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ABSTRACT 

The history of life insurance in India dates back to 1818 when it was conceived as a 

means to provide for English widows. Interestingly in those days a higher premium was 

charged for Indian lives than the non-Indian lives, as Indian lives were considered more 

risky for coverage. The Bombay mutual life insurance society started its business in 

1870. It was the first company to charge same premium for both Indian and non-Indian.  

The oriental Assurance Company was established in 1880. The general Insurance 

business in India,  on  the  other  hand,  can  trace  its  roots  to  the  Triton  (Tital)  

Insurance Company limited, the first general insurance company established in the year 

1850 in Calcutta by the British. Till the end of nineteenth century insurance business 

was almost entirely in the hands of overseas companies. 
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INTRODUCTION 

Insurance regulation formally began in India with the passing of the life insurance 

companies Act of 1912 and the provident fund Act of 1912. Several frauds during 20's 

and 30's sullied insurance business in India. By 1938 there were 176 insurance 

companies. The first comprehensive legislation was introduced with the  Insurance  Act  

of  1938  that  provided  strict  State  Control  over  insurance business. The insurance 

business grew at a faster pace after independence. Indian companies strengthened their 

hold on this business but despite the growth that was witnessed, insurance remained an 

urban phenomenon. 

The Government of India in 1956, brought together over 240 private life insurers and 

provident societies under one nationalized monopoly corporation and Life Insurance 

Corporation (LIC) was born. Nationalization was justified on the grounds that it would 

create much-needed funds for rapid industrialization. This was in conformity with the 

Government's chosen path of State lead planning and development. 

The (non-life) insurance business continued to thrive with the private sector till 1972. 

Their operations were restricted to organized trade and industry in large cities. The 

general insurance industry was nationalised in 1972. With this, nearly 107 insurers 

were amalgamated and grouped into four companies- National Insurance Company, New 

India Assurance Company, Oriental Insurance Company and United India Insurance 

Company. These were subsidiaries of the General Insurance Company (GIC). 

1912: The Indian Life Assurance Companies Act enacted as the first statute to regulate 

the life insurance business. 
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1928: The Indian insurance companies Act enacted to enable the government to collect 

statistical information about both life and non-life insurance businesses. 

1938: Earlier legislation consolidated and amended to by the insurance Act with the 

objective of protecting the interests of the insuring public. 

1956: 245 Indian and foreign insurers and provident societies taken over by the central 

government and nationalized. LIC formed by an Act of parliament, LIC Act 1956- 

with a capital contribution of Rs. 5 crore from the government of India. 

 

LIFE  INSURANCE REFORMS 

In 2012, Malhotra Committee- headed by former Finance Secretary and RBI  Governor  

R.N.  Malhotra-  was  formed  to  evaluate  the  Indian  insurance industry and 

recommend its future direction. The Malhotra committee was set up with the objective 

of complementing the reforms initiated in the financial sector. The reforms were aimed 

at creating a more efficient and competitive financial system suitable for the 

requirements of the economy keeping in mind the structural changes currently underway 

and recognizing that insurance is an important part of the overall financial system where 

it was necessary to address the need for similar reforms. In 2014, the committee 

submitted the report and some of the key recommendations included: 

i) Competitive Private Companies with a minimum paid up capital of Rs.1bn 

should be allowed to enter the sector. No Company should deal in both Life and 

General Insurance through a single entity. Foreign companies may be allowed to enter 

the industry in collaboration with the domestic companies. Postal Life Insurance should 
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be allowed to operate in the rural market. Only one State Level Life Insurance Company 

should be allowed to operate in each state. 

ii) An Insurance Regulatory body should be set up. Controller of Insurance- a part of the 

Finance Ministry- should be made independent. 

iii)  Mandatory Investments of  LIC  Life  Fund  in  government securities to  be 

reduced from 75% to 50%. GIC and its subsidiaries are not to hold more than 5% in any 

company (there current holdings to be brought down to this level over a period of time). 

iv) Customer Service LIC should pay interest on delays in payments beyond 30 days. 

Insurance companies must be encouraged to set up unit linked pension plans. 

Computerization of operations and updating of technology to be carried out in the 

insurance industry. 

The committee emphasized that in order to improve the customer services and increase 

the coverage of insurance policies, industry should be opened up to competition. But at 

the same time, the committee felt the need to exercise caution as any failure on the part 

of new players could ruin the public confidence in the industry.  Hence,  it  was  decided  

to  allow  competition  in  a  limited  way  by stipulating the minimum capital 

requirement of Rs.100 crores. 

The  committee felt  the  need  to  provide greater autonomy to  insurance companies 

in  order  to  improve their  performance and  enable  them  to  act  as independent 

companies with economic motives. For this purpose, it had proposed setting up an 

independent regulatory body- The Insurance Regulatory and Development Authority. 
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REVIEW OF RELATED LITERATURE 

The planning and execution of any research study should be preceded by thorough 

review of literature in the related field since it helps the research worker to get better 

insight into the work done in the related field. Apart from the above consideration, the 

review of literature goes way in building up and accumulating knowledge over a period 

of time through the reflection of primarily empirical studies. Whatever may be the mode 

of building up knowledge, it is invariably realized that no one can embark upon a new 

venture in any area of life without critically acquainting himself with-what already exists 

in the form of knowledge in that area. 

The study of related literature goes a long way in equipping the research with these 

understandings and knowledge which is necessarily needed to put one’s own problem in 

a proper perspective and which are essential for a valid interpretation of the findings of 

one’s own research efforts. 

The relevant literature reviewed for the present study is described as under: 

Lawrence A. Gosby and Nancy Stephens (2016) updated those complex, highly 

intangible services such as life insurance consists largely of credence properties. 

Insurance providers engage in relationship-building activities that emphasize buyer-

seller interaction and communication. Economists contend consumers are prone to make 

quality generalization based on the strength of these relationships, perhaps to the 

detriment of price competition. The authors report contrary result suggesting that, though 

relationship marketing adds value to the service package, up-to-date core services.
 

Zeithaml (2012) defines value as the consumer’s overall assessment of the utility of a 
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product, based on the perceptions of what is received and what is given. He conjectured 

that there must be different stages involved in developing a new product, they are- need 

identification, product development, product testing, and finally product launch. Price 

strategies must be according to the needs of the customers because what we are 

producing, doing it  for a customer. Branding strategies are increasing to enhance 

market share of product. It is the name and mark which can increase profits by 

enhancing the perception of quality. 

In the case of LIC of India v/s Dr. Sampooran Singh (2013), it was decided that 

policy became inoperative due to the act of the state and there was no deficiency on the 

part of the appellant. Service under an insurance policy can arise only after the 

occurrence of the contingency viz, the death of the insured in this case-as, however, the 

purpose of the policy became inoperative due to the act of the state, there should be 

no deficiency of service on the part of the appellant insurance company. 

Faulkner and Bowman (2016) defined perceived use value as the satisfaction 

experienced by a buyer in purchasing and using a product or service. They adjudged that 

intermediaries who are sincere and keen in selling the products should also be keen in 

educating and updating the knowledge of customers. They must be ready to be brain 

stormed by the customers, equipped with clear and specific solutions. Zero gaps also 

insure flexibility and adjustment to the changing expectations of the customer by 

decreasing the cost of organization and increasing the consumer satisfaction. 

Ananth (2010) in his study on life Insurance Corporation of India highlighted the 

spectrum of corporate finance. He pointed out different problems faced by the 
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organisation in handling the corporate finance such as the time of procurement and 

investment of funds. He suggested that the organisation must relate itself with the needs 

of changing environment by taking good decisions through professionally trained people. 

Shrivastva (2012) critically analyzed the housing finance aspect of the LIC of India and 

suggested that the corporation must evaluate the needs of houses and the required 

finance thereof in a particular area on the need based system and its decisions  should  

not  be  affected  politically so  that  it  may prove  itself  more compatible and 

effective. 

The insurance companies Specially LIC must acquire and maintain a competitive edge in 

the market by following the concept of competitive market intelligence and to anticipate 

the pattern of operations and the game plan. It is necessary to find out what new 

products and policies others are likely to offer and then  suitability design  their  own  

strategies. But  study pointed  out  as  how  is suffering from faulty selection and 

training methods. The political interference adds more to the problem. He suggested 

that corporation must adopt the professionally tested modern techniques of selection and 

training of its employees to make work force more competent. 

 

LIC AND CONSUMER PROTECTION 

The history of insurance can be traced back to the early civilization. As civilization 

progressed, the incidence of losses started increasing giving rise to the concept of loss 

sharing. The roots of insurance might be traced to Babylonia, where traders were 

encouraged to assume the risks the caravan trade through loans that were repaid (with 
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interest) only after the goods had arrived safely -  a practice resembling bottomry and 

given legal force in the code of Hammurabi (C. 2100B.C.). 

With  the  growth  of  towns  and  trade  in  Europe,  the  medieval  guilds undertook to 

protect their members from loss by fire and shipwreck, and to provide decent burial and 

support in sickness and poverty. By the middle of the 14
th 

century, as evidenced 

by the earliest known insurance contract marine insurance was practically universal 

among the maritime nations of Europe.  

In  London,  Lloyd’s  coffee  house  was  a  place  where  merchants, ship owners, and 

underwriters met to transact business. By the end of the 18
th 

century, Lloyd’s had 

progressed into one of the first modern insurance companies. In 1693, the astronomers 

Edmond Halley constructed the first mortality table, based on the statistical laws of 

mortality and compound interest. The table constructed in the year 1756 by Joseph 

Dodson, made it possible to scale the premium rate to age, previously the rate had been 

the same for all ages. 

Insurance developed rapidly with the growth of British trade and commerce in 17
th 

and 

18
th 

centuries. Prior to the formation of insurance corporations devoted solely to the 

business of writing insurance, policies were signed by a number of individuals, each of 

who writing his name and the amount of risk he was assuming underneath the insurance 

proposal, hence the term underwriter. 

The first joint stock companies to engage in insurance were established by charter in 

England in 1720 and in 1735. The first insurance company in  the American colonies 
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was founded at Charteston, Later, and SC Fire Insurance Corporation was founded in 

New York City in 1787.  

The presbyterian Synod of Philadelphia was founded in 1759. This was the first life 

Insurance Corporation in America, for the benefit of presbyterian ministers and their 

dependents. After 1840, with the decline of religious prejudice against this practice, life 

insurance entered a boom period. In the 1830 the practice of classifying risks began.  

The New York fire of 1835 called attention to the need for adequate reserve to meet in 

expectedly large losses. Massachasetts was the first state to require companies, by law of 

1837, to maintain such reserves. The great Chicago fire emphasized the costly nature of 

fires in structurally dense modern cities. Reinsurance, where by losses are distributed 

among many companies, was devised to meet such situations and is now common in 

other lines of insurance.  

The workman's compensation act, 1897, in Britain required employer’s to insure their 

employees against industrial accidents, public liability insurance, fostered by 

legislation, made its appearance in the 1880; it attained major importance with the 

advent of the automobile. 

It is submitted that analysis of above noted insurance development indicates that marine 

insurance is the oldest form of insurance followed by life insurance and fire insurance. 

 

FUNCTIONS OF INSURANCE 

Insurance provide insurance policies, which are legally binding contracts for which 

the policy holder pays insurance premium. Under an insurance contract, insurance 
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companies promise to pay specified sum contingent on the occurrence of future events. 

Based upon this, the functions of insurance may be discussed as follows: 

 

(a)      CERTAINTY 

Insurance provides certainty of payment for the risk of loss. There are different types of 

uncertainty in a risk. The risk will occur or not, when will occur, how much loss will be 

there? In other words, there are uncertainty of happening of time and amount of loss. 

Insurance removes all these uncertainty and the assured is given certainty of payment of 

loss. The insurer charges premium for providing the said certainty. 

(b)      RISK SHARING 

When risk takes place, the loss is shared by all the persons who are exposed to the risk. 

The Share is obtained from each and every insured in the shape of premium without 

which the insurer does not guarantee protection. 

(C)     ASSISTS IN CAPITAL FORMATION 

The insurance provides capital to the society. The accumulated funds are invested in 

productive channel. The scarcity of capital of the society is minimized to a greater extent 

with the help of investment of insurance. 

(D)     PREVENTION OF LOSS 

The insurance companies assist financially to the health organization, fire brigade, 

educational institutions and other organization, which are engaged in preventing the 

losses of masses from death or damage. The insurance companies join hands with these 

institutions in preventing the loss of the society because the education in loss causes 
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lesser payment to the assured and so more saving is possible which will assist in 

reducing the premium. Lesser premium invites more business and more business causes 

lesser share to the assured. The reduced premium will stimulate more business and more 

protection to the masses. 

(e)      RISK TRANSFER MECHANISM 

The primary functions of insurance are to act as a risk transfer mechanism. Under this 

function of insurance, an individual can exchange his uncertainty for certainty. In return 

for a definite loss, which is the premium, he is relieved from the uncertainty of a 

potentially much larger loss. The risks themselves are not removed, but the financial 

consequences of some are now known with greater certainty and he can budget 

accordingly. 
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