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I. Background

With the largest number of life insurance policies in force in the world, the Indian insurance industry has emerged as a serious business prospect for global insurers. Until 1999 the provision of insurance in India was the exclusive prerogative of two state-owned corporations- the Life Insurance Corporation of India (“LIC”) and the General Insurance Company of India (“GIC”). Now much has changed.
The Indian government liberalised the insurance sector when the Insurance Regulatory Development Act came into force in March 2000. This Act lifted all entry restrictions for private companies getting into the insurance market, and allowed foreign players to enter the market with some limits on direct foreign ownership. As a result the insurance sector in India has witnessed four years of smooth and consistent growth. Estimates show that the potential premium income of the country is around US$80 billion, which places India as the sixth largest market in the world. However 80 per cent of the national population currently remains without life insurance and levels of health and non-life insurance cover remain relatively low. Despite this the potential is enormous. 
As the seventh largest and the second most populous country in the world, India has a lot to offer prospective insurers. There are at present 312 million middle class consumers in India who have the financial power to buy insurance. However, only 2.5 per cent of the country’s insurable population is currently insured in some form or another. 
II. The Indian Insurance Market 

a. Regulation
Insurance is the subject of Federal law in India. The primary legislation that deals with insurance business in India are the Insurance Act 1938 (the “Insurance Act”), and the Insurance Regulatory & Development Authority Act 1999 (the “IRDA Act”).
The Insurance Act established a Tariff Advisory Committee (“TAC”) which controls and regulates the rates, advantages, terms and conditions that may be offered by insurers in respect of General Insurance Business relating to Fire, Marine (Hull), Motor, Engineering and Workmen’s Compensation.

In June 2003, the Law Commission prepared a paper identifying thirteen potential grounds of revision of the Insurance Act and the IRDA Act, including the merger of relevant provisions of the IRDA Act with the Insurance Act, as well as the harmonization of the Insurance Act with other rules and regulations in the sector. A significant proportion of these recommendations relate to legal issues arising under the Insurance Act. These include the setting up of a grievance redress mechanism, rules relating to the repudiation of life insurance policies
 and provisions pertaining to nomination and assignment and transfer of policies
. Addressing such issues, the Commission has said that Grievance Redress Authorities (“GRA”) should be constituted to deal with (i) disputes between the insured and the insurer (ii) disputes between insurer and the intermediaries and (iii) disputes between insurer and insurer. However, the GRA is not intended to have jurisdiction in cases relating to third party motor vehicle insurance and marine insurance.


The Indian government set up the Insurance Regulatory Development Authority (“IRDA”) in 1999 under the IRDA Act. Companies intending to carry on insurance and reinsurance business in India must register with the Authority, which is the sole authority responsible for the award of licenses to agents. There is no restriction on the number of licenses that may be granted, nor is there a system of composite license for life & non life business in India. Insurance companies under the IRDA Act are forbidden to deal with other products beyond their scope of their license. So, a life insurance company cannot sell non-life insurance and a non-life insurance company cannot sell life insurance. The Act however does, however, allow insurance agents to sell both life and non-life products (composite insurance).
At the moment IRDA prohibits 100% foreign ownership of an Indian insurance company. It requires Indian promoters to invest either wholly in any new insurance venture, or team up with a foreign insurer which can own no more than 26% of the shares in the joint venture. The Indian promoter must sell the majority of his shares to the Indian public through a public offering after 10 years. The Indian promoter can thereafter only retain up to 26% of the shares, i.e. the same percentage as any foreign investor.
IRDA has been very cautious in granting licenses and has set up fairly strict standards for all aspects of the insurance business. The Foreign Direct Investment (“FDI”) limit helps the government maintain a system of checks and balances, and ensures that state-run agencies such as the LIC and GIC can continue to dominate the scene. 

The Finance Ministry is already working on bringing out comprehensive amendments to Insurance and IRDA Acts to simplify procedural issues. A hike in the FDI cap for foreign insurance companies announced by the Finance Ministry in 2004 is a major example of this. These are part of the government’s efforts to invite private Indian and foreign insurers to invest in the liberalised insurance market. However, this change requires an amendment to the IRDA Act which is still pending.
b. The State Sector
Until recently, the Indian insurance sector was comprised of only two state insurers - the LIC
, for life insurance, and the GIC, for general insurance. This is reflected in the fact that in 2000 LIC sold close to 20 million new policies, and enjoyed a turnover of US$5 billion. In 2001-02, on the other hand, GIC had a total premium income of US$2 billion.
In December 2000 GIC subsidiaries (Oriental Insurance Co. Ltd., New India Assurance Co. Ltd., National Insurance Co. Ltd. and United India Insurance Co. Ltd.) were restructured as independent insurance companies. At the same time, GIC itself was converted into a national reinsurer. In July 2002, Parliament passed a bill, which cut the formal relationship between the four subsidiaries and GIC.
c. Major Players in the Indian Insurance Market 
In the Non-Life sector, fire and miscellaneous risk insurance business is predominant. Motor vehicle cover is compulsory and so also constitutes a major sector.

Major players in the field include – 

- Allianz Bajaj General Insurance Co. Ltd.
- ICICI Lombard General Insurance 

- IFFCO Tokyo General Insurance 

- Reliance General Insurance

- Royal Sundaram Alliance Insurance 

The most popular products for life insurance in India are Endowment (participating) and Money Back (participating) policies. More than 80 per cent of the life insurance business is from these products.

Major players in the field include- 
- Bajaj Allianz Life Insurance Co. Ltd.

- Amp Sanmar Assurance Co. Ltd. 
- Birla Sun Life Insurance Co. Ltd.
 
- Dabur CGU Life Insurance Company Pvt. Ltd. - HDFC Standard Life Insurance Co. Ltd. 
- ICICI Prudential Life Insurance Co. Ltd.
- ING Vysya Life Insurance Co. Pvt. Ltd.
- Life Insurance Corporation of India
- Max New York Life Insurance Co. Ltd.
- Metlife India Insurance Co. Pvt. Ltd 
- Om Kotak Mahindra Life Insurance Co. Ltd.  
- SBI Life Insurance Co. Ltd.
- Tata AIG Life Insurance Co. Ltd. 
d. Reinsurers
While the four (now independent) GIC subsidiaries look after general insurance, GIC itself remains a major reinsurer in the Indian market. Currently, all insurance companies have to give at least 20 per cent of their reinsurance business to GIC. The aim is clearly to ensure that GIC's role as the national reinsurer remains intact in the face of foreign competition. GIC reinsures their potential liabilities further with international companies such as Swiss Re and Munich Re.
III. Growth 

a. Indicators 
Insurance business in India is growing at the rate of 15-20 per cent annually and the Chairman of IRDA has estimated that it is currently of the order of US$19 billion.
 When combined with banking services, it adds about 7 per cent of the country’s GDP. Insurance penetration (i.e. premiums as percentage of GDP) has increased from 2.32% in 2000 to 2.88% in 2003. Likewise, insurance density (i.e. premium per capita) has increased from US$9.90 in 2000 to US$16.40 in 2003. 
Such changes have meant that India has moved from 23rd in the world in terms of total premium volumes in 2000, to 19th in the world by 2003. India’s share in the world market has increased from 0.41% to 0.59% during the same period. 
There has been an 83% increase in the premium collected in the three years following the passage of the IRDA Act. As already noted, the total premium collected by the insurers both life and non-life in the year 2003-2004 is estimated to be about US$19 billion
 (US$15 billion in life and about US$ 4 billion in non-life premiums). By comparison, estimates for the year 2000-2001 put total premiums at about US$10 billion (US$ 8 billion in life and US$ 2 billion in non-life premiums). The average size of a life insurance policy before privatization was around US$1,142.86. That has since risen to about US$1,828.57. Private insurers in particular show even more impressive figures, with the average size of their policies being around US$2,630. The traditional life insurance cover provided by the LIC have so far been dominated by savings policies - term life
 policies have accounted for less than 2% of the insurance premium of the LIC. The new life insurance companies hope that term life policies will be their main line of business, and are thus concentrating their energies in this direction.  

b. Health Insurance 

The number of medical insurance policies sold in India has increased from 7.53 million in 2001-02 to 10.28 million in 2003-04. However, the lack of a comprehensive and accurate database has been an impediment to the growth of this sector, as this is required for effective business planning and risk allocation. The World Health Report 2000 estimated private spending in India to be 87% of total health spending. Of this, 84.6% was made from out-of-pocket expenditure.

The government has so far covered workers under Employees States Insurance (“ESI”) and central government employees under Central Government Health Schemes (“CGHS”).
 The health benefits under these schemes are limited to small segments of the work force and government employees and, enjoy heavy government subsidies.
For the general public there are two broad types of policy; Mediclaim policies which offer cover for more general medical treatment, and Jan Arogya Bima policies for emergency medical treatment only. These were launched for the poor prior to liberalization of the market. The new general insurers have introduced slight variations of the existing Mediclaim cover and the new life insurers have introduced some health riders to their life policies, but these have made a negligible impact. 
At present health insurance schemes are indemnity based products whereby the payment to the health provider is first made by the sick individual and this amount is later reimbursed (partly or fully) by the insurance company to the insured individual. A large section of the population cannot afford such large payments at the time of illness, even if these payments are reimbursed later, and thus tend not to take out this type of insurance. Furthermore, the system provides for reimbursement only in case of hospitalisation, not for out-patient care, or allopathic treatment or alternative systems of medical care.
A key drawback is that health insurance in India is a minor percentage of the public sector non-life insurers’ business portfolios. Given the short time that has passed since liberalization, the situation has so far not been remedied by the entry of private companies into the market – companies  which have tended to just focused on establishing business networks and growing their life portfolios. Observers such as Milliman Consultants (one of the largest and independent actuarial consulting firms in the US) note that health insurance in India has not grown as rapidly as was hoped.
 One of the likely reasons for this is that companies have not had adequate data to evaluate the risk involved properly, thanks to the lack of comprehensive data. As a result only 2 million people (just 0.2 per cent of a total population of 1 billion) are covered under medical insurance schemes. By comparison, developed nations (lacking national health providers) have far higher levels of participation, with for example, 75 per cent of the American public being covered under such schemes.
With the supply of health services (particularly in-patient facilities) being weak in rural and remote areas, demand for insurance has naturally been constrained. Health insurance requires a well informed, sizeable and relatively prosperous middle class to grow. This demographic now exists in India, and is showing every sign of getting larger.  As a result, both public and private sector companies now seem to be interested in taking the steps needed to create a better foundation for the growth of health insurance. As one of the main constraints to popularizing health insurance has been the inadequacy of data, the IRDA has concentrated on identifying the existing obstacles to database creation and the manner in which they can be overcome. The Subgroup of the Working Group on Health Insurance made certain recommendations for a methodology of collecting data on a uniform basis. IRDA is taking up this issue with industry members, and is pressing for implementation.


c. Distribution
Amidst the steady growth of the Indian insurance industry, a significant feature is the small but steadily increasing role of intermediaries. Until two years ago, the only mode of distribution or life insurance products was through pure life insurance agents who did not sell any other product. 
Today there are alternate channels like bancassurance
, brokers, corporate agents and direct marketing through the internet. ICICI Prudential Life, the second largest life company in the country today, attributes 28 per cent of its new business premium in 2003 to alternate distribution contributions. According to the company's CEO and managing director Shikha Sharma "maximum contribution from alternate distribution channels comes from the bancassurance route, followed by corporate agents and then direct marketing". Similarly, LIC is channeling its sales through bancassurance partners like the Corporation Bank, the Central Bank and the Oriental Bank of Commerce. Birla SunLife Insurance, HDFC Standard Life, ING Vysya Life, Aviva and Metlife Insurance have witnessed an increase in sales through the bancassurance mode. An estimated 50 per cent of the premium earned in most cases, come from the banking channel.
 The entry of private insurance companies in the area is said to have contributed to this change due to more proactive marketing and innovative business models.
As the non-life insurance market opens up, the value of the insurance broker's role will be better understood. There will be increasing opportunities to serve the needs of mid-size companies and small enterprises by delivering the specific services these clients need and in the way they want them delivered. The Indian market still needs to realize that insurance brokers offer the most efficient distribution system through which clients can purchase commercial insurance.

An increasing number of agencies are showing interest in broking companies. In spite of a predominantly tariff driven market and a discount for placing of business by the insured without any intermediary, the number of applications for licensing of broking companies has been on the rise.

IV. Behind the Growth

a. General Economic Growth
India had a huge and relatively poor wider population, and as a market it is starting from a fairly weak position. Nearly 80 per cent of Indian population is without life insurance cover, and levels of health insurance and non-life insurance cover continue to be well below international standards. Much of the population is also subject to weak social security and pension provisions, with hardly any old age income security. 

However, the strong and consistent growth that the Indian economy has demonstrated in recent years means that an ever-larger demographic is demanding insurance products. In 2003/4 the economy grew by 8 per cent and by 7 per cent in 2004/5. These general levels of growth are expected to continue well into the future.
 The fact that most of the population is still lacking any kind of insurance cover means that the potential for future growth in demand is enormous.
b.   Parallel operation of the Public and Private sector 

The private insurance market has grown despite the continued existence of the public sector providers. LIC has concentrated on retaining its market in traditional products like endowment and money back policies, and has not slackened its hold in the rural areas. This has prompted many of the private companies to market new and innovative products by means of competition. LIC in turn is now moving towards new products like unit linked life products which to date have mainly been sold by the private sector. 
c. Infrastructure and Investment 

It is estimated that over the next ten years India will require investments of the order of US$1 trillion in order to develop its infrastructure. Insurance is playing its part by encouraging the build up of long-term funds for the financial markets to draw upon – something that is actively encouraged by the government. In fact, insurance companies are looked upon as an ideal source of long term debt and equity for infrastructure projects in particular. With long term liabilities, they get a good asset-liability match by investing their funds in such projects. IRDA regulations in fact require insurance companies to invest not less than 15 percent of their funds in infrastructure and social sectors. The growing Indian insurance sector is likely to encourage infrastructure development in another way. Given the huge expenditure and risks involved in such projects, it is essential that there is a sufficient level of liability cover in place in order to allay the potential fears of investors. 
A well-developed and evolved insurance sector is widely thought to be necessary for economic development, as it provides long term funds for infrastructure development and at the same time strengthens the risk taking ability of infrastructure companies. This, many hope will be realised with the help of insurance giants providing cover for the many projects which are necessary to maintain Indian development.
V. Impact of the National Budget (2005-2006)
Although the 2005-06 Budget has not made a huge difference for insurers, it does contain some positive initiatives. In terms of the general insurance sector, the Finance Minister has hardly made any changes. So far as Life Insurance is concerned the picture is more mixed. The continuation of the Section 10(10) (d)
 tax exemption benefit for life policies has been a plus for life insurers. However, the removal of the Section 88
 tax rebate relief for individual insured which had proved something of an attraction to policy holders has had a negative impact. The net result is that life insurers are likely to sell their products in future by emphasizing the investment element rather than the tax benefits.

The 2005 Budget has also proposed de-linking the Foreign Direct Investment (“FDI”) limit from the Insurance Act at the time of its amendment. This is because, in accordance with existing rules, any decision on FDI in the insurance sector requires legislative approval. This creates serious practical problems and delays since Parliament’s endorsement is needed for changing the FDI policies each and every time. The 2005 proposal would empower any future government to increase the FDI limit through an executive order without taking the issue to Parliament.
Notably, the Budget did not raise the exemption limit for tax on pensions, and the Government did not provide for the licensing of branch services by international reinsurers (rather than obliging them to set up joint ventures with local Indian companies).
VI. Opportunities
Even with the 26 per cent limit on their share holdings in India, foreign companies have collectively cornered more than 20 per cent share of the insurance market in the last three years.
Investment generally takes two forms: outsourced BPO operations and direct shareholding. An American insurance journal published a Research and Markets Report titles ‘Insurance Outsourcing Focuses on India’ which set out several advantages for US companies looking at India as an outsourcing center for insurance.
 Some of these advantages include: low cost; established destination for outsourcing; Indian companies offering near-shore services
; Indian IT outsourcers leveraging existing relationships with large insurers; and Indian vendors expanding organically and inorganically to establish a multi-location presence, to minimize the risk to their business of foreign competition.

Reports show that there are several global insurers who are looking to invest in the Indian insurance market. For instance, the British insurance major, Aviva Plc, which manages assets worth £273 billion, wants to inject more capital in its Indian venture when FDI limit is raised and plans to hire 3,000 more people by 2006 to expand its BPO operations in the country.
 Aviva Plc and Dabur India had injected US$17.6 million in their 26:74 joint venture in January after the company posted almost 200 per cent growth in premium at US$ 3.6 million in 2004. 
Dutch insurance firm Aegon, French firm Axa and Korean Samsung are also looking to invest in India with local partners. South African insurer Sanlam has finalized a joint venture with Indian partner, Shriram. Most private firms in India are set to have more business in India than in their parent countries.
The influx of foreign players has had a direct impact on the existing leaders in the Indian market. For example LIC, hitherto the virtual monopolist in the country’s insurance sector, has recently witnessed a decline in its new premium business. Between April 2004 and February 2005 its share of first year premium dropped by 9.3 per cent to 77.87 per cent from a market share of 87.22 per cent in the preceding year. But there is still not too much cause for concern for Indian insurers; foreign insurers at present have a share of just 2 per cent in the country’s life insurance business and 1 per cent in the non-life insurance business.
VII. Conclusion

The Indian economy is growing, and its insurance market with it. Given its huge population, the development of its infrastructure and the success of its companies, India offers the prospect of huge future demand for insurers. Likewise, the government is keen to see this sector of the economy to succeed due to the wider advantages it offers to society, and has shown its willingness to gradually open up the market. As a result political and legal trends are likely to make access to that demand ever easier for foreign insurers to take advantage of, particularly as the Indian authorities have indicated that the 26% FDI cap which is currently in place will be lifted to 49%. 
Given such legal and regulatory changes, the fast developing Indian economy and the country’s massive potential market, India should be an exciting place to be for foreign insurers for years to come. 
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� section 45 of the Insurance Act


� sections 39 and 38 respectively


� The LIC was established and is governed by the Life Insurance Corporation Act,1956


� Though others believe that this may be an overestimate - see www.indiacore.com/insurance.html


� As quoted by the Chairman of IRDA on 18th October 2004 at a Press conference addressing members of FICCI in New Delhi.


� 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.


� Indian Council for Research on International Economic Relations- Working Paper No. 123  ‘Health Insurance for the Poor in India’ by Rajeev Ahuja, March 2004


� Planning Commission of India (Government of India). Thematic Issues and Secotral Programmes - Ninth Five Year Plan 1997-2002 (Volume II) New Delhi: Planning Commission (GOI).


� Milliman visited India in late 2004 to assess opportunities to provide solutions for collection and analysis of data which can support the development of the health insurance industry in India.


� This concept is most popular in Europe. The practice involves a bank assuming underwriting activities - the US federal banking laws do not permit this. 


� “Getting insured - just about anywhere” by Freny Patel- From � HYPERLINK "http://www.rediff.com" ��www.rediff.com� business news July 22, 2003.


� See www.economywatch.com/indianeconomy/indian-economy-overview.html


� Under the provisions of Sub-section 10D of Income tax Act 1961 most sums received under a life insurance policy including the sum allocated by way of bonus on such policy are exempted from income tax. However subsequent to the 2005 budget, any sum received under an insurance policy effected on or after 1st April 2003 in respect of which the premium paid in any of the years during the term of the policy exceeds 20% of the actual capital sum assured will no longer be exempted under this section.


� This section offers Rebate to individual insureds from their tax liabilities through contribution to Provident Fund, life Insurance Policy Premia etc.


� That is the time from which foreign companies actually started entering the Indian market


� � HYPERLINK "http://www.insurancejournal.com/news/international/2004/08/30/45381.htm" �http://www.insurancejournal.com/news/international/2004/08/30/45381.htm� as retrieved on 12 Mar 2005


� Near-shore companies offer services from locations close to the country of the main company outsourcing its business. For example, Mexico is an attractive near-shore option for North American companies—it’s cheaper than the US and the government is keen on the software industry.


� Aviva Life International Group Executive Director Philip Scott told The Hindu Business Line from London on March 9, 2005.
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