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MEMORANDUM SUBMITTED TO THE COMMITTEE ON
REFORMS IN INSURANCE SECTOR

THE MAIN ISSUE

The terms of reference of the Committee on Reforms in Insurance 
Sector include "recommendation of changes in the structure of the insurance 
industry and in the general policy framework, keeping in mind the changes 
that are taking place in other parts of the financial system and in the 
economy".

The appointment of this committee follows the finance minister's 
budget speech in which he stressed the need for reforms aimed at 
introducing a more "competitive environment" subject to suitable regulation 
and supervision.

At about the same time, the press quoted highly-placed sources in the 
North Block as having indicated that the government was not averse to 
opening the entire insurance sector in the country to private Indian and 
foreign companies. They also said that if the insurance market continued to 
be regulated, money would flow out of the insurance business to more produ
ctive sectors like stock markets, banks and mutual fends.

The press reports, not denied by the government sources, also 
conveyed that three LX companies - Prudential Insurance, Eagle Star and 
Greysham Insurance - wanted to step into the life insurance business in 
India while two UK firms had sought permission to operate in general 
insurance.

Mr. Ron Anderson, a senior insurance executive in an US Corporation 
formed an impression, after talks with senior officials of the finance 
ministry, that the Government would like to allow entry to the interna
tional insurance companies in to the country even in areas like life 
insurance but it was hesitating to take that step as it feared opposition 
from a strong trade union movement of LIC employees and also from the left 
parties on whom it had to depend for its survival.

Mr. Peter Grant, Chairman of the UK - based Sunlife Assurance 
Society, who came to India in January 1993 as a member of the high-level 
business delegation accompanying the British prime minister Mr. John Major, 
announced that Sunlife Company was likely to launch an open-ended unit 
trust scheme for international investment in India with Sunlife itself 
acting as a market maker. The Company hoped to receive 30 pc stake in a 
joint venture with LIC of India but Mr. Grant did not hesitate to add, "in 
10 to 15 years’ time, we may want to operate on our own".



I t  was a lrea dy  c le a r  to  knowledgeable c ir c le s  as to  which way the wind was 

b low ing . In  September 1992, Mr. K. P. Narasimhan, who was the LIC Chairman 

a t th a t  t im e , expressed, ’’ the insurance  in d u s try  was l i k e l y  to  face a lo t  

o f  co m p e tit io n  in  fu tu re ,  p a r t ic u la r ly  from the p r iv a te  s e c to r and from 

o u ts id e  the  coun try  in  the wake o f  the l ib e r a l is a t io n  p o l ic ie s  and 

pressures from the  In te rn a t io n a l Monetary Fund (IMF) to  open In d ia ’ s 

insurance  in d u s try  to  the  w o rld ” (F in a n c ia l Fvpress -  17-9-1992).

On the issue  o f  access to  m u lt in a t io n a ls  in vo lve d  in  f in a n c ia l 

o p e ra tio n s  l i k e  insu rance , In d ia  was under pressure from the Uruguay Round 

o f  General Agreement T a r r i f s  and Trade (GATT) n e g o tia t io n s .

And the  US a d m in is tra t io n  con tinued  to  th re a te n  th a t  i t  would re v iv e  

and use S ection  301 o f  the  US Trade Act o f  1974 whereunder i t  cou ld  bypass 

GATT and o th e r in te r n a t io n a l mechanisms and u n i la te r a l ly  i n i t i a t e  a c tio n s  

a g a in s t the  c o u n tr ie s  which denied access to  US in s u re rs  to  dom estic 

m arkets.

In  t h is  p a r t ic u la r  background, the  f i r s t  and the forem ost question  

be fo re  the  committee appears to  be to  cons ide r as to  whether the  government 

should a llo w  p r iv a te  In d ia n  and a lso  fo re ig n  companies to  e n te r in to  the  

insurance  s e c to r . We, th e re fo re , propose to  dea l w ith  t h is  c r u c ia l ly  

im p o rta n t q ue s tion  more e la b o ra te ly  be fo re  re p ly in g  to  the  whole 

q u e s tio n n a ire .
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FOREIGN ENTRY

The p r o te c t io n is t  measures adopted in  many c o u n tr ie s  are no t aimed 

s o le ly  a t  reduc ing  e x te rn a l c o m p e tit io n  and in c re a s in g  p r o f i t s .  The main 

purpose o f  p ro h ib it io n s  a g a in s t fo re ig n  in s u re rs  is  to  p rov id e  the dom estic 

in d u s try  w ith  th e  la rg e s t  p o s s ib le  volume o f  business so as to  enhance i t s  

c a p a c ity  to  indem n ify  losses and remain s o lv e n t. An insurance company 

c o l le c ts  premiums and pays c la im s . The number and magnitude o f  such c la im s 

are no t known in  advance} they are s u b je c t to  random f lu c tu a t io n s  (more so, 

in  genera l insurance but a lso  in  the  l i f e  s e c to r ) .  R e s tr ic t io n s  on in s u re rs  

abroad are l i k e l y  to  in c rease  dom estic insurance p o te n t ia l by expanding the 

number and d iv e r s i t y  o f  p o l ic ie s  made a v a ila b le  to  the  dom estic m arket. 

These are the  o b se rva tio n s  o f  Mr. Jose R ip o l l ,  form er Deputy C h ie f o f  

Insurance fo r  UNCTAD.

I t  is  no t th a t  in d u s t r ia l is e d  c o u n tr ie s  are c h a ra c te r is e d  by ’’open 

m arkets” w h ile  p ro te c t iv e  b a r r ie r s  are  a d is t in c t iv e  fe a tu re  o f  deve lop ing
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c o u n t r i e s .  Tor i n s t a n c e ,  a l i n k  d id  e x i s t  be tw een  r e s t r i c t i o n s  im posed by 

New York on r e in s u r a n c e  b u s in e s s  and th e  e s ta b l i s h m e n t  o f  New York 

I n s u ra n c e  E xchange, w hich was a s s o c i a t e d  w ith  th e  d e s i r e  to  expand th e  

d o m e s tic  m ark e t and m axim ise premium r e t e n t i o n  w i th in  th e  USA.

Germany and F ra n c e  p r o h i b i t  im p o r ts  o f  in s u r a n c e  f o r  d o m e s tic  r i s k s .  

The t r a d i t i o n a l l y  l i b e r a l  and p r o f i t a b l e  S w iss m arke t has  w ith s to o d  fo re ig n  

e f f o r t s  to  e s t a b l i s h  a f o o th o ld ;  o n ly  a m a rg in a l  3 pc o f  prem ium s a re  under 

- w r i t t e n  by f o r e ig n  i n s u r e r s .  In  Norway, no f o re ig n  company has  been 

a llo w e d  to  s e t t l e  down f o r  th e  l a s t  45 y e a r s .  The Ja p a n e s e  m ark e t does n o t 

p e rm it  e n t r y  o f  f o r e ig n  i n s u r e r s .

A point is sought to be made that the objective of reducing the 

barriers is to allow consumers to avail of more competitive condition; 

their rational selection of the product and of the Company would ensure an 

optimization of product and of market structure.

We may take the liberty of quoting Mr. Repoll once again. He observes 

in this connection that such an objective cannot be attained in the present 

context of corporate power, capital accumulation and transnational produc

tion patterns. "The process of acquisitions, mergers and other 

transnational operations would not permit any of the individual units to 

make free decisions in accordance with an independent strategy; the process 

aims precisely at conforming the decisions to a centralised corporate 

strategy and the result may well be many sorts of market manipulations and 

decisions far removed from those which would be made under the conditions 

which open markets are supposed to ensure," he says.

The "international" supply of insurance also does not improve the 

quality of the product. It grows in the developing countries in accordance 

with patterns under the close influence of external models which do not 

suit the needs of the majority of the population. The imitative processes 

lead to the neglect of the country’s most urgent social security needs.

"The free play (of international economic forces) is admissible in 

relations between countries that are structurally similar but not between 

those whose structures are altogether different, as are those of the 

industrially advanced and the developing countries". The UNCTAD secretariat 

expressed this opinion twenty years ago and today, it seems to be more true 

than ever before.
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INTERNAL COMPETITION

The L ife  Insurance B usiness in  In d ia  was in  th e  p r iv a te  s e c to r  upto 
1956 when th e  Government took i t  o v er. The Government took t h i s  s tep  a f te r  
having given f a i r ly  long t r i a l  through vario u s  measures to  p lace  the 
in d u s try  on a sound fo o tin g . I t  i s  b e t te r  to  quote here  Mr. C.D. Deshmukh 
who was th e  finance  m in is te r  a t  th a t  tim e . While moving th e  B i l l  fo r  th e  
n a t io n a l is a t io n  of l i f e  in su ran ce , he sa id  : "We en tered  on th e  study w ith 
no p re-conceived  n o tio n s  and i t  was conducted s t r i c t l y  on pragm atic  l in e s .  
This study  was a prolonged and comprehensive one. Even the  f i r s t  
exam ination in  1951 po in ted  towards n a t io n a l is a t io n  as th e  obvious s te p . 

Loans were given on every type o f  s e c u r i ty  -  good, bad and in d i f f e r e n t  -  
lo an s  on sh a re s , a g r ic u l tu r a l  la n d s , b a rg es , s tan d in g  sugarcane crops and 
l i b r a r i e s  as w e ll. With the  tig h te n in g  o f th e  p ro v is io n s  reg a rd in g  loans in  

1950, we thought th a t  th e se  ten d en c ie s  would d isap p ea r; bu t they  d id  n o t. 
In 1950, we amended th e  Act to  l im i t  th e  shareho ld ing  o f any one person to  

5 pc o f th e  c a p i ta l  o f th e  in su ran ce  company. The a c t was circum vented by 

ho ld ing  sh ares  in  the  names o f fam ily members, f r ie n d s  and employees. 
Another amendment a t  th e  same tim e p ro h ib it in g  payment o f  ex cessiv e  

emoluments to  o f f ic e r s  was circum vented by ap po in ting  a l l  dummies, the  
whole or s u b s ta n t ia l  p o rtio n  o f th e i r  s a l a r i e s  being passed on to  those  who 
c o n tro lle d  th e  companies. L e g is la t iv e  c o n tro l has been t r i e d  long enough 
and i t  would have been d i f f i c u l t  to  j u s t i f y  p e r s is t in g  w ith i t  any lo n g e r” .

The MPs l ik e  Mr. G.D. Somani and Mr. T u lsidas K ilachand, the  
re p re s e n ta t iv e s  o f b ig  i n d u s t r i a l i s t s ,  opposed th e  move and demanded th a t  
a t  l e a s t  th e  p ro fit-m ak in g  companies should  be l e f t  in  th e  p r iv a te  s e c to r .  
Mr. C .P. M atthen, ano ther r e p re s e n ta t iv e  o f  Ind ian  I n d u s t r i a l i s t s ,  quoted 
th e  experience  o f one American C orporation  m anufacturing soap and exp la ined  

how th e re  was c u t- th ro a t  com petition  between two d i f f e r e n t  f a c to r ie s  o f 
th e  same co rp o ra tio n  producing two brands o f  washing soap and how one was 

allow ed to  compete and c u t th e  o th e r  soap from th e  m arket. "Americans know 
th e  value o f com petition  which i s  a b a s ic  fa c to r  not a p p re c ia te d  by our 

fin an ce  m in is te r ,” he s a id .

A su g g estio n  o f four automomous c o rp o ra tio n s  su rfaced  in  th e  p ro cess . 
R efe rrin g  to  t h i s  su g g es tio n , th e  finance  m in is te r  observed: "In a 
n a t io n a lis e d  s e t-u p , com petition  would have a r e s t r i c t e d  f i e ld  and could 
only be in  term s o f e i th e r  o f e f f ic ie n c y  in  se rv ic e  or in  th e  r a te  o f 

development o f new f ie ld s  o f  b u sin ess  and we b e lie v e  th a t  co m petition  o f 
t h i s  n a tu re  could be achieved through Zonal O rg an isa tio n s  contem plated in
th e  B i l l  w ithou t c re a t in g  o th e r  co m p lic a tio n s ...........  I t  would be extrem ely
d i f f i c u l t ,  i f  not im p o ssib le , to  stamp out some o f the  e v i l s  o f co m petitive  
b u s in ess  such a s , fo r  in s ta n c e , r e b a tin g ."
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T h e re a fte r , a d e le g a tio n  o f  In d ia n  Chamber o f Commerce and In d u s tr ie s  

com pris ing o f  M /s. Lakshmipat S inghan ia , Kamalnayan B a ja j and Madan Mohan 

Ruia appeared be fo re  the  s e le c t Committee to  which the B i l l  was re fe rre d  

fo r  a c lo s e r  exam ination and again pleaded fo r  the  es tab lishm en t o f  

independent c o rp o ra tio n s  in  each zone. Mr. S inghania lamented, " i f  the re  is  

no co m p e tit io n , in  course o f  tim e , the LIC would tu rn  in to  something l ik e  a 

post o f f ic e  w ith  on ly  those who want to  in su re  going th e re  and no one 

canvassing fo r  b u s in e s s ."

The p re d ic t io n s  o f  such prophe ts o f  doom have proved to  be figm ents 

of w ild  im a g in a tio n . But be fo re  ta k in g  a qu ick  look a t the L IC 's  

perform ance, i t  is  necessary to  dea l w ith  the aspect o f  'c o m p e tit io n ' 

l i t t l e  more e x te n s iv e ly .

A CONCEPT CONSISTENTLY REJECTED

The concept o f  c o m p e titio n  in  r e la t io n  to  l i f e  insurance business was 

re je c te d  by one a f te r  ano ther committee appo in ted  fo r  exam ining the L IC 's  

w o rk ing . The obse rva tions  o f  the  va r io u s  committees may be summarised 

hereunder.

The Working Group o f A d m in is tra tiv e  Reforms Commission (1968) -  " I t  was 

the e v i l  o f  c o m p e titio n  th a t  m a in ly  in flu e n c e d  the government to  embark 

upon n a t io n a l is a t io n .  Now to  suggest th a t  the  c o rp o ra tio n  can be s p l i t  up 

fo r  the  same k in d  o f  re h e a rsa l does no t appear to  us d e s ira b le  in  view o f  

the  past expe rience . The d e f ic ie n c ie s  in  the  c o rp o ra t io n 's  w orking are no t 

due to  i t s  m o n o p o lis tic  o r m o n o lith ic  s iz e  o r n a tu re . The C o rpo ra tion  has 

now taken a d e f in i t e  shape and i t  is  a d v isa b le  to  make improvements in  the 

presen t o rg a n is a t io n  ra th e r  than d is in te g ra t in g  i t  in to  many p a r ts ,  in  the 

p ious hope th a t  se ve ra l c o rp o ra tio n s  w i l l  fu n c t io n  more e f fe c t iv e ly .  

F u rth e r, once the  process o f frag m en ta tio n  s ta r t s ,  th e re  may be no s topp ing  

i t .  I t  may e v e n tu a lly  lead  to  each s ta te  having i t s  own c o rp o ra tio n  w ith  

a l l  i t s  entang lem ents. A l l  the  f is s ip a ro u s  tendenc ies  handicapping our 

n a t io n a l l i f e  would creep in to  v a rio u s  c o rp o ra t io n s ."

The Committee o f  Enqu iry  in  to  the expenses o f LIC (1969) -  "The remedy 

l ie s  in  d e c e n tra lis a t io n  and not in  m u lt ip ly in g  the number o f  c o rp o ra tio n s , 

and t h is  d e c e n tra lis a t io n  can be achieved even in  the  u n ita ry  s e t-u p . 

Examples o f  M e tro p o lita n  and P ru d e n tia l insu rance  companies show th a t  the  

o p e ra tio n a l e ffe c ie n c y  has n o th ing  to  do w ith  the  s iz e  o f  the Company."

Era Sezhiyan Committee -  "The com peting c o rp o ra tio n s  s e t t in g  up o f f ic e s  

th roughout the  co u n try  w i l l  add to  the  c o s t.  The c o m p e titio n  w i l l  increase  

the  cos t o f  p ro d u c tio n  o f  business and lead to  unhea lthy p ra c t ic e s  l i k e
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re b a te s  to  p o l ic y  h o ld e rs .  For im p ro v in g  premium ra te s  and bonuses, the  

com peting  c o rp o ra t io n s  w i l l  n e g le c t e x te n s io n  o f  bus iness  to  the  r u r a l  

a reas and to  th e  u/eaker s e c tio n s  o f  th e  com m unity. A ga in , c o m p e tit io n  by 

i t s e l f  does n o t h e lp  in  im p ro v in g  perfo rm ance o f  custom er s e r v ic e s . ”

A f re s h  a tte m p t was made in  th e  e a r ly  e ig h t ie s  to  s p l i t  th e  LIC  in to  

f iv e  in d ep e nd e n t, com peting  c o rp o ra t io n s .  The government which moved in  

t h i s  i l l - a d v is e d  d i r e c t io n  by in t ro d u c in g  a B i l l  on the  L IC 's  s p l i t - u p  

f i n a l l y  dropped t h is  B i l l  in  th e  fa ce  o f  s tro n g  o p p o s it io n  from  v a r io u s  

q u a r te rs .

Our fe d e ra t io n  made o u t two im p o r ta n t p o in ts  in  i t s  d e ta i le d  

memorandum s u b m itte d  to  th e  j o i n t  s e le c t  com m ittee  o f  th e  p a r lia m e n t 

a p p o in te d  f o r  a th o ro u g h  e x a m in a tio n  o f  th e  B i l l ,  in  a d d it io n  to  the  p o in ts  

re p e a te d ly  d is c u s s e d . F i r s t ,  th e  L IC ’ s c e n t r a l is e d  funds were used in  a 

s u b s ta n t ia l  measure f o r  th e  economic developm ent o f  backward re g io n s  

p a r t i c u la r l y  s i tu a te d  in  th e  e a s te rn  and c e n t r a l  p ro v in c e s . To s ta te  

p r e c is e ly ,  th e  in v e s tm e n ts  made by th e  LIC  in  e a s te rn  and c e n t r a l  zones 

have been more than  th e  premium income earned in  these  re g io n s . The 

a d d i t io n a l  funds fo r  in v e s tm e n ts  in  the se  zones have been p ro v id e d  by 

n o r th e rn ,  w es te rn  and s o u th /s o u th  c e n t r a l  zones. Such a s s is ta n c e  to  the  

backward re g io n s  from  th e  c e n t r a l is e d  funds o f  th e  c o rp o ra t io n  w i l l  come to  

an end w ith  th e  L IC ’ s s p l i t - u p  in to  f iv e  independen t com peting  

c o rp o ra t io n s .  Second, th e  c o rp o ra t io n s  o p e ra t in g  from  n o r th e rn ,  w este rn  and 

so u th e rn  re g io n s  w i l l  sn a tch  b u s in e ss  from  e a s te rn  and c e n t r a l  re g io n s  on 

th e  s t re n g th  o f  t h e i r  in h e re n t  advan tages , w ith  th e  r e s u l t  t h a t  these  two 

c o rp o ra t io n s  w i l l  go b an k ru p t in  course  o f  t im e .

L IC ’ s PERFORMANCE

The LIC  has been show ing c o n tin u o u s  im provem ents in  i t s  w o rk in g  

r e s u l t s ,  more s p le n d id ly  in  th e  re c e n t p e r io d .  Thus th e  L IC ’ s annua l new 

bus ine ss  has soared  from  R s .5 ,3 9 8 .5 7  C ro res  in  1984-85 to  R s .35 ,913 .73  

C ro res  in  1992-93 in  te rm s o f  Sum A ssured . In  th e  same p e r io d ,  the  bus iness  

in  fo rc e  has gone up from  R s .33 ,9 50 .5 0  C ro res  to  over R s .1 ,2 5 ,0 0 0  C ro re s .

The p ro p o r t io n  o f  r u r a l  b u s ine ss  in  th e  t o t a l  new bus ine ss  secured 

e ve ry  yea r i s  now 4 4 .7  pc in  te rm s o f  number o f  p o l ic ie s .  T h is  i s  a 

commendable achievem ent in  th e  c o n te x t  o f  c o n tin u o u s  m ig ra t io n  o f  r u r a l  

p o p u la t io n  to  urban a re a s . A no the r fa c to r  w h ich  needs to  be taken  in to  

c o n s id e ra t io n  here  i s  t h a t  th e  more a f f lu e n t  s e c tio n s  o f  th e  in s u ra b le  

p o p u la t io n  in  th e  r u r a l  a reas do n o t p r e fe r  to  buy l i f e  in s u ra n c e  p o l ic ie s  

in  v iew  o f  t h e i r  ow nersh ip  o f  p h y s ic a l a s s e ts  w h ich  has a c o n t in u i t y  and 

a ls o  th e  fa c t  th a t  th e  q u e s tio n  o f  ta x  re b a te s  does n o t a r is e  in  t h e i r  case
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s in ce  th e  income the y  earn  from  a g r ic u l tu r e  in c lu d in g  cash c ro p s , 

g ra pe ya rd s , p o u l t r ie s  and l i v e  s to c k s  is  n o t ta xe d .

The L IC 's  perfo rm ance in  s e tt le m e n t o f  c la im s  compares fa v o u ra b ly  

w ith  th a t  o f  L i f e  Insu ra n ce  Companies in  USA and UK. The p ro p o r t io n  o f  

c la im s  o u ts ta n d in g  to  th e  c la im s  payab le  has come down to  about th re e  

p e rc e n t. 75 p .c .  o f  dea th  c la im s  a re  now s e t t le d  w ith in  75 days o f  

in t im a t io n  w h ile  la rg e  m a jo r i ty  o f  m a tu r ity  c la im s  a re  p a id  on o r b e fo re  

the  da te  o f  m a tu r i ty .

The o v e r a l l  expense r a t io  o f  in su ra n ce  companies in  th e  w este rn  

c o u n tr ie s  i s  expec ted  to  be le s s  s in c e  t h e i r  premium income in  r e la t io n  to  

the  number o f  p o l ic ie s  is  much h ig h e r .  Even th e n , the  L IC 's  o v e r a l l  expense 

r a t io  compares fa v o u ra b ly  w ith  th e  o v e r a l l  expense r a t io  o f  p re s t ig io u s  

L i f e  Insu ra n ce  Companies l i k e  P ru d e n t ia l and Royal from  U n ite d  Kingdom, and 

s e v e ra l US L i f e  In su ra n ce  Companies. , I t  i s  much le s s  as compared to  

A u s tra lia n  L i f e  In su ra n ce  Companies.

Bonus to  p o l ic y  h o ld e rs  has moved up from  Rs.28 in  1981 to  Rs.44 in  

1985 and Rs.67 to  Rs.73 in  1992, pe r thousand sum assured pe r yea r in  

re sp e c t o f  endowment p o l ic ie s , ,  T h is  i s  in  a d d it io n  to  c o n t in u o u s ly  

e s c a la t in g  te rm in a l bonus.

In  c o n t ra s t  to  th e  e x p e rie n ce  o f  v a r io u s  o th e r  u n d e r ta k in g s , th e  

government has been th e  g re a te s t  b e n e f ic ia r y  o f  th e  L IC 's  in c re a s in g  

p ro s p e r ity .  In  1991-92, th e  L IC  p a id  to  th e  Government o f  In d ia  an amount o f  

R s.254.90 C ro re s  by way o f  income ta x  and a n o th e r sum o f  R s .104.62 C ro res  

as d iv id e n d  on i t s  c a p i t a l  o f  Rs. F iv e  C ro re s !

The s o c ie ty  a ls o  s ta n d s  b e n e f i te d .  As on March 31, 1992, th e  LIC  had 

le n t  R s .1325.74 c ro re s  f o r  w a te r s u p p ly  and sewerage d is p o s a l schemes and 

g ra n te d  lo a n s  o f  R s .4122.43  c ro re s  to  s ta te  e l e c t r i c i t y  boards w h ich  th e y  

co u ld  use fo r  e l e c t r i f i c a t i o n  o f  numerous v i l la g e s .  In  a l l ,  th e  L IC 's  

in ve s tm e n t in  n a t io n a l developm ent schemes exceeded R s .12,000 c ro re s .

These w o rk in g  r e s u l t s  show beyond any shadow o f  doub t t h a t  th e  L IC 's  

monopoly in  l i f e  in su ra n ce  b us ine ss  and th e  consequent absence o f  

'C o m p e t it io n ' has n o t made i t  s lu g g is h  o r  in d i f f e r e n t  tow ards  th e  needs o f  

th e  p o l ic y h o ld e rs .  I t s  perfo rm ance has been im p ro v in g  c o n t in u o u s ly  and 

s ig n i f i c a n t l y .

In  th e  faf?e o f  t h i s  re f re s h in g  r e a l i t y ,  any c o n s id e ra t io n  o f  a llo w in g  

p r iv a te  In d ia n  and fo re ig n  companies to  e n te r  in to  th e  l i f e  in su ra n ce  

s e c to r  o r  s p l i t t i n g  th e  LIC  in to  independen t com peting  c o rp o ra t io n s  i s  o u t 

o f  q u e s t io n . An i n s t i t u t i o n  f i r m ly  s e t t le d  on th e  pa th  o f  p ro g re ss  must n o t 

be d e s ta b i l is e d *
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I t  i s  re le v a n t to  s t a t e  here th a t  the s in g le  b ig g est fa c to r  which has 
c o n tr ib u te d  to  the  growth o f l i f e  in su ran ce  in  a developing country l ik e  
In d ia  i s  the  government s e c u r i ty .  Once th i s  ab so lu te  s e c u r ity  g e ts  
withdrawn in  a sense th a t  the  p o lic y h o ld e rs  a re  exposed to  a com petitive  

m arket where ’’h igher r e tu r n s ” become the  d riv in g  fo rce  of the  growth of 
l i f e  in su rance  b u s in e ss , they w il l  f e e l  to t a l l y  in sec u re . I t  should be 
mentioned here  th a t  in  th e  s o -c a l le d  wonderland of USA, s e v e ra l in su rance  

companies became in so lv e n t during th e  l a s t  two years as a d i r e c t  
consequence o f co m p etitio n . In Japan , where l i f e  in su rance  companies were 
earn in g  h ig h er p r o f i t s  through investm en ts in  re a l e s ta te  got caught in  a 
s e r io u s  c r i s i s  when the  r e a l  e s ta te  p r ic e s  crashed  and they had to  cu t down 
te rm in a l bonuses. The p o licy h o ld e rs  in  a developing country  l ik e  In d ia , 
whose investm ents in  l i f e  in su rance  p o l ic ie s  a re  th e i r  sav ings out o f hard - 
earned incomes, can not a ffo rd  to  go fo r such sp e c u la tiv e  g a in s .

F in a l ly ,  a sim ple q u e s tio n . W ill p r iv a te  insu rance  f irm s, fo re ig n  or 

In d ian , in v e s t t h e i r  funds in  s o c ia l  s e c u r i ty  schemes ? W ill they in su re  
th e  h u t o f  a farm er a g a in s t f i r e ,  a v i l la g e  w eaver’s loom a g a in s t th e f t  or 
the  l i f e  o f a person engaged in  hazardous occupation  ? W ill they  provide to  
our e l e c t r i c i t y  boards, s t a t e  t r a n s p o r t  c o rp o ra tio n s , m u n ic ip a li t ie s  and 
Z i l la  P arish ad s  loans a t  com paratively  cheaper r a te s  ?

The answer to  a l l  such q u estio n s  i s  a c le a r  NO. The p r iv a te  companies 
w il l  c o n ce n tra te  on sn a tch in g  th e  cream o f  b u s in ess  in  m e tro p o litan  c i t i e s  
through re b a te s  and vario u s  o th e r m an ipu la tions in c lu d in g  h ija c k in g  of more 
ta le n te d  persons from th e  LIC’s h igh ly  experienced  a d m in is tra tiv e  s t a f f  and 

f i e ld  fo rce  w ith b a i t  o f h igher emoluments and b e t te r  p e r q u is i te s .  I t s  
in e v i ta b le  consequence w il l  be th a t  th e  LIC w il l  be deprived of a very sub

s t a n t i a l  p o rtio n  o f th i s  b ig  b u s in ess  which i s  more p ro f i ta b le  s in ce  i t  
b rin g s  to  th e  in s u re r  much h igher premium income per p o licy  and helps 

red u c tio n  in  o p e ra tio n a l c o s ts  through a c e n tr a l i s e d  fu n c tio n in g  la rg e ly  
r e s t r i c t e d  to  a more s o p h is t ic a te d  c l i e n t e l e .  This w il l  a f f e c t  th e  LIC’s 

p r o f i t s  and i t s  c ap a c ity  to  tak e  up p lan s  and in v e s t  in  schemes which a re  
s o c ia l ly  p u rp o siv e . By way o f  in fo rm a tio n , i t  may be s ta te d  here  th a t  th e  
premium income earned by th e  LIC in  s ix  m e tro p o litan  c i t i e s  o f Bombay, 
D e lh i, C a lc u tta , Madras, Ahmedabad and Bangalore c o n s ti tu e s  around 26 pc of 
th e  L IC 's t o t a l  premium income.

E v en tu a lly , the  country  w il l  go back to  f in a n c ia l  anarchy o f the  p re -  
n a t io n a l is a t io n  e ra . The s o c ia l  o b je c t iv e s  o f n a t io n a l is a t io n  o f l i f e  
in su rance  b u sin ess  w il l  be rep laced  by commercial o b je c t iv e s  o f  in d iv id u a l 
c o rp o ra tio n s  in  p u rs u it  o f h igher p r o f i t s  p a r t  o f which, in  th e  case  of 
p r iv a te  in s u re r s ,  may g e t concealed in  th e  L ife  Fund, in  course  o f tim e. 
And th e  p o licy h o ld e rs  who a re  now assu red  o f complete s e c u r i ty  o f th e i r



p o lic y  monies u / i l l  get exposed to  a s p e c u la tiv e  market th a t would care much 

le s s  fo r  t h e ir  in te re s ts  in  s p ite  o f  promises o f h ighe r re tu rn s .

W ith t h is  p re lim in a ry  subm ission in  favou r o f  re te n tio n  o f  the L IC ’ s 

monopoly in  l i f e  insurance bus iness, we now proceed to  re p ly  to  the ques

t io n n a ire ,  keeping in  view the in te re s ts  o f  the p o lic y h o ld e rs , the 

in s t i t u t io n  and the  common p o p u la tio n  whose in te re s ts  i t  is  expected to  

se rve . As the  d i f f e r e n t  ques tions  are o ve rla p p in g  one ano the r, we deem i t  

more a p p ro p ria te  to  make a comprehensive subm ission covering  a l l  these 

q ue s tions .

-  9 -

OBJECTIVES FULFILLED IN A SUBSTANTIAL MEASURE

The o b je c t iv e s  o f n a t io n a lis in g  the L i fe  Insurance In d u s try  have been 

achieved in  a s u b s ta n t ia l measure. Th is  can be seen from the  L IC ’ s working 

re s u lts  c ite d  above. In  p a r t ic u la r ,  th e re  has been fa s te r  and w ider 

expansion o f  l i f e  insurance business s ince  1985 when the LIC s ta r te d  making 

changes in  i t s  o rg a n is a t io n a l s t ru c tu re  in  a b ig  way by co n ve rtin g  the 

branch o f f ic e s  in to  m in i-d iv is io n a l o f f ic e s  and p ro v id in g  machine support 

to  them. The e n t ir e  range o f s e rv ic e  from acceptance o f p roposa l to  s e t t le 

ment o f  c la im  was taken near, i f  no t a t  the  doorstep  o f the  p o lic y h o ld e rs . 

This c rea ted  a new k in d  o f  re la t io n s h ip  between the c o rp o ra tio n  and the 

p o lic y h o ld e rs  many o f  whom cou ld  v i s i t  the  L IC 's  o f f ic e  fo r  re d re ssa l o f 

t h e ir  g r ieva nces . M icro -p rocessors  in s ta l le d  a t the  branch le v e l gave to  

the  branch o f f ic e s  c e r ta in  degree o f s e l f - r e l ia n c e  in  s e rv ic e  to  the p o lic y  

h o ld e rs .

As a t March 31 , 1992 the LIC had 81 d iv is io n a l o f f ic e s  and 1774 

branch o f f ic e s ,  as a g a in s t 43 d iv is io n a l o f f ic e s  and 1107 branch o f f ic e s  by 

the end o f  March 1985. O ther in d ic a to rs  o f  growth have a lready  been 

mentioned. The progress has been achieved in  s p ite  o f  p o l i t i c a l  

in s t a b i l i t y ,  widespread s o c ia l tu rm o ils  and economic c r is is  w itnessed in  

th is  p e r io d .

However, the progress so fa r  made by the c o rp o ra tio n  does not w arrant 

complacence, p a r t ic u la r ly  in  the  c o n te x t o f  the fa s t  changing environm ent. 

Thus in  a l l  c o u n tr ie s , in s u re rs ,  la rg e  and s m a ll, are th rea tened  by g re a te r 

co m p e titio n  from o th e r f in a n c ia l in s t i t u t io n s .  The in s u re rs  a re , th e re fo re , 

in n o v a tin g  new methods to  face such a c o m p e tit io n . In  F rance, fo r  in s ta n ce , 

70 pc o f  new l i f e  p o l ic ie s  in  1989 were so ld  through banks o r o th e r non- 

insurance in s t i t u t io n s .  Many o f  these insurance products s o ld  through banks 

were in  a d d it io n  to ,  ra th e r  than a replacem ent fo r  those so ld  by t r a d i 

t io n a l in s u re rs .  A la rg e r  branch network and the  e x is t in g  customer base o f 

the banks he lp  the in s u re rs .
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A n o th er a s p e c t  o f  l i f e  in s u r a n c e  in  th e  d e v e lo p e d  c o u n t r i e s  i s  t h a t  

f o r  s m a ll p o l i c i e s ,  t h e r e  i s  a s e p a r a te  c l a s s  o f  b u s in e s s  c a l l e d  

" i n d u s t r i a l "  whose a c c o u n ts  a r e  k e p t d i s t i n c t .  I t  i s  t r a n s a c t e d  by s e p a r a te  

o f f i c e s  o r  by s e p a r a te  d e p a r tm e n ts  o f  th e  com bined o f f i c e ;  The LIC does n o t 

seem to  be s u f f i c i e n t l y  aw are o f  th e  need  f o r  d e v e lo p in g  new p ro d u c ts  in  

r e s p o n s e  to  th e  c h a n g in g  n eed s  o f  th e  p o p u la t io n ,  known and u n co v e red  and 

by way o f  a c c e p t in g  th e  new c h a l le n g e s  com ing from v a r io u s  o th e r  

i n s t i t u t i o n s .  I t s  b u s in e s s  c o n tin u e s  to  be m ain ly  c o n f in e d  to  endowment and 

a n t i c i p a t e d  endowment p o l i c i e s .  The s o - c a l l e d  new p ro d u c ts  i t  m arke ted  

d u r in g  th e  r e c e n t  p e r io d  were m inor v a r i a t i o n s  o f  th e  e x i s t i n g  p ro d u c ts  and 

b e tr a y e d  la c k  o f  im a g in a t io n .  The o n ly  new f i e l d  i t  h as  c o v e re d  i s  in  

r e s p e c t  o f  p e n s io n s  w here i t  w i l l  have  to  move ahead  w ith  an a g g re s s iv e  

p o s tu r e  n o tw i th s ta n d in g  th e  g o v e rn m e n t’ s  p la n  f o r  c o v e r in g  th e  members o f  

C e n tr a l  P ro v id e n t  Fund un d er a p e n s io n  schem e.

The LIC a l s o  d id  n o t exam ine th e  c a u s e s  o f  th e  f a i l u r e  o f  i t s  J a n a ta  

p o l ic y  p la n  in tr o d u c e d  lo n g  ago and d id  n o t th in k  o f  a new p la n  o f  l i f e  

a s s u ra n c e  fo r  th e  low er incom e g ro u p s  o f  th e  p o p u la t io n .

We a r e  h e re u n d e r  s u g g e s t in g  a few new p ro d u c ts  w h ich , we f e e l ,  w i l l  

c a tc h  th e  im a g in a t io n  o f  th e  p e o p le  and h e lp  th e  LIC to  a c h ie v e  a new 

b re a k th ro u g h  in  th e  b u s in e s s  f i e l d .

NEW PRODUCTS

( i )  F i r s t  o f  a l l ,  we w ish  t o  r e f e r  h e re  t o  a s p e c i a l  endowment a s s u ra n c e

(w ith  p r o f i t s )  p la n  f o r  lo w er incom e g ro u p s  o f  th e  p o p u la t io n  

r e p e a te d ly  s u g g e s te d  by u s .  The prem ium s to  be p a id  u n d er t h i s  p lan ^  

w ith  Sum A ssu red  to  be r e s t r i c t e d  to  R s .2 5 ,0 0 0  f o r  any one p e rs o n , 

w i l l  n o t  be e l i g i b l e  f o r  incom e ta x  r e l i e f ,  s in c e  i t  i s  m eant fo r  

th o s e  whose low e a r n in g s  do n o t a t t r a c t  incom e t a x .

The premium c o l l e c t i o n s  u n d er t h i s  p la n  w i l l  form a s e p a r a te  fund  and 

th e  e n t i r e  a c c r e t i o n s  to  t h i s  fund  w i l l  be in v e s te d  in  s o c i a l l y  

o r i e n t e d  p r o j e c t s  a t  m ark e t r a t e s  o f  i n t e r e s t .  A l t e r n a t i v e l y ,  th e  

fu n d  w i l l  be d e p o s i te d  w ith  th e  R e se rv e  Bank o f  I n d ia  and th e  g o v e rn 

m ent w i l l  pay i n t e r e s t  th e re o n  a t  a f ix e d  r a t e  w hich w i l l  be two 

p e r c e n t  h ig h e r  th a n  th e  bank i n t e r e s t  r a t e .  ( I t  may be m en tio n ed  in  

t h i s  c o n n e c t io n  t h a t  th e  governm ent ru n s  a schem e o f  N a tio n a l  S av in g s  

C e r t i f i c a t e  w here th e  amount s p e n t  by way o f  com m ission  to  a g e n ts  

and f o r  o p e r a t in g  e x p e n se s  i s  d e b i te d  to  th e  g o v e rn m e n t 's  rev en u e  

a c c o u n t,, T h is  means a su b s id y  f o r  th e  scheme g iv en  a t  th e  c o s t  o f  th e  

p e o p le ,, A g a in , th e  governm ent p ay s  on NSCs more th a n  12 pc i n t e r e s t  

w hich means t h a t  i t  i s  e i t h e r  i n v e s t in g  th e  amount to  e a rn  a s t i l l
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h igher y ie ld  or o therw ise  the  scheme i s  fu r th e r  su b sid ised  from the  
governm ent's fu n d s).

The co rp o ra tio n  w ill  m ain ta in  a s e p a ra te  account o f th i s  fund. The 
income by way o f  premium and in te r e s t  earn in g s  and the  outgo by way 

o f expenses in c lu d in g  claim  payments w il l  be accounted s e p a ra te ly . 
(The in d i r e c t  expenses can a lso  be a llo c a te d  between the  o rd inary  
l i f e  fund and th i s  fund on some e q u ita b le  b a s is ) .

The expenses w il l  be kept a t  the  minimum w ith no g ran t of loan and no 
issu an ce  o f  premium n o tic e s . Alongwith the  p o licy  document, a Pass 
Book w i l l  be issu ed  to  th e  P o licy h o ld e r and th e  premium payment w ill  
be recorded  in  th e  Pass Book w ith sim ultaneous en try  in  the  po licy  
le d g e r . The Pass Book w il l  show th e  p a id -u p /su rre n d e r value of p o licy  
yearw ise fo r  th e  p o lic y h o ld e rs ' ready re fe re n c e .

The LIC w il l  s e l l  t h i s  p lan  o f a ssu ran ce , an a d d itio n a l p roduct, 
through a n a tio n a lis e d  bank on m utually  agreed commission b a s is .  The 
bank w il l  a lso  c o l le c t  the  premium.

( i i )  S im ila r ly , th e  LIC and GIC can evolve a comprehensive insu rance  
package covering  r is k  on l i f e  and a g a in s t s ic k n e s s , f i r e  e tc .  A new 
type o f  package can be form ulated  to  s u i t  the  needs o f . the  ru r a l  
p o p u la tio n .

( i i i )  A Plan w ith an op tio n  to  enhance Sum A ssured—the  su rv iv a l b e n e f it  
a v a ila b le  under A n tic ip a ted  Endowment Assurance can be u t i l i s e d  fo r 

enhancement o f the  Sum A ssured.

( iv )  Term Assurance fo r a longer p e rio d  on in d iv id u a l b a s is .

In a d d itio n , we want to  submit two im portan t p o in ts ,  which are  
re le v a n t in  t h i s  co n n ec tio n . F i r s t ,  th e  l i f e  in su rance  p rov ides 
c e r ta in  d is c ip l in e  which enab les  th e  p o lic y h o ld e r to  save re g u la r ly  
and fo r  a lo n g er p e r io d . Once such a d is c ip l in e  i s  removed and la rg e  
number o f people p re fe r  to  go fo r  sh o rt- te rm  investm ents to  earn  
h ig h er r e tu r n s ,  th e  t o t a l  volume of sav in g s  i s  l ik e ly  to  come down. 
I t  should be understood th a t  investm ent in  l i f e  in su ran ce  and 
p ro v id en t/p en s io n  funds which i s  a long-term  investm ent i s  

e s s e n t ia l ly  an a n t i - in f la t i o n a r y  m easure. Thus i t  c a l l s  fo r  h igher 

tax  re b a te s .  In most o f th e  European c o u n tr ie s  and more so in  
Germany, l i f e  in su ran ce  premiums ca rry  s u b s ta n t ia l  tax  r e l i e f s .

The LIC should a lso  be given some r e l i e f  in  the  tax  on premium 

c o l le c t io n s  in  th e  r u r a l  a re a s . This w il l  p rov ide a fre sh  im petus to  
th e  L IC 's r u r a l  b u s in ess .
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Second, i t  i s  tim e  to  c o n s id e r in t r o d u c t io n  o f  "com pu lso ry  in s u ra n c e " 

f o r  th e  e n t i r e  w o rk fo rc e  in  th e  o rg a n ise d  s e c to r  w ith  th e  "premiums 

to  be shared in  equa l p ro p o r t io n  by the  em ployers and the  em ployees".

INVESTMENTS

The n a t io n a l is e d  banks a re  re q u ire d  to  in v e s t 35 pc o f  t h e i r  funds in  

government and government approved s e c u r i t ie s .  In  the  case o f  P ro v id e n t/  

G ra tu ity  Funds, 40 pc o f  th e  funds a re  re q u ire d  to  be in v e s te d  in  such 

s e c u r i t ie s .  I t  i s ,  th e re fo re ,  u n fa ir  to  fo rc e  th e  LIC to  in v e s t  up to  50 pc 

o f  i t s  in v e s t ib le  funds in  governm ent and government approved s e c u r i t ie s .  

T h is  lo n g -te rm  in ve s tm en t fe tc h in g  lo w e r re tu rn s  shou ld  be reduced to  40 pc 

so th a t  th e  LIC can advance more lo a n s  a t m arket ra te s  o f  in te r e s t  and 

enhance the  in te r e s t  y ie ld  on i t s  t o t a l  in v e s tm e n ts .

In  UK, th e  in ve s tm e n t o f  l i f e  in s u ra n c e  companies in  government and 

lo c a l  a u th o r i t y  s e c u r i t ie s  is  25 pc o f  th e  in v e s t ib le  funds w h ile  in  Japan, 

i t  i s  as low  as 10 pc . However, we a re  n o t s u g g e s tin g  such a d r a s t ic  

re d u c t io n  in  th e  L IC ’ s in ve s tm e n t in  government and government approved 

s e c u r i t ie s  s in c e  such an in ve s tm e n t i s  c o m p le te ly  secure  and m oreover, the  

governm ent needs money fo r  i t s  developm ent p la n s .

SOCIAL SECURITY SCHEMES

In  a m a jo r i n i t i a t i v e  f o r  p ro v id in g  s o c ia l s e c u r ity  to  th e  economi

c a l ly  weaker s e c tio n s  o f  the  s o c ie ty ,  th e  LIC  s e t up a s o c ia l s e c u r i ty  fund 

w ith  a co rpus o f  Rs.100 c ro re s  in  1988-89 from  c e r ta in  ta x  concess ions  i t  

re c e iv e d  from  th e  governm ent. T h is  fund is  used fo r  f in a n c in g  l i f e  

in s u ra n c e  schemes f o r  them . 50 pc o f  th e  premium o f  such group in su ra n ce  

schemes i s  a d ju s te d  from  the  s o c ia l  s e c u r i t y  fu n d . The ba lance  50 pc is  

p a id  by the  b e n e f ic ia r ie s  them se lves o r by the  s ta te  governm ents, 

m u n ic ip a l i t ie s  o r o th e r  a ge n c ie s . The l i f e  cover i s  p ro v id e d  up to  Rs.5000.

However, th e re  has been no fu r th e r  a d d it io n  to  t h i s  fund and the  

f in a n c in g  o f  s o c ia l s e c u r i ty  schemes; is  be ing  done o n ly  o u t o f  the  in t e r e s t  

e a rn in g s  w ith  the  r e s u l t  th a t  much le s s  s e c tio n s  have been covered so f a r .

In  most o f  th e  c o u n t r ie s ,  such schemes a re  f in a n c e d  by the  government 

under an e la b o ra te  s o c ia l  s e c u r i ty  p la n .

A q u e s tio n  has been ra is e d  as to  w hether s o c ia l s e c u r i ty  schemes 

shou ld  be e n tru s te d  to  a se p a ra te  body , f in a n c e d  by governm ent fu n d s . Such 

a course o f  a c t io n  is  w h o lly  unw arran ted  as the  LIC has th e  e x p e r t is e  and a 

w e a lth  o f  e xpe rie n ce  to  fo rm u la te  and a d m in is te r  th e  s o c ia l  s e c u r ity  

schemes. The b e s t way to  co ve r w id e r s e c tio n s  o f  th e  e c o n o m ic a lly  weaker
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groups o f the  p o p u la tio n , w ithout a f fe c t in g  the  in te r e s t s  o f the  p o lic y 
h o ld e rs , i s  to  d iv e r t  a p o rtio n  of the  share  of v a lu a tio n  su rp lu s  a v a ila b le
to th e  Government o f Ind ia  to  the
by th e  c o rp o ra tio n .

s o c ia l  s e c u r i ty  fund a lread y  e s ta b lish e d

We may mention here  the  amount rece iv ed  by the  government by way of
i t s  share  in  th e  v a lu a tio n  s u rp lu s , during  the  l a s t  f iv e  y e a rs , on the

s tre n g th  o f i t s  c a p i ta l  o f Rs. f iv e  C rores.

( in  c ro re s  of rupees)
Year Amount

1987-88 47.83

1988-89 59.62
1989-90 76.14
1990-91 90.00

1991-92 104.62

T his shows th a t  th e  government can very com fortably p a r t  w ith a 
s u b s ta n t ia l  p o rtio n  o f i t s  ea rn in g s  a f t e r  keeping a reaso n ab le  dividend on 
i t s  c a p i t a l .  That w ill  enable the LIC to  cover fa r  wider s e c tio n s  o f the 

po p u la tio n  under various types o f s o c ia l  s e c u r i ty  schemes.

INCENTIVES FOR CONSERVATION OF BUSINESS

The LIC i s  f a s t  reach ing  a s tag e  where i t  can not hope to  co n so lid a te  
i t s  p o s it io n  u n le ss  i t  c o n c e n tra te s  more on co n serv a tio n  o f b u sin ess  and 
development o f more re f re s h in g  r e la t io n s h ip  w ith  th e  e x is t in g  

p o lic y h o ld e rs . Two p ro p o sa ls  a re  being suggested  hereunder in  th i s  m a tte r.

( i )  A reward should  be given to  th e  p o lic y h o ld e rs  fo r  keeping the  po licy  
in  fo rce  fo r  th e  f u l l  term w ithout la p sa tio n  a t  any time and not 
.□vailing o f loan  during  th e  p o lic y  period  (which in c re a se s  the 

se rv ic in g  c o s t s ) . This can be done by way of g ra n tin g  to  such p o lic y 
ho ld ers  a d d it io n a l  te rm in a l bonus.

( i i . )  A thought should  be given to  changing th e  schedule o f commission to  

agen ts w ith re d u c tio n  in  commission on the  f i r s t  y e a r ’s premium and a 
corresponding  in c re a se  in  commission on renewal premium, w ith in  the  
o v e ra l l  commisssion a v a ila b le  to  them during  th e  p o licy  term . This 
w il l  a c t as an in c e n tiv e  to  th e  ag en ts  fo r  m ain ta in ing  th e  p o l ic ie s  
in  fo rc e . I t  w i l l  a lso  persuade th e  ag en ts  to  keep c o n tac t w ith the 
p o licy h o ld e rs  and o f f e r  them s e rv ic e  th roughout th e  period  o f p o licy  
c o n tra c t .
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SALES ORGANISATION

For toning  up the  s a le s  fo rce , the  fo llow ing su g g estio n s  may be 
c o n s id e re d .

( i )  Agencies should be given to  persons having the same g u a l i f ic a t io n s  as 
a re  p re sc rib ed  fo r the  A ss is ta n ts  and through a b e t te r  rec ru itm en t 
procedure.

( i i )  Development O ffice rs  should be made a prom otional cadre  by g ran tin g  
prom otions to  agen ts and the  o f f ic e  s t a f f  w ith a p p ro p ria te  
e l i g i b i l i t y  s tan d a rd s .

( i i i )  The in c e n tiv e  scheme should be s u i ta b ly  m odified so as to  provide an 

impetus fo r  a su c c e ss fu l development o f f ic e r  to  accep t promotion as 
ABM (S a le s ) .

COMPUTERISATION

We accep t in  p r in c ip le  th e  need fo r  m odern isation  o f the  LIC’s o p e ra tio n s  
to  p rov ide  b e t te r  and c o s t - e f f e c t iv e  s e rv ic e  to  th e  custom ers. The problem 
in  LIC i s  not about fu r th e r  co m p u te risa tio n . The problem i s  o f u t i l i s i n g  
th e  e x is t in g  m icro -p rocesso r system s more e f f e c t iv e ly .  A number o f system s 
a re  ly in g  id le  a t  s e v e ra l c e n tre s .  No s te p s  a re  being taken towards over

coming the  problems o f n o n -a v a i la b i l i ty  o f m icro -p rocesso r o p e ra to rs  or 

r e la t in g  to  te c h n ic a l problem s. At many c e n tr e s ,  th e  o f f ic e r s  in  charge o f 

branch o f f ic e s  a re  not a t  a l l  conversan t w ith th e  new machine system . No 

thought i s  being given to  p rov id ing  a d d itio n a l s e rv ic e s  to  the  
p o lic y h o ld e rs  w ith the  a id  of such a more s o p h is tic a te d  system . There i s  no 

Research & Development departm ent a t  th e  c e n tr a l  o f f ic e ,  manned by 
a c tu a r ie s ,  computer ex p e rts  and re sea rch  a s s i s t a n t s .

The co rp o ra tio n  must form ulate  a comprehensive p la n , in  c o n su lta tio n  
w ith  th e  em ployees' un io n s , w ith s p e c if ic  d e ta i l s  about th e  use o f m icro
p ro cesso rs  fo r b e t te r  se rv ic e  to  th e  p o lic y h o ld e rs , fo r over a p e rio d  o f 
tim e. The p lan  should a lso  in d ic a te  th e  in c e n tiv e s  and o th e r b e n e f i ts  to  
th e  employees.

SUPERVISION, CONTROLS AND COMPETITION

The L IC 's autonomy should be re s to re d  in  f u l l  measure w ith removal o f 

u n d es irab le  m in is te r ia l  and a d m in is tra tiv e  in te r fe re n c e  from New D elhi so 
th a t  i t  can a c t w ith com plete independence w ith in  the  p o licy  framework 
decided by the  p a rliam en t.

This should be coupled w ith  an o th er measure fo r  su b je c tin g  th e  L IC 's 
working to  a c lo se  s c ru tin y  and c o n tro l by ano ther autonomous body l ik e  the
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o ff ic e  o f C o n tro lle r  o f In su ran ce . The ro le  of t h i s  o f f ic e ,  abandoned soon 
a f te r  th e  n a t io n a l is a t io n  o f l i f e  in su ran ce , should be re s to re d  w ith a 
s u i ta b le  rem odelling

The government had s ta te d  a t  th e  tim e o f n a t io n a l is a t io n  o f l i f e  
in su rance  th a t  Zonal O rg an isa tio n s  would be: regarded as the  ex ecu tive  arms 
of th e  co rp o ra tio n  and they would be a J ‘rm-d to  run th e i r  b u siness with 

g ran t o f autonomy™ J i th  regard  to  the  ta lk  of compelj io n ’ , the  government 
had s ta te d  th a t  th e re  could be com petition  w ith in  the  LIC in  term s of 
s e rv ic e  to  th e  p o lic y h o ld e rs  or development o f new f ie ld s  o f b u siness and 
th a t com petition  o f th i s  n a tu re  could be achieved through the Zonal 
O rg an isa tio n s . Nothing, however, was done in  h is  d ire c t io n  except awarding 
sh ie ld s  o r o f fe r in g  d in n e rs , which was a mockery o f what was envisaged . I t  
i s  tim e c a r e fu l ly  thought o f schemes a re  evolved fo r promoting a s p i r i t  
of h ea lth y  com petition  so th a t  b e t te r  perform ances a re  acknowledged and 
rewarded w ithout even s l ig h t ly  d is tu rb in g  the  common wage s t ru c tu re  and 

se rv ice  c o n d itio n s . A thought a lso  needs to  be given to  the  concept o f 
"growth in c en tiv e"  to  th e  employees which means conceding to  them a sm all 
share in  the  growing p ro sp e r ity  o f the c o rp o ra tio n .

*******
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