huge untapped segment of market will attract the private players to enter the market. Though private players face fierce competition with their national counterparts in terms of huge capital and wide range of distribution of network. It is pertinent to note that entry of foreign firms has never deteriorated the health of domestic companies at global scene as these companies hold more or less 10 percent of market share in China, Malaysia, Thailand and Philippines, except in case of Indonesia, where it is 20 percent. 

Distribution network and product development

Competition in the market has led to exploration of new innovative and diversified channels of distribution for capturing wider market, which will provide cost-effective services to policy Holders. These alternative channels will also build strong and effective customer relationship. Entry of private players in the market has explored new channels on the lines of developed economics. Besides, traditional intermediaries as corporate agent, brokers, and new methods like banc assurance, direct marketing, telemarketing, independent financial advisors and sale of policy through internet would play a crucial role in penetrating the insurance market in India. Cooperative societies, village panchayats and post offices have been identified to tap the rural market segment. Privatization process of this sector leads to emergence of an era of innovative products with competitive pricing and improved customer services. Innovation in the insurance sector can be attributed to initiatives taken by private companies. Especially, innovation in the products of life insurance private companies can be seen as these companies have joint ventures with the companies, operating in the US, UK, Germany, Canada, Australia and France and follow the market practices of these companies. Unit-linked policies, policy for nonsmokers with less premium, for village artisans, for children with the life of parents, travel insurance policy for higher studies in abroad, weather insurance schemes, group and personal 934 the management accountant, December, 2005 Cover Feature accidents are few new products. LIC has launched ‘Golden Jubilee policy for the masses to mark its 50th year celebrations in the month of September, aimed to offer life over at an affordable rate and with different riders. The micro insurance product for poor is lso likely to be launched by LIC with life cover, property, livestock and farm equipment. 

Regulation of invested funds

 Insurance sector has been playing a vital role as institutional investors in capital formation by channeling the savings of millions of people thereby increasing the productivity of economy. The life insurance sector mobilized invested funds to the impressive extent of Rs. 3,52,500 crore, at the end of March 2004 as against Rs. 2,61,000crore at end of March 2003, thereby registering a growth of 40 percent. The invested funds of 13 new players stood with 82 percent growth at an amount of Rs. 4,550 crore at end of March 2004, as against 2,500 crore in previous year. The IRDA regulations prescribe that the deployment of life invested funds should not be less than 50 percent in government securities of the Center and the states, not less than 15 percent in infrastructure and social sector and not more than 35 percent in market securities. It is relevant to note the share of infrastructure and social sector is 11 percent as against stipulated 15 percent, emphasizing the need of sound investment projects. At the end of March 2004, the figure of invested funds of life insurers was Rs. 34,300 crore, out of which an amount of Rs. 1,850 crore (5 percent) was mobilized by private sector. In case of non-life invested funds, investment regulations prescribe that not less than 30 percent in securities off the Central and state governments, not less than 10 percent in infrastructure projects, not less than 5 percent as loans to fire-fighting establishments and housing and not more than 55 percent in market securities. A trend of increasing the share of investment in the government securities and decreasing in the market securities can be seen as showing a greater preference for government securities.

IT in Insurance 

The liberalization process has led to the strong emergence of foreign and private players in the insurance market, which has facilitated the entire approach of insurance towards their customers to spread insurance coverage. As IT is changing insurance sector, investment in IT is strategically important to increase profitability, operational efficiency and developing and maintaining customer relationship. The reform Committee outlined its importance as “If used imaginatively and prudently, information technology could be a valuable aid for effective customer service, effective management and meaningful regulation.” There are two types of operational and analytical IT applications which provide secure electronic system to overcome the problems of cumbersome and paperwork in tune with rest of financial service industry. But the basic issues in insurance as marketing, distribution, new business and claim management need to be emphasized. Anup K Mathur of Wipro Infotech says, “The focus of the new companies is on revenue generation, growth through geographical expansion, customer acquisition and a need to capture a sizable share. Simultaneously, they are grappling with the issues of expansion, innovation and differentiation in products and services, knowledge dissemination, target marketing, developing alternative channels, maintaining underwriting discipline and implementing an effective service delivery model with optimizing costs.” 

Untapped market segments 

Health Insurance 

Health insurance introduced in 1988 is still at a nascent stage in India though it comes third rank after motor and five insurance in terms of collection of premium. The business of health insurance has a bright future in India, which offers immense market potential as a marginal percentage of population enjoys various health schemes of insurance.

According to an estimate, only 2.5 to 3 percent of population is covered under some form of voluntary health insurance. N. Rangachary point outs as “Though health insurance seems an obvious market to tap, nothing big has happened in the last couple of years since what we thought would be a rejuvenation of the industry, with new and old players competing with each other to offer a menu of products and services to the eager customers.” The Ministry of Health and Family Welfare constituted a sub-group on health insurance which analyzed and recommended as initial entry fee of Rs. 100 crores is high which makes difficult for the insurers to operate even at the breakeven level and given the existing market potential, it leads to unviable and unattractive health insurance business. Benchmark product of health insurance Med claim policy is not producing good results as there is distortion in the balance between price adequacy and coverage in the said policy but insures are reluctant to continue due to competition. There is need to relax stringent minimum capital requirement, rather it should be based on US model of risk-based capital norms, so that multi-tired health new players may be encouraged to enter the market. At present, non-life insurers provide health insurance, but it is fair that IRDA must grant license for separate health insurance only. Star Health and Allied insurance company is the first company to file an application with the regulator Cover Feature for granting license to deal only in health insurance. A sub-committee constituted by IRDA has proposed lowering the minimum paid-up capital requirement to Rs. 50 crore for health insurance, but it will require a legislative amendment. With a view to popularize health insurance, it is suggested to introduce long-term savings linked health products as an incentive for younger population to buy health insurance. 

Rural insurance

There lies a large potential for rural insurance market as rural India accounts almost 74% of the country population. But it is pertinent to note that new players are not showing interest for the development of expanding rural insurance as viable business venture, rather are meeting statutory requirement. Dr. K. C. Misra, National Insurance Academy, Pune quoted as “The private insurers due to their cost-structure and go-to-market model finds it extremely uneconomical from their perspective to attempt for any meaningful rural business. If at all they try to do something, it is predominantly with grudging compliance of regulatory overhang.” Since the rural market has distinctive features of needs, choice, disposable and seasonality of income, level of literacy, therefore insurance companies must focus on promoting different product and distributional channel than marketing in urban sector. B. Anand, CEO of Bimaonline.com says, “While most of the insurers may find it unattractive to tap the rural business, it should be understood that in rural areas, the policies will be of relatively smaller amounts, but this will be compensated by a larger number than in the urban areas. Rural insurance should be looked upon as an opportunity and not an obligation. It is important to take advantage of the immense potential that resides in the rural sector.” To ensure sustainable growth in the industry, the development of new markets, more importantly, the rural market needs the regulator’s focused attention strongly. 

Challenges 

Investment management 

In the coming years, insurers would face the most difficult allenge to provide returns as compared to other financial options. Return on investment is going down, therefore there is pressure on insurance companies to produce better operational results to safeguard the interest of insuring public. Twenty Insurance Guidelines of OECD, Rule No. 13 defines, as “Investment regulation should ensure that both security and profitability requirement are respected It should promote the diversification, spread and liquidity of investment portfolios as well as the maturity and currency matching of assets and liabilities. Regulations must include a list of admitted assets on which ceilings may be set and requirements on the way in which investment should be valued.” Public insurance companies have been showing their persistent faith in government securities. Investment managers should consider increasing investment in equity as the long-term option, especially when the stock market is doing well by providing substantial positive results. In the present economic scenario, where insurers face the problem of good investment opportunities in country; IRDA should allow securities assets as an eligible investment option. With the objective to achieve optimization of return and minimization of risk, there is need to replace of traditional approach of investment with the dynamic quality initiatives. P. A. Balasubramanian, member DA opines, “The investment management of fund require multifaceted skills for assessing the characteristics of the liabilities, aspirations of the policy holders and other factors which have a bearing on the investment policy, for identifying appropriate assets and devising relevant asset allocation strategies and / or assets and putting strong organization in place for efficient management of funds.” 

Consumer Protection 

In the post-liberalized era, the sector faces the challenge from customer expectations as they are more prices sensitive and are oking for better value and good services. N. Rangachary, Ex Chairman, IRDA says “Consumer education is going to be the most significant area in the next 4 to 5 years. I believe that growth in the industry will come through education among in the middle class. We have to tell them what they are missing. There is no sustained campaign are reluctant to do it because of costs then the regulator has to do it.” Consumer protection is one of the most significant areas for regulator. Existing redressal machinery for claims settlement processes needs to rejunvated, as increasing consumer awareness is likely to increase the number of grievances and claims. Insurance penetration both in life and non-life business in the country is very low. The potential of insurance business in India is phenomenal, as the insurers do not cover still more than 40% of the insurable population. To augment the penetration of insurance, insurance layers needs to be stabilized by reaching a critical mass. The role of IRDA has been extremely good in the regulation and development of the industry. It can be concluded that the outcome of privatization process over a period of five years has been positive and be identified as the beginning of new era with many heights to achieve, but there is urgent need to adopt professional zed approach for bright future.   

Issues and Challenges of Indian Insurance Industry

The traditional agricultural and manufacturing sectors of the Indian economy have taken a back seat, paving way for the dominance of the growing service sector, riding on the convergence of the new technologies for faster and efficient delivery. Coincidentally, at a time when the manufacturing sector has been reeling under stagnant growth during the last decades of the 20th century, it is the record contribution of the service sector that has been serving India the blushes whenever its GDP growth, figures are to be held up by the government.

The service sector now accounts for more than half of the India’s GDP, 51.56% in 2001-2002. The Indian service sector is now growing the fastest across the countries in the world; India’s service sector has grown at an average rate of 7.9% over the period of 1991-2001. India’s growth is double the growth of the UK and US and is comfortably ahead of East Asian countries as well. 

Insurance Sector

The insurance sector plays a vital role in the process of the economic development of any economy. It has a positive correlation with economic development in an economy. It acts as mobilize of savings, as financial intermediary, as promoters of the investment activities, as stabilizer of the financial markets and as a risk manager. Insurance service leads to efficiency and productive allocation of capital resources, facilitate growth of trade and commerce. Globalization will certainly crease insurance penetration and all sectors showed equip themselves to exploit the opportunities offered by the sector. By indenting the service of insurance coverage geographically so, “every family in every remote village in the community feels safe and secure”. 

The present situation of Insurance in India 

India continued to be one of the four countries to remain insulated from direct foreign involvement in its insurance. The present government upon assumption of office in December 1999 moved the bill and won for it Parliament’s approval. The insurance law has changed. Indian insurance is on the threshold of deep and fundamental changes. The big challenge for both companies and regulator is to ensure that they replicate the benefits of the past while eliminating its ills. 

Overall Scenario 

At present GIC and its subsidiaries function through a vast countrywide network, which is spread across the length and breadth of the country. But, now the Indian insurance industry is going through a process of change. Particularly before opening up the insurance sector, India is sorting out the regulatory issues. Insurance Regulatory Authority has already formulated the rules and regulations and they are giving licenses to the private parties for setting up of new insurance companies. They started operating by the end of the years 2000. Now growing at an annual average rate of 14% GIC’s business is satisfactorily increasing and which is highest in the world.

Thrust Areas for Insurance Sector 

The potential for Indian insurance is very high. Today profile of products has a different variety for every segment of society and for every age group. The products that address the differing needs of children, women, farmers, aged persons and healthcare. Today these products have a large market in the country and some of these products have tremendous potential. Now they are giving a special emphasis on ersonal line insurance, i.e. the insurance needs of the common man and at individual level like, personal accident, travel health, householder’s insurance, professional liability insurance etc. There is a tremendous potentiality of development of insurance in semi-urban, rural and agricultural sectors. Since, 1973 several improvements are going on in the general insurance, but vast resources are lying untapped. Such types of insurance are mainly cattle and livestock insurance, poultry, fisheries, insurance, agricultural crop, plantation, horticulture insurance, farmer’s personal accident, huts and glooming implements insurance etc.

Comparison of Indian Insurance Industry with Developed Countries

Indian insurance industry is progressing quite satisfactorily. The insurance has lot of potentiality, which has to be tapped in General Insurance. Regular penetration is about 0.60% of India’s GDP, which is quite low, compared to South East Asian countries and also the developed countries. In the developed countries it ranges between 2-8% but insurance schemes have to improved substantially and this improvement is to develop the various the management accountant, December, 2005 937 insurance segments in India. The main difficulties in development of personal line and semi-urban and rural insurance are inadequate marketing channels. Present marketing missionary is mainly tuned to urban business. Besides, the remuneration fault progressing of semi urban, rural and personal line business is not sufficiently attractive for the marketing force like agent and other intermediates. 

Comparison of Indian Insurance Sector Stand International Insurance 

Technologically, Indian insurance sector is quiet comparable with the international sector. Our vast resource of skilled and technical manpower, huge market potentiality, and technical know-how—all are comparable with the international sector. Besides lacking in process of computerization and high pricing (premium rate) are quiet comparable.

Problems Faced by the Indian Insurance Sector

The competition now is too tough between private players and the insurance giants LIC and GIC. Private players are coming out with innovative and campaign, more sophisticated and intelligent workforce properly trained agents and different types of distribution channels to get hold of customers in variety of ways. Many of the world’s largest insurers have entered India’s emerging private insurance market. The winds of the globalization have initiated vast changes in the functioning of the industry today. Increasing number of the multinational partnership with private insurers have paved for a radical shift in insurance selling. 

The present insurance and national sector has adequate financial strength, organizational network, expertise and human resource to meet the challenge of competition, which will arise due to opening of the insurance sector. Nevertheless they will be restructuring them selves and taking difficulties and they way have to attend better business flow and render better customer service. Further computerization and implementation of Information Technology are in rapid progress, which will give the proto connectivity throughout the country by 2001.

Moreover, it faces the following problems also: 

· Lack of awareness for insurance Needs   

· Lack of penetration due to inadequate marketing/delivery system   

· Total computerization still in the process of implementation.   

· Sophisticated covers do not have adequate demands because of general attitude to insurance in India.

Challenges of Indian Insurance Sector 

The future growth of the insurance industry depends on continuing macroeconomic stability, sound regulation and avoidance of company failures and scandals that would mar the good reputation of the industry. The leading companies have a strong record of innovation and efficiency and have been responsive to the changing needs of their customers. The main challenges lie in strengthening the effectiveness of supervision and modernizing the legal and regulatory framework. A consolidation of the industry by encouraging weak firms to merge or exit the market would also contribute to sounder competition and greater safety. 

Two new draft insurance bills are under consideration. These aim to modernize the legal framework and address most of the current gaps in regulation and supervision. They introduce new rules on corporate governance and the responsibilities of directors, on internal control and risk management systems, and on the duties of actuaries and auditors. They also require the creation of separate subsidiaries for engaging in loan term and general insurance. The following are the same challenges needed to be taken by the insurance sector to improve the services: 

1. Detailed Standards 

As part of new framework, detailed standards should be issued covering the constitution and methods of calculation of reserves and provisions and the amount of credit for amounts recoverable under reinsurance arrangements to ensure that all companies follow sound policies. While accounting and actuaries practices used by most companies are in line with best international practice, the FSC should be able to challenge all assumptions used by actuaries in the valuation of technical provisions especially in case of smaller companies. 

2. Capital Adequacy Standards 

Capital adequacy standards should be brought in line with best international practice. The solvency margin based on the average net claims over a specified period (between 3 and 7 years depending on the volatility of losses) should be introduced to complement the solvency margin that is based on net premiums. A positive solvency margin requirement for long term business should also be used. 

3. Risk Management 

Consolidation of the insurance industry needs to be promoted to ensure sounder competition and greater safety. This can be achieved by raising the level of minimum capital and introducing risk-based capital requirements as well as by encouraging weak firms to merge with other firms or exit the market. 

4. Insurance Information Bureau

An Insurance Information Bureau should be created with data on underwriting policies, loss claims and incidents of insurance fraud. The Cover Feature 938 the management accountant, December 2005 bureau should facilitate sharing of these data by all licensed companies and should contribute toward higher underwriting standards. Competition policy should ban the practice of tie sales whereby customers of large companies are forced to buy several services from the same group. 

5. Special Consideration 

Needs to be given to the creation of a compensation fund to cover the unpaid claims of failing companies and protect policyholders especially in connection with life and annuity policies. Special provisions would be required to expedite the liquidation process, require the submission of reorganization plans, and facilitate the reinsurance and or transfer of policies. These measures would protect the assets of the failed companies from the expenses of protracted liquidation and thus maximize the amounts available for distribution to policyholders and other clients. 

Future of the Indian Insurance Market 

One of the initiatives taken by the insurance sector is the segmentation initiative for the marketing. For larger projects, techno-marketing sales and for personal insurance direct-agents branches, training of agents and manpower development are the main thrust areas. Second one is customer awareness. Besides that, seminars, stress on publicity, monitoring of customers grievances and public complaints and above all computerization. Countrywide computerization in the recent past has made the task of policyholders’ servicing easier and rapid. At the same time they are giving emphasis on maximizing the growth rate and controlling the management expenses. Third one is the product innovation. In case of product, we have less demand because lack of awareness for adequate insurance cover in India with insuring public. 

The General insurance industry in India has all the inherent strength and capabilities comparable with the advanced insurance markets in the overseas and it is expected that under the watchful eyes of Insurance Regulatory Authority the future prospects will be bright and Indian insurance industry both in life and no life will be a great force to reckon in the global operation of insurance industry. 

Role of Insurance in India’s Future   

· Insurance would assist businesses to operate with less volatility and risk of failure and provide for greater financial and societal stability from the growth pangs of an estimated growth rate over 8% in GDP.  

· Government has arranged for disaster management and for funds. NGOs and public institutions assist with fund raising and relief assistance. Besides government provides for social security programs. There is considerable impact upon government in these respects. Insurance substantially steps in to provide these services. The effect would be to reduce the strain on the taxpayer and assist in efficient allocation of societal resources.   

· Facilitates trade, business and commerce by flexible adaptation to changing risk needs particularly of the burgeoning Services sector.   

· Like any other financial institution insurance companies generate savings from the insurance sector within the economy and make available the same in well directed areas of the economy deserving investments; a sector with potential for business as is the case with Indian insurance provides incentive to develop it all the more faster.   

· It enables risk to be managed more efficiently through risk pricing and risk transfers and this is an area, which provides unlimited opportunities in the Indian context for consulting, broking and education in the post-privatization phase with newer employment opportunities.   

· The insurance industry on its own accord is interested in loss minimization. Its expertise in understanding losses assists it to share the experience across the economy thus enabling better loss control and preservation of national assets.   

· In its risk pricing and investment decisions the insurance industry sets the tone for investment by others in the economy. Informed assessment by the insurance companies thus signals allocation of resources by others contributing to efficiency in allocation. In India government’s actions and other high profile institutions like ICICI, IDBI and UTI have dwarfed visibility of LIC and GIC. Of late AIG is visible in the media and institutional investors in India are following its investment announcements keenly. ING Savings Trust and Zurich are active in asset management and are being keenly followed by retail investors. 

Conclusion 

The Life Insurance Corporation of India, over the years, has emerged from being just a life insurance organization into what can be termed as a multidimensional organisation today with forays into mutual funds, housing finance as well as the international market in the Gulf through its subsidiaries viz., LIC Mutual Fund, LIC Housing Finance Limited and LIC (International) EC. All these subsidiaries have emerged as independent and strong entities, ample proof of LIC’s growing managerial capabilities in the financial sector.

Health Insurance in India 

“What can be added to?

the happiness of a man,

who is in health?

out of debt,

and has a clear conscience?”

Adam Smith

‘Wealth of Nations’
Health Insurance is a system of assurance to meet the contingencies of health care expenses. The primary objective of Health Insurance is to provide protection against financial losses caused by unforeseen health problems and at the same time relieving of anxiety and mental tension. It is also known as HealthCare Insurance. 

Article 47 of the Directive Principles of state policy states: “Duty of state is to raise the level of nutrition, the standard of living and to improve public health.”

 Healthcare sector in India is fragmented between the center and the states and the overall legal framework relating to the regulation of healthcare is not simple. It is to be noted that Insurance falls under the union list (Item No. 47). Public health and sanitation, hospitals and dispensaries all under the state list (Item No. 6). Medical professions fall under the concurrent list (Item No. 26). Drugs (pharmaceuticals) fall under the concurrent list (Item 19). 

Though the Government of India K. Praveen Kumar* *Asst. Professor, Appollo Institute of Hospital Administration, Hyderabad. “What can be added to the happiness of a man, who is in health, out of debt, and has a clear conscience?” Adam Smith Wealth of Nations’ (GOI) was a party to the 1978 WHO declaration (Alma Ata Declaration) and commitment of “Health for all by 2000 AD,” precious little was attained by the target date. 

Until 1978, 70 per cent of the hospital beds were in the public sector and in 1998, 80 per cent of the hospital beds were in the private sector. The gradual dwindling of the role of the public sector in healthcare does not augur well for a country like India where a sizeable segment of the population lives below the poverty line. 

The nation of India with a population of 1000 million experiences a vast inequity that exists in the healthcare industry with barely 3 per cent of the population covered by some form of health insurance, either social or private. The guiding principle of Bhore Committee in 1946 that ‘no individual should fail to secure adequate medical care because of inability to pay for it’ looks unreachable still, after 57 years of Indian independence. 

Health insurance is grossly underdeveloped in India. According to some estimates, only 3 per cent of India’s population is covered under some form of voluntary health insurance. Thus, it presents a huge opportunity with some estimates suggesting that the potential health insurance market could be worth as much as 600 billion Rupees by year 2007. 

In a large diverse and complex country like ours, no single health insurance model can be successfully implemented. We have to also address community-based small HMOs, but without the burdensome minimum capital requirement currently in force by the regulators. There may also be need for regulation for the self-funded health plans by major employers who may not find insurance as a cost effective alternative.

There is a limited network of health/ social security schemes such as the Employee State Insurance Scheme (ESIS), the Central Government Health Scheme (CGHS) and some community-based schemes and employer-based schemes. However even here, access and availability of health services is likely to be less than satisfactory. When combined with the relatively small proportion of people with voluntary health insurance, the number of lives covered represents at best 100 million people, about 10% of the population. 

In India, presently the health insurance exists in the form of Mediclaim policy offered to the individual or to any group, association or corporate bodies. Although, total expenditure on health in India is nearly 6 per cent of the entire GDP, the government spending is less than 25 per cent against the average spending of 30- 40 per cent in other developing countries. State-owned insurance companies, covering only about 2.5 million people i.e. less than 0.50 percent of the country’s population, currently do penetration of Mediclaim. 

The primary health care system in India is managed mainly by the shallow structure of government healthcare facilities and other public healthcare Cover Feature systems in a traditional model of health funding and provision. But, it is unable to justify the demand for health security for 200 million Indian health insurable populations mainly due to service costs being out of the reach of many people, absence of good and effective number of physicians, low rate of education programs, less number of hospitals, poor medical equipment and over all, the poor budget of government towards the health program. 

What is exciting in the Healthcare sector today is the privatization of the health insurance industry. Privatization should bring about major changes in the healthcare industry, especially in terms of the latter’s growth, structure, costs, quality of service and financing mechanism. Insurance has been responsible for the growth of the healthcare industry in many countries. Insurance has also had an impact in terms of standardization and controlling costs of healthcare. In the USA, the passing of the Medicare and Medicaid Acts provided a big boost to the healthcare industry. Not only did the number of people covered by health insurance increase, there was also an increase in the number of players and inflows into the healthcare sector.

National Income and Health Expenditure of Select Asian Countries (in US Dollars)
	Country
	Per Capital Income

GNP           
	Per capital total health expenditure
	% Of GNP
	Public sector health expenditure per capital
	% Of T H E public sector
	Private sector health expenditure per capital
	% of T H E private sector

	1
	2
	3
	4

3/2
	5
	6

5/3
	7
	8

7/3

	Korea 
	2,370
	148.37
	5.1
	17.87
	12
	130.49
	88

	Malaysia 
	1830
	58.
	51 3.5
	44.97
	77
	13.53
	23

	Thailand 
	810
	32.79
	3.8
	9.94
	30
	22.38
	73

	Papuang 
	720
	26.18
	3.8
	23.68
	91
	2.49
	9

	Philippines 
	560
	14.09
	2.4
	3.76
	27
	10.33
	7.3

	Indonesia 
	490
	10.42
	2.4
	3.90
	37
	6.52
	63

	Sri Lanka 
	400
	9.18
	2.3
	5.32
	58
	3.85
	42

	China 
	300
	11.04
	4.0
	2.13
	19
	8.91
	81

	India 
	290
	12.51
	4.3
	4.63
	37
	7.87
	63

	Burma 
	200
	6.41
	3.2
	2.29
	36
	4.12
	64

	Bangladesh 
	160
	3.80
	1.7
	1.12
	40
	2.68
	60

	Nepal 
	150
	2.11
	1.4
	1.28
	61
	0.83
	39


Reforms in the insurance sector which started with the enactment of the IRDA Bill in Parliament in Dec 1999, has framed regulations and gave a concept of TPAs in the country. 

Third party administrators (TPAs) are the middlemen in the chain of integrated delivery systems that consolidate all the components of healthcare delivery such as physicians, hospitals, clinics, home health, long-term care facilities and pharmacies— into a single entity. In the US, technically, most of the insurance companies have their own TPA. 

Currently, in India, TPAs are interacting at three levels. They provide information to employers about their role in customer servicing. They serve as an insurance purchaser and are important marketing agents for Mediclaim. TPAs have been helping corporate in a number of areas: they design the medical plan, they administer claims and provide help line with 24-hour call centers. TPAs have tie-ups with both corporate and hospitals. It is basically this network and their knowledge about the Indian healthcare sector in terms of facilities provided by hospitals and variations in costs for different types of treatment and different regions, which make TPAs a crucial part of the emerging healthcare structure. 

Even Social Insurance schemes available in India, such as the Employee.
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