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The driving factors  of Life Insurance Sector in India A Study with Special Reference to  
Selected Life Insurers in India is an analytical study that examines in detail the life 
insurance sector in India in terms of its performance, the factors responsible for the better 
performance of life insurance sector, problems of life insurers and the future prospects of 
life insurance sector in India. The study has given equal importance to both secondary as 
well as primary data. The secondary data were sourced mainly from the annual report of 
the IRDA and the audited report of the life insurance company concerned. The primary 
data have been collected from 120 managers and 330 policy holders who have been 
statistically picked using multi-stage random sampling technique. The most important 
challenges or problems of life insurers are  expanding the product portfolio,  continuous 
increase of customer expectation,  problems of product positioning,  establishing the 
distribution channels, and creation of awareness among the people or educating the 
customer. The future prospects lie in the strong growth potential of the country,  huge 
population base and  large untapped market, increased life expectancy and limited social 
security from the government. 
KEYWORDS : life insurance sector, life insurance penetration, life insurance density, 
performance efficiency, challenges, future prospects, private insurers 
 
INTRODUCTION 
“By providing financial protection against the major 18th-and-19th-century risk of dying 
too soon, life insurance became the biggest financial industry of that century, growing 
profitably worldwide for more than 150 years, i.e., until 1914. Providing financial 
protection against the new risk of not dying soon enough may well become the next 
century's major and most profitable financial industry” 

– Joseph Schumpeter,1916. 
Life insurance has now become established as one of the greatest economic 

triumphs of this progressive age. It has long past the experimental stage and is regarded as 
a practical necessity in civilized society. The growth of the institution of insurance in this 
country has been very rapid. Hundred years ago insurance was not accepted by the great 
mass of people as its purpose and working were not understood. By providing a range of 
financial services for consumers and becoming a major source of investment in the capital 
market, the life insurance segment has grown to become an increasingly important part of 
the financial sector over time. Insurance industry is now among the driving forces for the 
development of the Indian economy and is believed to be the backbone of India’s risk 
management system. The rapid growth of the life insurance sector has been associated with 
the product (Life Insurance policy), Product pricing, product distribution, promotional 
activities, people involved, process details and physical evidence. The most important areas 
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in which drastic change have found after liberalization are better customer service, 
development and effective use of new distribution channels,   product innovation and 
flexibility and participation of commercial banks in insurance business. 
Objectives of the study 

The objectives of the study are: 
1. To evaluate the performance efficiency of life insurers. 
2. To identify the factors that enabled the performance efficiency of life insurers. 
3. To identify the major challenges or  problems faced by the life insurers. 
4. To analyze the future prospects of life insurance sector 

Methodology 
The study has used both secondary and primary data. The secondary data 

collected to study the Performance of life insurance in India’ pertains to the period from 
2006-07 to 2013-14. The secondary data were collected from the official publications like 
the Annual Reports of IRDA, Annual Reports of Life Insurers, Insurance Journal, 
Economic review, Economic survey and books. 

The primary data were collected using structured interview schedules from the 
managers of insurance companies as well as the policyholders. Separate interview 
schedules were prepared for both the managers and the policy holders. 
Sample framework The target population was the Policy holder of life insurance  and 
the mangers of Life insurers in India. Sample size consisted of 330 policyholders and 120 
managers.  
Tools used 
Data Envelopment Analysis was used to measure performance efficiency of the life 
insurers. 
One sample t-test is used to compare the actual mean value of the responses with a 
prefixed mean value. 
Friedman’s Test was used to find out the most dominant or influencing factors from 
among a large number of variables factors. 
Data analysis 
Objective 1 To evaluate the performance efficiency of life insurers 

Data Envelopment Analysis was used to measure performance efficiency of the 
life insurers. In order to conduct data envelopment analysis, three inputs viz., (i) labour 
cost (x1), (ii) operating expenses (x2) and (iii) commission paid (x3) and two outputs viz., 
(i) premium earned (y1) and (ii) income from investments (y2) were used.  Mean value of 
one shows production on the frontier or most efficient method of production and zero 
measures the least efficient performance. Mean Value of Efficiencies of the Insurers 
under the Constant Returns to Scale (CRS) &Variable Returns to Scale (VRS) situations 
and scale efficiency (SE) is given below. 
Table 1Mean Value of Efficiencies of the Insurers under the CRS &VRS Situations 
 2006-

07 
Mean 

2007-
08 

Mean 

2008-
09 

Mean 

2009-
10 

Mean 

2010-
11 

Mean 

2011-
12 

Mean 

2012-
13 

Mean 

2013-
14 

Mean 
CRS 0.727 0.532 0.709 0.732 0.733 0.716 0.911 0.862 
VRS 0.906 0.933 0.895 0.865 0.905 0.904 0.931 0.875 
SE 0.695 0.563 0.792 0.828 0.800 0.779 0.974 0.971 

Source: Compiled from Researcher’s calculations 



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-08, Sept 2018 Special Issue (01) 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9- 9 5 9 8 

 
Page 49 

Table 1 shows that the efficiency of the industry average increased  during the 
period 2007-08 to 2012-13 from 0.727 to 0.911 under the CRS situation. But there was a 
reduction in the efficiency during 2013-14.  As far as the VRS situation is concerned, the 
efficiency of the industry  increased 0.695 in 2006-07 to 0.931 in 2012-13. There was a 
reduction in 2013-14. The scale efficiency increased from 0.695 2006-07 to 0.971 in 
2013-14. The industry thus experienced improvement in efficiency during the period. 
Objective 2 To identify the factors that enabled the performance efficiency of life 
insurers 

In order to identify the factors responsible for the better performance of life 
insurers 13 variables were selected on the basis literature review. They are given under 
three heads: 
Innovative Services in Insurance Business: These include (i) participation of 
commercial banks in insurance business, (ii) insurance penetration, (iii) development and 
effective use of new distribution channels, (iv) insurance awareness with increased level 
of advertisements and (v) easy mobilization of funds for infrastructural development. 
Factors in  Quality Improvement: These include (i) elimination of monopolistic 
business by the LIC, (ii) better customer service, (iii)introduction of new range of 
products, (iv) improvement in variety and price of insurance products and clearly laid 
price structure and differentiation.  
Factors for Growth Orientation: These include: (i) Decline in market share of LIC, (ii) 
Tremendous growth in life insurance business. The opinion of managers of public and 
private life insurance companies was sought on these variables in a five point Likert’s 
scale. The variables with mean score more than three are identified as the important areas  
influential in increasing efficiency. Afterwards, Friedman’s test was applied to find out 
the most important factors which led to the improvement in efficiency. 
 

Table 2 Factors responsible for better performance of life insurers 

Factors 
Mean 
score 

Mean 
rank 

Chi-square 
value 

p-value 

Elimination of monopolistic business by 
LIC 

3.91 6.28 
 
 
 
 
 
 
 
48.939 

 
 
 
 
 
 
 

<0.000** 

Introduction of new range of products 4.13 7.06 
Better customer service 4.27 7.60 
Improvement in variety and price of 
insurance products 

4.07 6.73 

Insurance penetration 3.97 6.34 
Easy mobilization of funds for 
infrastructural development 

4.11 6.97 

Participation of commercial banks in 
insurance business (bancassurance) 

4.19 7.22 

Clearly laid price structure and 
differentiation 

4.28 7.95 

Decline in market share of LIC 3.81 6.04 
Product innovation and flexibility 4.20 7.33 
Tremendous growth in life insurance 
business 

4.13 7.00 
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Insurance awareness with increased level 
of advertisements 

4.10 6.93 

Development and effective use of new 
distribution channels 

4.28 7.55 

Source: Field Survey 
Note: ** denotes significant at 1% level of significance. 

Table 2 shows that the most important factors  which lead to improvement in 
efficiency after liberalization are i) better customer service (mean rank 7.60), ii) 
development and effective use of new distribution channels (mean rank 7.55),iii) Clearly 
laid price structure and differentiation(7.95) iv) product innovation and flexibility (mean 
rank 7.33) v) participation of commercial banks in insurance business (mean rank 7.22). 
Objective 3 To identify the major challenges or problems faced by the life insurers. 
In order to identify the problems faced by   life insurers 13 variables were selected under 
three heads: 
Distribution Problems; These include (i) product customization, (ii) creating insurance 
awareness among the customers, (iii) maximization of wealth, (iv) brand building, (v) 
establishing distribution channel, (vi) increasing customer expectation, (vii) expanding 
product portfolio, (viii) tapping niche market and (ix) product positioning,  
Factors causing Inefficiency; These include (i) non-existence of long term development 
strategies, (ii)shortage of trained insurance personnel, (iii) difficulty in integrating 
insurance products, (iv) falling premium income, (v) intense competition, (vi) difficulty 
in designing marketing mix 
Technological up gradation Problems; These items are concerned with (i) problems of 
rural marketing and, (ii) relentless technological progress. 
 
The opinion of the managers of public and private life insurance companies was sought 
on these  variables in a five point Likert’s scale. The variables with mean score more than 
three (average of five points in the Likert’s scale) were identified as the problems or 
challenges. Afterwards, Friedman’s test was applied to find out the most dominant 
problems or challenges faced by the life insurers. 

Table 3: Problems and challenges of life insurers 

Problems 
Mean 
score 

Mean 
rank 

Chi-square 
value 

 
 
 

p-value 

Elimination of monopolistic business by 
LIC 

3.91 6.28 
 
 
 
 
 
 
 

48.939 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

<0.000** 

Introduction of new range of products 4.13 7.06 
Better customer service 4.27 7.60 
Improvement in variety and price of 
insurance products 

4.07 6.73 

Insurance penetration 3.97 6.34 
Easy mobilization of funds for 
infrastructural development 

4.11 6.97 

Participation of commercial banks in 
insurance business (banc assurance) 

4.19 7.22 

Tremendous employment opportunities 4.28 7.95 
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Decline in market share of LIC 3.81 6.04 
Product innovation and flexibility 4.20 7.33 
Tremendous growth in life insurance 
business 

4.13 7.00 

Insurance awareness with increased level 
of advertisements 

4.10 6.93 

Development and effective use of new 
distribution channels 

4.28 7.55 

Source: Field Survey 
Note: ** denotes significant at 1% level of significance. 

Table 3 shows that on comparison of the mean rank, five variables are identified 
as the dominant problems or challenges faced by the life insurers. They are (i) expanding 
the product portfolio (mean rank 11.64), (ii) continuous increase of customer expectation 
(mean rank 11.63), iii) problems of product positioning (mean rank 11.61), (iv) 
establishing new distribution channels (mean rank 10.93), and (v) creation of awareness 
among the people or educating the customer (mean rank 10.76).  
Objective 4 - To analyze the future prospects of life insurance sector 
The future prospects of life insurance business was analysed by means of 12 variables. 
They were grouped under the following: 
Growth Potentials: These items are concerned with the (i) long term savings instrument 
at low risk, (ii) strong growth potential of the country, (iii) huge population base and 
untapped market, (iv) increased life expectancy and (v) high demand for protection and 
investment.  
High Sales Opportunities: These items are associated with the (i) high savings ratio and 
scope for micro insurance, (ii) limited social security from the government, (iii) reduced 
dependence on tied agents and (iv lowest insurance density. 
Improvement in Productivity: These items are concerned with (i) increased focus on 
sales quality, (ii) improvement in sales force productivity and emergence of new 
distribution channels and (iii) shift in product mix,  

The opinion of the managers of public and private life insurance companies was 
sought on these variables in a five point Likert’s scale. The variables with mean score 
more than three were identified as the most important areas on which the future prospects 
of the life insurance business lies. Afterwards, Friedman’s test was applied to find out the 
most important area in which the life insurance business has future prospects. 

Table 4: Future Prospects 

Factors 
Mean 
score 

 
 

Mean  
rank 

 
 
 

Chi- 
square  
value 

p-value 

1. Huge population base & large untapped market  4.14  7.01  90.407 <0.000** 
2. Strong growth potential of the country (about     
80% of the human beings have not been insured in 
the changing economic global era) 4.21  7.43 

   

3. Long term savings instrument at low risk 4.23  7.51    
4. Increased life expectancy 4.11  6.97    
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5. Limited social security from the government 
(less than 4% of the population is covered under 
any social security scheme) 

4.04  6.76 
   

6. Shift in product mix (customer profiling, product 
innovation and distribution) 

4.06  6.70 
   

7. Increased focus on sales quality (low awareness 
among the customers, poor training of the sales 
force and short term performance focused 
incentives) 

3.90  6.08 

   

8. Reduced dependence on tied agents (increasing 
contribution from non-agent channels like 
bancassurance, brokers and direct selling) 

3.63  5.17 
   

9. Improvement in sales force productivity & 
emergence of new distribution channels 

3.80  5.50 
   

10.Lowest insurance density indicating significant 
growth opportunity 

4.00  6.25 
   

11. Cutbacks in spending and high demand for 
protection and investment 

3.98  6.21 
   

12.High savings ratio and scope for micro insurance 4.01  6.42    
Source: Field Survey 
Note: ** denotes significant at 1% level of significance. 
Table 4 depicts that on comparison of the mean rank, five variables are identified as the 
principal areas in which the future prospects of life insurance business lie. They are (i) 
long term savings instrument at low risk (mean rank 7.51), (ii) strong growth potential of 
the country (mean rank 7.43), huge population base and large untapped market (mean 
rank 7.01), increased life expectancy (mean rank 6.97) and limited social security from 
the government (mean rank 6.76). 
CONCLUSION 

The study concludes that the life insurance sector has been successful in 
improving the productive efficiency of life insurers after liberalisation. The important 
factors  which lead to improvement in efficiency after liberalization are i) better customer 
service, ii) development and effective use of new distribution channels, iii) clearly laid 
price structure and differentiation iv) product innovation and flexibility  v) participation 
of commercial banks in insurance business . 
 The  important challenges that need to be effectively managed are expansion of the 
product portfolio, continuous increase of customer expectation, dealing with the problems 
of product positioning, establishing new distribution channels and educating the 
customers.  The principal areas in which life insurance business has got its future 
prospects are (i) long term savings instrument at low risk, (ii) strong growth potential of 
the country, (iii) huge population base and large untapped market, (iv) increased life 
expectancy and (v) limited social security from the government. The findings and 
suggestions of the study shall help the insurers in creating a better awareness about life-
insurance business, expand their product portfolio, meet the customer expectations, and 
overcome the problems of product positioning. 
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