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Abstract

Considering progress made, the study analyzes the
structure of life insurance industry in India and the
competition among the life insurance companies. The
preliminary observation provides that the opening of the
gates to the global community, years ago, gave insurance
sector and the economy, a positive push towards growth,
and a decisive competitive edge. The entry of large number
of private players changed the structure of the industry. An
attempt is made to understand the impact of the changes.
Concentration Index (CI) proposed by Baumol and
Herfindahl-Hirschman Index (HHI) of concentration is
used to analyze the state of competition. The major findings
show a concentration decline and increased competition in
thelife insurance industry.
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I never compete against the competition. The only one I compete
against is myself, because one day I will beat the competition
and then who will I compete against? ~ Billie Akauola

1. Introduction

Looking back at the progress the Indian Life Insurance Industry
has made over, it brings to mind Robert Frost’s words “.....the
woods are lovely, dark and deep.....& miles to go before I sleep.”
It seems most opportune to say, “....indeed, we have miles to go
before we sleep, miles to go before we sleep.”

The opening of the gates to the global community, an attempt to
create a competitive environment-— years ago gave insurance
sector, and also the economy, a positive push towards growth,
and it couldn’thave come at a better time.

The researcher feels that this was factored in on 4 counts:

1. Indianeconomy is expected to continue to grow;

2. India is a country of savers and the household savings
continue to show an upward trend;

3. Indianmiddle class is growing and the disposable income in
their hands has also shown an upward trend;

4. Indiaisayoung country; more than 50% of India population
isbetween 20-60 years of age.
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Most significantly, life insurance penetration in India is just 4% of
GDP as compared to 8-9% in most developed economies. The
entry of private sector has resulted in greater variety of products,
multiple channels of distribution, improved customer service.
This will also help in increasing the demand for life insurance
products and thus, the need for insurance professionals.

Even the macro-economic conditions are bound to impact the
industry growth and life insurance will not be an exception in the
short term. However, in the long-term life insurance industry
will continue to grow at a high pace as the need for financial
protection and long term wealth creation have not changed.

Statistically speaking, the researcher would like to share that, the
life insurance industry, led by the Life Insurance Corporation
(LIC), registered a growth of 110 per cent in fiscal 2006-07, taking
the total business to US$ 19.2 billion from the previous year’s US$
9.1 billion. The life insurance market has grown rapidly over the
past couple of years, with new business premiums growing at
over 40 per cent per year owing to the entry of a host of new
players with significant growth aspirations and capital
commitments.

The life insurance premium contributions per capita have
jumped from a little over US$ 7 in 1999-2000 (pre-liberalization)
to US$ 38.5 in 2006-07. The total life insurance market premiums
is likely to more than double from the current US$ 40 billion to
US$80-US$100billion by 2012, says a study by McKinsey.

Indian insurance companies recorded a 19.9 per cent growth in
premium in dollar terms (adjusted for inflation) in 2006-07,
compared to the world market growth rate of 2.9 per cent.
Clearly, the scope for growth is enormous.

Life insurance penetration in India - which was less than 1 per
cent till 1990-91 - increased to 2.53 per cent in 2005, and to 3 per
cent in 2006-07. While the impetus for growth has come from
both public and private insurers, the number of players in this
segment have also increased to 21 (20 in private sector), with Life
Insurance Corporation (LIC) being the dominant player.

2. Need of the Study

With a huge population base and large untapped market,
insurance industry is a big opportunity area in India. India is the
fifth largest life insurance market in the emerging insurance
economies globally and is growing at 32-34% annually,
according to "Booming Insurance Market in India (2008-2011)".

To add to this, the study titled ‘India Insurance 2012: Fortune
Favors the Bold,” expects a rise in premiums between 5.1 and 6.2
per cent of the GDP in 2012 driven by greater insurance intensity
per capita as the average per capita income increases and rise in
penetration in urban and rural areas.

This background motivated the need to explore more about
Indian scenario of life insurance companies and its
competitiveness, considering such issues as : How well have our
life insurance companies penetrated the markets? How
competitive is our market?
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3. Objectives

The objective of this study is to analyze the market structure of
Indian life insurance industry so as to measure how competitive
it is. The study also tries to analyze the market share of life
insurance companies in India.

4. Review of literature

Researchers across the world conduct studies to analyze market
structures. It has been seen that to really understand the market
structure it is not the change in the firms rank, but the changes in
their respective market shares that need to be measured (Gort,
1963). This is because many of changes in rank may be associated
with only minor changes in market share while it is possible that
large changes in market shares can occur without any change in
rank (Curry and George, 1983). Therefore, to estimate the
competition, the market share of each company in the industry is
necessary.

The number of studies conducted in financial services sector is
limited in comparison to manufacturing sector. Doshi, et al.
(2005) conducted one such study in the Indian banking industry.
After analyzing Indian banking industry for a period of four
years (1999-2000), they came to a conclusion that Indian market is
competitive and during the period of analysis, the degree of
competition was stable. George & Kurien (2006) also conducted a
similar study in the Indian Housing Finance Industry for a
period of ten years (1996-2005). It was found that the market is
highly concentrated giving space for new players to enter and
existing players to grow. Baumol et al. (1989) also gives a detailed
discussion for treating mutual funds as an industry by
explaining the feature of an industry. The presence of more than
one firm in an industry or the presence of substitute products
offered by firms in other industries implies competition. The
various conditions to the competition and features of the
different markets in general and particular to the mutual fund
industry are clearly mentioned in the literature (Baumol 1982
and Baumol et al. 1989). In general concentration ratios are
widely used for characterizing industrial structures (Utton 1979).
Baumol et al. (1989) has really looked into the aspects of
competition among the mutual funds in the context of United
Kingdom. Baumol has used concentration measures for
analyzing competition. A study conducted by Sumalatha. B. S.
(2007) has followed Baumol’s methodology for estimating
competition among the mutual funds in Indian context.

Following two tools are used in this study for analyzing the
market structure:

4.1 Concentration Index

It is an index of the market share of large companies in an
industry. In quantitative terms,

CI=XSi, where

Cl stands for Concentration Index,

Sstands for market share of each company in that given year,
istands for companies in the industry wherei=1....n

Usually Cl is calculated by considering three or four companies
which have highest marketshare. Insuch a case,
CI4=51+52+S53+54

If CI4 is zero or approaching zero, it shows an extremely
competitive industry since the four largest firms do not have any
significant market share. It CI4 is less than 40, that industry is
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considered very competitive since four large firms together own
less than 40 per cent of the share. In contrast, if CI1 (CI2) is more
than 90 per cent (80 per cent), the market is highly concentrated
(Baumol etal. (2002)).

4.2 Herfindahl-Hirschman Index (HHI)
Herfindahl-Hirschman Index (HHI) is a measure of industry
concentration, defined as the sum of the squares of market share
of each individual firm. The value of index, HHI is the sum of the
squares of the market share of all firms in an industry. So,

HHI =XSi2 ,where S

stands for market share of each company in the given year and I
stand for each player.

The index can range from 0 to 10,000, moving from very large
amount of very small firms to a single monopolistic producer.
Decrease in the Herfindahl-Hirschman Index generally indicates
decrease in pricing power and an increase in competition,
whereas increase implies the opposite. When the number of
players is more, it is expected that the market position of each
firm will be widely distributed. The usual interpretation of the
Herfindahl-Hirschman Index is givenin Table 1.

Table 1
HH Index
When Index is Market
Less than 1000 Relatively un concentrated market
Between 1000 and 1800 Moderately concentrated
Greater than 1800 Highly concentrated

(Source: Baumol and Panzar, 1988)

5. Population

The study has been conducted on life insurance industry.
Population of the study consists of all life insurance companies,
which are issued license by IRDA to do life insurance business in
India. At present, there are in all 21 players in the market. The
study focuses on all these 21 players. The list of the same is
provided in AnnexureI.

6. Duration of the Study

The study has been conducted for a period of five years from
2004-05 to 2008-09.

7. Findings & Discussion

The first part of this study is concerned with the market share of
each player. The market share based on total premium
underwritten in Crores by the companies is considered for
analysis. When analyzed, it is found that the key player in the life
insurance sector is undoubtedly LIC of India. However, over the
years, the private sector players currently standing at 20 have
begun to nibble at its market share. It has seen its market share
shrink to 56 per cent. ICICI Prudential is the largest player in the
private sector. SBI Life Insurance has become aggressive of late
and has overtaken Bajaj Allianz to emerge as the third largest life
insurer. Reliance Life stands at fifth position in the pecking order
of life insurance players. This clearly throws light on the fact that
large firms still retain market share with slight changes in their
ranks. Even though there are small changes in the market shares

of firms over the years, there is not much difference in their
ranks.

As mentioned, to analyze the market structure, tools like
Concentration Index (CI) and Herfindahl-Hirschman Index are
used. Table 2 gives the details of CI starting from CI1 to CI5. Even
though CI1 is the deciding factor, for better analysis, CI for other
years is also computed. CI4 figures show that over the years, four
large firms still continue to have a high market share. The large
four players together own an average of 86.47 per cent of the
market share. During the entire analysis period, CI4 was
consistentin comparison to CI3 with a standard deviation of 4.67.
Average CI5 is 89.22 with a standard deviation of 3.73, which
shows that the market is moderately concentrated.

Table 2

Concentration Index

(Figures in percentage)

Year CIl CIz CI3 CI4 CIs
2004-05 | 78.07 | 84.32 | 87.71 90.16 92.08
2005-06 | 71.44 79 86.35 89.22 91.53
2006-07 | 74.18 | 81.15 | 86.81 90.21 92.36
200708 | 63.64 | 72.57 | 79.55 84.7 87.66
2008-09 | 56.32 | 65.26 | 72.32 78.06 82.46
Mean 68.73 | 76.46 | 82.55 86.47 89.22
SD 7.8 6.79 5.85 4.67 3.73

(Source: Annexure I)

Analysis of CI1 shows that the largest player has an average
share of 68.73 per cent and that of CI2 shows 76.46 per cent.
Differences in the year-on-year index value are coming down
(Table 3). So, it is interpreted that the market is mainly
dominated by the largest player (Life Insurance Corporation of
India) and that the first four players jointly control the market.
For a better understanding, the growth rate of CI1 is computed
for the entire period and it is expected that growth rate will be
negative if the market is moving towards competitive position.
Computation process and results are exhibited in Table 4. Out of
20 possible cases, growth rate is positive for 5 cases. In the
remaining 15 cases, growth rate is negative, which shows that the
market that is moderately concentrated is becoming competitive
year by year.

Table 3
Differences in CIs

(Figures in percentage)

Year CL,-CI; | CI3-CIL, | CL4-CI; CI;- Cly
2004-05 6.25 3.39 2.45 1.92
2005-06 7.56 7.35 2.87 2.31
2006-07 6.97 5.66 34 2.15
2007-08 8.93 6.98 5.15 2.96
2008-09 8.94 7.06 5.74 44

Mean 7.73 6.09 3.92 2.75

(Source: Table 2)
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Table 4
Growth Rate of Concentration Index

(Figures in percentage)

Year CI CI, CIs Cly CIs
2004-05 NA NA NA NA NA
200506 | -849 | -6.31 | -1.55 | -1.04 -0.60
2006-07 | 3.84 2.72 0.53 1.11 0.91
2007-08 | -14.21 | -10.61 | -8.36 | -6.11 -5.09
200809 | -11.5 | -10.07 | -9.09 | -7.84 -5.93

Mean -759 | -6.07 | -4.62 | -3.47 -2.68

(Source: Table 2)

Note: Growth rate is computed by using the formula:

Cly = (Cly-Cly-1) 100/Cly-1

Where, Cly is the CI for a particular year and Cly-1 is the CI for the previous
year.

NA: Not applicable since it cannot be computed.

This conventional measure takes into account only information
about the industry’s leading firms. Therefore, the second tool,
Herfindahl-Hirschman Index (HHI) is used to measure
concentration, which considers the squares of the market share
of every company. It is considered a better tool since it includes
the share of all the companies. Results are shown in Table 5.

Table 5
Herfindahl-Hirschman Index

Year 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09 | Mean
HHI 6165 5239 5607 4235 3394 4928
Growt NA -15.07 7.02 -24.47 -19.86 -13.1
h Rate
(%)
N 13 14 15 17 20

(Source: Annexure I)

Note: Growth rate is computed by using the formula:

Cly = (Cly-Cly-1) 100/Cly-1

Where, Cly is the CI for a particular year and Cly-1 is the CI for the previous
year.

NA: Not applicable since it cannot be computed.

N: Number of firms considered

The minimum HHI is 3394 in 2008-09 and mean index is 4928.
There is a drastic decrease in HHI only in five years duration
from 6165 to 3394, almost a decrease of 50%. Moreover, growth
rate is negative for three of four possible years; the mean growth
rate is also negative. This downward trend in HHI clearly
supports the earlier finding that the competition in the Indian life
insurance industry is increasing year by year. It is in relation to
the general feeling that when the number of service providers
increase, the market share of each comes down.

8. Limitation & Further Scope of Study

The main limitation of this study is that the market share of the
companies considered for analysis is based only on total
premium underwritten in Crores. A similar study can also be
carried out considering market share based on number of
policies issued, which might have a different finding and
conclusion.

Even, there is a limitation of CI that it does not provide a
complete picture of concentration of firms in an industry as it
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does not consider all the companies. This limitation is covered by
finding the CI for one to five years and further analysis of growth
rate and differences in years. Tools based on return like H
Statistic may be used for further analysis. A geographical
analysis will help market regulators to identify undeveloped,
misrepresented or less represented Regions and States, and also
help the companies to diversify their markets.

9. Conclusion

This study tries to find out the existing competition in the Indian

life insurance industry. The major findings show that the

concentration has declined and competition has increased in the
life insurance industry. This is in line with the general feeling that

after opening up of the life insurance sector to private players, a

competitive market condition exists in India. The researcher also

feels that the insurance sector policy framed by the government
also plays a major role in spurring this competition:

e Foreign direct investment up to 26 per cent is permitted
under the automatic route subject to obtaining a license
from the IRDA.

* IRDA has removed administered pricing mechanism, i.e.
de-tariffing in respect of fire and engineering along with
motor insurance of general insurance for premium, effective
from 1 January, 2007.

* The control rates on fire, engineering and workmen’s
compensation insurance classes have been removed from 1
September, 2007.

* Some state governments have also taken a dynamic role in
this sector. The Government of Andhra Pradesh after
piloting the “Arogya Sri” health insurance scheme in three
districts plans to issue health cards to 18 million BPL (below
the poverty line) families. As a result, about 60 million of the
State’s 80 million people will have insurance cover. The
Karnataka Government has partnered with the private
sector to provide coverage at a low cost in the Yeshaswini
Insurance scheme. Launched in 2002, the scheme provides
coverage for major surgical operations, including those
pertaining to pre-existing conditions, to Indian farmers who
previously had no access to insurance.

Apart from this, insurance in India has been spurred by product
innovation, streamlining of sales and distribution channels along
with targeted advertising and marketing campaigns.

The kid’s insurance segment in the insurance sector is witnessing
increased activity. Children’s products such as ICICI Prudential
Life’s ‘SmartKid’, Birla Sun Life’s ‘Children’s Dream Plan’, or
HDEFC Standard ‘Life’s Young Star Plus’, are on a consistent
growth path. According to industry estimates, currently, 20-30
per cent of business of many companies comes from children-
specificinsurance policies alone.

Emerging lifestyle trends amid a changing fabric of the Indian
society have also modified social and financial behavior. For
instance, an increase in the number of working women has led to
a demand for life insurance policies, which in turn has helped
women through a micro-entrepreneurship initiative (women
have flexibility - managing home and being financially
independentas distributors of insurance).
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Rankings Market Share

Private Life Insurer

2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09
ICICI Prudential 1 2 1 1 1 6.25 7.35 6.97 8.93 8.94
SBI Life 5 4 3 3 2 1.91 2.31 3.40 5.15 7.06
Bajaj Allianz 2 1 2 2 3 3.39 7.56 5.66 6.98 5.74
Reliance Life 11 11 6 4 4 0.36 0.54 1.23 2.96 4.40
HDFC Standard Life 4 3 4 5 5 1.92 2.87 2.15 2.88 3.52
Birla Sun Life 3 5 5 6 6 2.45 1.89 1.17 2.11 3.42
Max New York Life 9 7 7 7 7 0.89 1.23 1.22 1.71 2.63
Kotak Life 6 9 10 8 8 1.48 1.11 0.82 1.19 1.67
Tata AIG Life 7 6 9 10 9 1.18 1.29 0.85 1.04 1.34
Met Life 12 12 12 11 10 0.22 0.40 0.46 0.89 1.32
Aviva Life 10 8 8 9 11 0.76 1.14 0.96 1.14 0.97
ING Vysya 8 10 11 12 12 1.11 0.79 0.62 0.76 0.92
Shriram Life - 14 13 13 13 - 0.03 0.24 0.33 0.50
Bharti Axa Life - - 15 15 14 - - 0.01 0.12 0.37
IDBI Fortis Life - - - 16 15 - - - 0.01 0.34
Canara HSBC OBC - - - 16 - - - - 0.28
Sahara Life 13 13 14 14 17 0.01 0.06 0.06 0.13 0.16
Future Generali - - - 17 18 - - - 0.00 0.07
Aegon Religare - - - 19 - - - - 0.02
DLF Pramerica - - - 20 - - - - 0.00
Total 21.93 28.56 25.82 36.36 43.68
LIC 78.07 71.44 74.18 63.64 56.32
(Source: Tata AIG Life)

With the state of things, the researcher would like to strongly 7. Ghosh, A., S. Neslin, and R. Shoemaker (1984), A Comparison of

submit that there is no doubt that the potential market for life
insurance is huge and competition is becoming intense....

...and the researcher would like to sum up using the same
words...”"...we have miles to go before we sleep, miles to go
before wesleep. ™
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