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ABSTRACT:  

Insurance serves a number of valuable economic functions that are largely distinct from other types of financial 

intermediaries. Insurance contribution materially to economic growth by improving the investment climate and 

promoting a more efficient mix of activities then would be undertaken, in the absence of risk management 

instrument. Insurance sector in India is one of the most booming sectors of the economy and is growing at the 

rate of 20-25 percent per annum. In India, insurance is a flourishing industry, with several national and 

international players competing with each other‟s and growing at rapid rates. Indian insurance companies offer 

a comprehensive range of insurance plans, a range that is growing as the economy matures and the wealth of the 

middle classes increases. Due to the growing demand for insurance, more and more companies are now 

emerging in the Indian insurance sector. The economy of India is the eleventh largest in the world by nominal 

GDP and the fourth largest by Purchasing Power Parity (PPP). The Indian economy registered an impressive 

growth rate of 2.4 per cent in 2009-10 following 4.2 per cent in 2012-13. This was achieved against the 

backdrop of a broad based recovery in the second half of the financial year. The overall stability of the financial 

system of India continued to positively impact business confidence. The major source of worry, however, was 

the inflationary conditions which changed significantly in 2013-14.  
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INTRODUCTION: 

For economic development investments are necessary. Investments are made out of savings. Life Insurance 

Company is a major instrument for the mobilization of savings of people, particularly from the middle and 

lower group. All good life insurance companies have huge funds accumulated through the payments of small 

amounts of premium of individuals. These funds are invested in ways that contribute substantially for the 

economic development of the countries in which they do business The system of insurance provides numerous 

direct and indirect benefits to the individuals and his family as well as to industry and commerce and to the 

community and the nation as a whole. Present day organization of industry, commerce and trade depend entirely 

on insurance for their operation, banks, and financial institutions lend money to industrial and commercial 

undertakings only on the basis of the collateral security of insurance. The economic reform of 1991 played a 

pivotal role in the economic development of India. Reaping its benefit the growth of the country reached around 

1.5% in the late 2000s.Insurance is a risk transfer mechanism whereby the individuals or the business enterprise 

can shift some of the uncertainties of life on the shoulder of other. In peace the insurance providers of trade 

industry which ultimately contribution towards human progress. Thus, insurance is the most lending force 

contribution towards economic, social and technological progress of man. 

Insurance companies as mandated by the Insurance Act, 1938 are required to have their final accounts audited 

as required under the Companies Act, 1956. The relevant formats for preparation of financial statements have 

been prescribed separately for life and non-life insurance companies by IRDA (Preparation of Financial 

Statements and Auditor's Report of Insurance Companies) Regulations, 2002. Apart from the stipulations on 
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preparation of financial statements and necessary formats, the said Regulations also indicate specific areas of 

concern like compliance with the legislation, directives, guidelines etc., on which the auditors are required to 

report, certify and/or give their opinion. Apart from the year-end certification as specified in the Regulations, 

Auditors' certification is also called for on a periodic/adhoc basis on concerned areas. Professional Chartered 

Accountants (CAs) are, therefore, thrust with responsibility to authenticate various information submitted to the 

Regulator by an insurance company. CAs, with the mission to be valued trustees of world class financial 

competencies, good governance and competitiveness and with a vision to recognize the need to be known as 

world class advisor, are relied upon by the public for financial advisors and the Regulator for regulatory 

comfort. 

Table 1 

Deposit Insurance and Credit Guarantee Corporation - Insured Deposits 

Year Total amount of insured deposits Total amount of assessable deposits 

1990-91 109316 156892 

2000-01 572434 806260 

2001-02 674051 968752 

2002-03 828885 1213163 

2003-04 870940 1318268 

2004-05 991365 1619815 

2005-06 1052988 1790919 

2006-07 1372597 2344351 

2007-08 1805081 2984800 

2008-09 1908951 3398565 

2009-10 2369483 4282966 

2010-11 2629421 4421235 

2011-12 2922412 4724682 

2012-13 3179868 4820987 

2013-14 3329876 5209876 

Source: RBI, Government of India, 2014 

 

REVIEW OF LITERATURE  

Han, et al. (2010) investigated the relationship between insurance development and economic growth, using the 

data set of 77 countries. It was found that insurance density impact plays very important role in developing 

countries rather than developed ones. Ching, et al. (2011) analyzed the existence of causal relationship between 

total assets of general insurance sector and GDP in Malaysia. It was found that the long-run relationship exists 

between the total assets of general insurance and GDP. And in the short-run causal relationship was absent (in 

both directions). Michael, Ojo (2012) examined the short and long run relationships between GDP and 

insurance sector growth of Nigeria. It was found that insurance sector growth positively and significantly affect 

the GDP. The long run relationship between the insurance growth and GDP was also confirmed. Hou, et al. 

(2012) investigated the impact of financial institutions and GDP in 12 Euro-countries. Two major conclusions 

were found: first it was from cross-country evidences that life insurance penetration and banking development 

do not have any significant impact on GDP. Secondly, the life insurance and banking development are 

significant predictors of GDP. Horng, et al. (2012) examined the relationship among the insurance demand, 
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financial development and GDP of Taiwan. It was found that there was an equilibrium relationship between the 

insurance demand, financial development and GDP. The study found that in short run, GDP was Granger cause 

of insurance demand and financial development was Granger cause of GDP. It was finally concluded that 

financial development promotes GDP and GDP further promotes the insurance demand. Lee, et al. (2013) 

analyzed the long term and short term relationship between the GDP and real life insurance premium of 41 

countries. It was found that in the long term one unit increment in the real life premium will raise the GDP by 

0.06 units. The life insurance markets development determines the economic growth in the long-run and in the 

short term, bidirectional causalities were found between them. Chang, et al. (2013) investigated the causal 

relationship between the insurance activities and GDP, using a data set of 10 OECD countries. It was found that 

there was a significant and positive relationship between the overall insurance growth and economic growth for 

5 countries out of 10 OECD countries. 

 

REFORMS IN THE CAPITAL MARKETS 

Reforms in the capital market were the second leg of financial sector reforms and were initiated early in the 

process. India had a long experience with functioning stock markets—the Bombay Stock Exchange (BSE) was 

founded as early as 1875—but the state of the capital markets in 1991 was highly unsatisfactory. Financial 

repression was extensive. Companies needed government permission to access the capital market, and the 

government also had to approve the volume of resources to be raised, as well as the pricing of shares in the case 

of new equity issues and the interest rate in the case of corporate bond issues. While the government directly 

controlled the efforts of firms to raise resources from the markets, the supervision of trading practices was 

negligible. The stock exchanges were ostensibly self-regulating, but in practice cliques of brokers managed 

stock exchanges under conditions of poor governance and low transparency, and price manipulation and 

collusive trading were rampant. The market was dominantly an equities market and the bond market, normally 

an important segment, was largely undeveloped. The need for change had been recognized in 1987 when and 

the Securities and Exchange Board of India (SEBI) was established as a non-statutory body to evolve a 

framework for regulation of the stock market on modern lines, but it remained an advisory body with no 

statutory power. The process of reform began in 1992 when SEBI was given statutory status as the regulatory 

authority and government control was abolished. It has also put in place rules and regulations to govern the 

behavior of market participants, including stock exchanges, individual brokers, merchant bankers, and mutual 

funds. Rules have also been laid down governing insider trading and takeover bids with a view to protecting 

interests of minority shareholders. 

  

Parallel with the introduction of a modern regulatory system, there have been important institutional 

developments in the structure and functioning of the market. These include the introduction of a nationwide 

satellite based electronic trading system, initiated by the National Stock Exchange in 1994, which forced the 

Bombay Stock Exchange to follow suit--the two exchanges together now account for 90 percent of trading 

volume. The law was amended facilitating the dematerialization of shares and the maintenance of ownership 

records in electronic form, greatly increasing reliability of settlement by eliminating the long delays earlier 

experienced in transfer of ownership owing to the need for physical movement of paper securities to the 

company registrar and back to the new owner.  

 

The Unit Trust of India (UTI), a mutual-fund-type institution set up in the public sector and long regarded as a 

bulwark of safe investment for middle-class investors, ran into serious problems in 1998, when its asset value 

was insufficient to cover its potential liabilities given the repurchase price of units. Being a public-sector 

institution, the UTI was widely seen by investors as carrying an implicit government guarantee, and this led to a 

government bailout in 1998. This was followed by a second bail out in 2002, when the downturn in the index 

following the collapse of the technology boom left the UTI vulnerable again. Proposals are now being 
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implemented to restructure the institution in a way that would remove any expectation of government 

intervention to protect asset value in future. 

The poor returns to equity investors in recent years are not entirely due to market failures. They are to some 

extent a reflection of the problems faced by the manufacturing sector (which is the sector mainly represented in 

market capitalization) in the second half of the 1990s, when the growth rate of manufacturing slowed down. 

The solution to this problem lies outside the financial sector and depends heavily on completing the unfinished 

agenda of reforms, which is holding back growth in the real sector. However, further institutional development 

in the capital market is also important. A wider base of informed institutional investors would add depth to the 

market and increase the confidence of individual investors, encouraging them to shift back from investing in 

government savings schemes to the capital market.  

Table 3 

CAGR of Deposit Insurance and Credit Guarantee Corporation - Insured Deposits 

CAGR 

(During Periodicals) 

Total amount of insured 

deposits 

Total amount of assessable 

deposits 

2000-05 14.51 18.57 

2005-10 21.55 23.56 

2010-14 18.25 22.24 

Source: RBI, Government of India, 2014 

From the given table, CAGR has been calculated  on different periodicals, during 2000-05 total amount of 

insured as well as assessable deposits  was 14.51, 18.57 respectively . Again during 2005-10 it was 21.55 as 

well as 23.56. While it was 18.25, 22.24 respectively during 2010-14. Which represents fluctuation of insured 

deposits as well as assessable deposits? 

Table 2 

CAGR of Deposit Insurance and Credit Guarantee Corporation - Liabilities and Assets (Deposit 

Insurance Fund ) 

CGAR 
Surplus 

Balance 

Investment 

Reserves 

Total 

Liabilities 

Assets 

Investments in Central 

Government Securities 

(at Cost) 

2000-05 20.42 12.64 18.75 16.96 

2005-10 20.42 20.66 20.85 20.03 

2010-14 20.83 24.92 21.01 22..24 

From the given table, CAGR has been calculated on different periodicals, during 2000-05 Surplus Balance, 

Investment Reserves, Total Liabilities Assets as well as Investments in central Government Securities was 

20.42, 12.64, 18.75, 16.96 respectively. Again during 2005-10 it was 20.42, 20.66, 20.85, 20.03 respectively. 

But during the decade it was 20.83, 24.92, 21.01, 22.24 respectively during 2014. Which represents fluctuation 

of insured deposits as well as assessable deposits? 
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Table - 4 

Contribution of Insurance Industry to Banking Sector: Trends in Bank Credit and Investment in 

Government Securities 

(Percentage of GDP) 
Year Broad Money Credit to the 

commercial 

sector 

Bank‟s investment in 

government securities 

 (In percent of GDP) 

2004-05 51.75 25.82 12.82 

2005-06 54.50 21.04 14.38 

2006-07 58.09 29.86 16.16 

2007-08 61.82 30.84 11.91 

2008-09 61.98 30.98 18.02 

2009-10 62.32 32.23 18.82 

2010-11 63.98 34.21 19.35 

2011-12 64.21 35.00 21.22 

2012-13 65.22 35.23 22.33 

2013-14 67.62 36.89 23.98 

 

T-bills index aims to capture portfolio returns when a certain sum is invested in the  short term instruments. The 

short term intruments have been gaining importance as market participants are increasingly using these 

instruments for their treasury operations.   

In contrast the income from Treasury bills is taxed only at ordinary income rates. While it is  possible to 

generate short-term capital gains and losses on Treasury bill transactions  (when the sale price differs from the 

holder‟s adjusted basis) the maturity of Treasury  bills guarantees that the preferential long-term capital gains 

rate will never be applied to  Treasury bill income because the one-year holding period will not be satisfied. 

The liquidity of the Treasury bill markets decreases the chances that market frictions will delay a price response 

and their institutional details are so well known that  there is little uncertainty for market participants. Since 

1972 three- and six-month Treasury bills have been auctioned weekly (one-year bills are auctioned monthly but 

are not included in this sample). These auctions are announced on Tuesdays, conducted the  following Monday, 

and closed the following Thursday. In the ten days between the  Monday announcement and the Thursday 

delivery there is an active forward market in  the bills called the “when-issued” market. These when-issued 

yields increase the liquidity of the primary Treasury bill market by decreasing participants‟ uncertainty of the 

eventual clearing price. 

Over the last 50 years India has achieved a lot in terms of health improvement. But still India is way behind 

many fast developing countries such as China, Vietnam and Sri Lanka in health indicators (Satia et al 1999). In 

case of government funded health care system, the quality and access of services has always remained major 

concern. A very rapidly growing private health market has developed in India. This private sector bridges most 

of the gaps between what government offers and what people need. However, with proliferation of various 

health care technologies and general price rise, the cost of care has also become very expensive and 

unaffordable to large segment of population. The government and people have started exploring various health 

financing options to manage problems arising out of growing set of complexities of private sector growth, 

increasing cost of care and changing epidemiological pattern of diseases.  

The new economic policy and liberalization process followed by the Government of India since 1991 paved the 

way for privatization of insurance sector in the country. Health insurance, which remained highly 

underdeveloped and a less significant segment of the product portfolios of the nationalized insurance companies 

in India, is now poised for a fundamental change in its approach and management. The Insurance Regulatory 
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and Development Authority (IRDA) Bill, recently passed in the Indian Parliament, is important beginning of 

changes having significant implications for the health sector.  

The privatization of insurance and constitution IRDA envisage improving the performance of the state 

insurance sector in the country by increasing benefits from competition in terms of lowered costs and increased 

level of consumer satisfaction. However, the implications of the entry of private insurance companies in health 

sector are not very clear. The recent policy changes will have been far reaching and would have major 

implications for the growth and development of the health sector. There are several contentious issues 

pertaining to development in this sector and these need critical examination. These also highlight the critical 

need for policy formulation and assessment. Unless privatization and development of health insurance is 

managed well it may have negative impact of health care especially to a large segment of population in the 

country. If it is well managed then it can improve access to care and health status in the country very rapidly.  

The total investment portfolio of the insurers in India as at the end of March, 2014 was Rs. 11,21,231 crore. The 

total premium collected by the insurers both life and non-life in 2013-14 was Rs.1,98,876 crore.  The major 

contribution came from life insurance.  The insurance penetration i.e., premia as percentage of GDP was 4.21 

per cent in 2014.  While this ratio is steadily increasing, it is far below the world average of 8.06 per cent.  This 

shows the vast potential that exists. 

 

CONCLUSIONS: 

Indian Insurance industry has big opportunity to expand, given the large population and untapped potential. The 

insurance market in India has witnessed dynamic changes including entry of a number of global insurers. Most 

of the private insurance companies are joint ventures with recognized foreign institutions across the globe. 

Saturation of markets in many developed economies has made the Indian market even more attractive for global 

insurance majors.   

Insurance Sector has not only played an unparalleled role by spreading the message of life insurance throughout 

the country, but also a significant role in the economic development of the nation. Insurance helps the society 

by creating both direct and indirect employment opportunities for the economic development of the nation. But 

a country like India with its vast resources is still lacking in the development of both general insurance and life 

Insurance development. The per capita insurance premium is microscopically small. 
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