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PREFACE

This book based upon Business Economics is CQrquHy cyrated to
Facilitate learning and instil conceptual understanding within
students. This treasure trove of knowledge fosters robust conceptual
cla vich/ and inspires confidence within the nimble mind of students:

T-Y-B-Com is the Final skride of a student’s graduction course “During
this critical time,our Smart Notes not only help you to prepare for
your final examinations but also equip you on a Pam”el grobnd to
s%renﬂlzhen your foundation & lay the cornerstone ofa briﬁh{: futare.
Smark Notes comPrehlensivel\/ coveyr the entire gyllabus & answer all
the questions that stand a Probable chance 6F beingasked in the
Uhfvers’u’cy Examinations The book is rife with real life examp!es&
Sections such as Recent Facts and You may liketo know as well as
@R Codes for data scurces  We Sincerely hope_ that this book helps
you to comprehend the sub;j ect effortlessly and eF-Ficiently :

The journey to Ccreate a compld:e book.isistrewn with triumphs,
Failures and near misses. I£ you'H'»ink we’ve nearly missed
something or want to apPlaud us for our Ert'umPhs , we d love
+0 hear From you -

Please write to us on : mml@\‘:osrﬁet’:ublican‘:ions-org

Disclaimer

This reference book is transformative work based on syllabus published by the Mumbai University. We, the publishers are making this reference book
which constitutes as fair use of syllabus which are transformed by adding and elaborating, with a view to simplify the same to enable the students to
understand, memorize and reproduce the same in examinations.

This work is purely inspired upon the syllabus as prescribed by the Mumbai University. Every care has been taken in the publication of this reference
book by the Authors while creating the contents. The Authors and the Publishers shall not be responsible for any loss or damages caused to any person
on account of errors or omissions which might have crept in or disagreement of any third party on the point of view expressed in the reference book.

© reserved with the Publisher for all the contents created by our Authors.

No copyright is claimed in the textual contents which are presented as part of fair dealing with a view to provide best supplementary study material for
the benefit of students.
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Maximum Marks: {00

PAPER PATTERN
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Duration : 03 Hrs.

Question No Particulars Marks
Q-1 Ok:jed:ive Questions: Multiple choice/ 20 Marks
True or False [ Match +he columns/ Fill
in the blanks
A-8ub Questions to be asked 12 and to
be answevred any 10
B- Sub @Questions to be asked 12 and to
be,answeked any 10
Q-2 Fall Lehﬂl:h Practical Question 15 Mavks
OR
Q-2 Full Lenﬁ&h Practical Questiohn 15 Mavks
®-3 Full Lehj4:(q Practical Question 15 Marks
OR
Q-3 Full Lehﬁ{:h Practical Question 15 Mavks
@-4 Fall Lenﬂ{:h Practical Question 15 Mavrks
OR
Q-4 Full Length Practical Question 15 Marks
Q-5 Fall LehﬂHn Practical Question I5 Mavks
AR
Q-5 Full Lehﬁfh Practical Question I5 Mavrks
Q-6 A) Theory quesl:ions 0 Mavks
B) Theovry cluesfions 10 Marks
OR
Shovrt Notes
To be asked 06.To be ansyvered O 20 Mavks
Note . Practical c[ues%:ion of 15 warks wiay be divided wto

two sub c(’ucstions of 7/ or 0/5 Marks.
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4.1 BANKING AND INSURANCE

4-| Leaming Outcome

eBanking sector : Recent trends,issues R—chollenges in bonking seétor
e Tnsuvrance industr\/ . Recent trends,issues & chouenges in

insurance ind ustry

BANKING : BACKGROUND
- A banking company is defined as a company whiéh transacts the

business of banking in India-In simPle words, banks OCCePf
deposits From public and lend it to borrowiers -

- According to the BOnkinﬁ Reﬂuicﬂ:ion Ack, thesxterm banang is
defined ostaccePk‘mg For the purpose of lending or investment,
of deposits of money From the Pubh’c, repo«yable on demand or
otherwise , and withdrawals by cheCLUe ,draft arder or

otherwise .

Stracture of Indian bonkinq system

Reserve Bank of India (RBI)

LT T

Scheduled Banks Noh-scheduled Banks

L T~

Commercial Banks Co-ope,rm‘:ive Banks

9| Publie. Sector Bansl —| Rural Co—oPem'l:ive_ Banks

Urban Co-ope rative Banks

SIPrivate Sector Banks |

WV

= Fo reign Banks

egeﬁ?onal Rural Banks
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Commercial banks at Qlahce

Sep - Jun- Mar - Dec - Sep- TJun-
2018 2018 2018 2018 2017 2017
All Scheduled
Commercial 149 149 149 49 148 |44
Baonks
of which,
Reﬁional Rural s6 56 56 56 56 56
Banks
[m] &= [m]
Source : LA
[=],
‘1« Write note on the trends in bonk?ng sector.

The economic development and Finaneial sector libevalization
have led to transformation of the Indian banking sector.
Further, information technology (1D related develoPmenJcs
stronﬂly support the sectoy by —Faci)itqtinﬂ inclusive
economic growth The banks howqdays focus on innovation,
improvement of exisfmﬂ services and development of new
products in order to dater to Hhe needs of their customers .

The siﬂmpicant trende in+the banking sector are as follows:

- COMPUTERIZED BRANCHES

En{:ry of Privo{:e sector and -Poreu'ﬁn banks (which offered
banking s€rvices, using modern technology) compelled
public sector banks T“(PsBs) o undertake rapi
compbrl:e_rizqfion of their branches. These do>/s all banks
use ccmputer System to carry out their operations. The
cBmputerization bmuﬁht about transformation in+he way
thewseetor Functions.

. CORELBANKING S0 QTION (CRS)

Tt refers to a he{woquina Facili{:y whereby sevvers of
different branches of a particular bank are [inked to a
common server. It enables account holder +o access,
deposit, and withdraw maney from his account at any branch
of the resped:ive bank. 1+ was Poss'sble to provide CBs
FacilH:y o customers due to adoption of compuferized
branches .
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2 ATM SERVICES
Introduction of Automated Teller Machines (ATMs) \was one

of the major ‘techho(OSiCQ[ develoFmenfs which revolutionized
the bonking sector- The First bank 4o introduce the AT
Concept in TIndia was the Hong Konﬁ and Shqnjhai Bohkinﬁ
Covporation (HSBC) in 19387:

Branches X ATMs of Scheduled Commercial Banks (At end-Tune 2018)

Branches ATMs
Rural | Semi | Urban Metropo— Total | On<site| Off-site| Total
Urban litan
Public
Sector | 2a,201| 25,397[ 17,677 | 18,546 | 90,821 83259 61,839 | (45,098
Ranks
Private
Sector | 6160 |q,242| 5,926 | 7,477 | |28,805]| 23,564 | 35,601 | 59,165
Banks
Foreign| 9 10 36 23| 286 214 724 g3g
Banks
Source

4- MOBILE BANKING
Mobile phohes have become important medium For provision
of Nide—rangi ng bankin3 sevvices  The earliest mobile
banking services were offered through SMs: Nowadays, it
is possibletto avail almost any bcmkinj service throuqgh
mobile. applications of respective banks: For instanc€, yonNo
SBI APP. enables accourt holders of State Bank of India
+o avail various banking services such as paying bills,
-l:mnsFerrinﬂ money and SO on-

5  INTERNET BANKING
It enables customers +o carry out any + ransaction through
the bank’s website on the Tntevrnet- In traditional baning,
customers have to approach the branch in person to
wWithdraw cash /depos‘ft a checi/ue/ uest a statement of
accounts etc. Internet banking has provedto be an
effective medium for delivery of banking services -
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6 REAL TIME GROSS SETTLEMENT (RTGS)

It is an electronic settlement System whereby +vransFer
of money takes place From one bank to another on "real
+ime " and on “"qross” basis. Tt means the transactions ave
settled as soon as they are chessed on mdividual basist
There has been tremendous incirease in such transactions
over the period since the system facilitates efficient,
secure, economical, and quick way to transfer Funds -

Recent facts:

RTGS system hondled 124 million +ransackions valaed at
T 1,167 tvillion in 2017-13 up from 08 Mmillion tyansactions
valued at ¥ 982 trillion in the previous year At the end
of Mavch 2018, the RTGS Fqcili{:y was available ‘t:hroujh
137,924 branches of Q4 banks:

7- NATIONAL ELECTRONIC FUND TRANSEER (NEFT)

I+ is a nation-wide poymen‘l: system Facilitating one-to-one
funds transfer. Under this secheme , individuals, i(irms and
Corporate can electropically trapsfer funds From any bank
branch o any individual jfirm or corporate having an account
with any othey bank.branch in the Country parl:ic,ipafihg in
the scheme: From lo*Tuly 2017, NEFT settlements are done on
half -hourly basis  There are twenty three half-hourly
settlementabatches ¥un from Bam to 7pm on all working

days of neek.

Recent facts .

NEBT Bysterm handled 1-9 billion transactions valued at
around T 172 tvillion in 2017-18,up From -6 billion
travisactions valued at Z 120 +villi on in the previous
yeav: At the end of March, 2018, the NEFT facility was
available ‘Hmrouﬁh 40,339 branches of 192 banks, in
addition to a lowge number of business correspondent
(BC) outlets.

T ——

- IMMEDIATE PAYMENT SERVICE (IMPS)
I+ is real time PaymenJc sevrvice +that is available round +he
clock This service is ofFfered by National Payments
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Corpomti,on of India (NPcI) - It enables customers +o transfer
money instantly through banks and RBI authorized Prepaid
Po\/merﬂ: TInstrument Issuyers ( PPI) across India-

9 ELECTRONIC CLEARING SERVICE (ECS)
I+ is an electronic mode of Poymenf/receipt For transactions
that ave repetitive and periodic in hature ECS is used. b
institutions for mokin3 bulk payment (such as distribution
of dividend , interest, salary, pension, etc.), or for collectin
bulk receipts of money (suchas electricity | watér ddes, tax
collections, loon instalment re oyments, inSdrance. premium,
etc-). Esseh{:ially, it Facilitates bulk transfe# ofmonies From
One bank account +o many bank accountsior vicewversa-

Paymen‘t Sys%:em Indicators - Annual Turnover

Volume (million) value (F bijllion)
2015-16 2016-17 201718 2016-16| 2016717 |2017-18
ECS Debit 224-9Q 33 175 {652 39 10
ECS Credit 390 101 G-l 1059 QL 15
IMPS 2203 506-7 1009-93 622 4,16 3925

Source :

10- CREDIT CARDS R DERIT CARDS
The sharp growth incredit and debit card usage can be
major| attributed to e-banking The main difference
betweek eredit and debit card is that the former is ‘post
paid. cakdhile latter is ‘pre-paid’one.

Paymen{: SYs-l:em Thdicotors - Annual Turnover

Volume (million) vValue CZ billion)
2015-16 | 2016-17 | 2017-13 | 2015-16 |20(6-17 |20(7-18]
credit Cavds| 785-7 |1,087-1 |1:H05 2 2,407 | 3,284 4,590
bebit Cards 173-6 (2,399'3 |3,343-4 }589 3299 L,60]|
[m] =z [m]

[=]

Source :
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POINT OF SALE TERMINAL

POS terminal is an electronic device used to process ca rd
poymemts ot retail locations. Tt Facilitates electronic fund
transfer and enables business establishments to accept
plastic cards in order to settle transactions.

DOOR -STEP BANKING

Banks also offer the bOh[(fnS services (such as Pick ap of
caeh or delr‘vevy of demand drofts to Corporaté Cugtomers|
Government Departments [ Sometimes Thdividtal Ghstomers)
at their doorstep-In other words, customersfmay hot Heed to
visit the bank branch -ForﬁeH:inﬂ certain bqr\king Sérvices.

- CUSTOMER ORIENTED

Due to heigh‘tened COMPeJC‘i'Eion among banks, rmproveme_nt in
the ctuality of customer service haswreceived utmost priority
duvinﬂ recent times - The banks &FfFer diverse sevvices, ricihb
from customization of Product-s to suit the customer
appetite, expansion of prodtets lservices range to wider use
of Jcechnofogy to make bankinj mare accessible. There has also
been chonﬁe inthe approach ard attitude of the bank
employees towards custoneras

- FINANCIAL INCLUSION

Goveynment of Indiahas'introduced several schemes for
achieving the objective of financial inclusion (For instance,
Pradhan Mawatri - JanDhan Yojana, Atal Pension Yg/'ano\, Pradhan
Mantri Suraksha Bima \/Ql'cma) . The various gtrotegies used by
the bBankavfo aid the process of Fimancial inclusion include :
affordable Financial sevvices, fimancial litevacy programs and
SQ—H:itinj up.credit Counsellinj centres etc.

OTHERS

Therothey trends in the bankinﬁ Sector include : expansion of
branches in remote areas, huqge rise in de{:)osi£ mobilization
and bank lendina  increased advances +o priority sector, rise in
Overseas opeva{:ione of Indian banrks etc.

- Explain the issues X challenges faced by banking sector-
© The Indian banking sector is facing a range ofissues . It

affects banks' da\/ --l:o-day opeka-l:ions and Huereby, has
imPad: on +heiv effective Functio ning .
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The issues faced b\/ the bomkinﬂ sector are as follows:
SMART CODE : ABAC?|

|- RUALITY OF [AISSETS
Asset Qualil:y is ohe of the crucial determinants to assess
banks' ovevall condition-The quality of bank’s assets
depends on the degree of its bad loans [Non-Performain
Asset (NPA) ‘The rise in bad loans /NPAs adversely aoffects
banks' profitability and capital positions. Large @mountiaf
NPAs affect the health of the entire bcmkfmg Sector .

Recent facts -

According to RBI report, the asset qualityof banks showed
an improvement with the qross non-perferming assets
(GNPA) vatio of commercial banks declining From [1'57, m
March 2018 to 10-8 ] in September 2018

2 BIANK _FRAUD
Another issue faced on/ the bOnkinS Sector is increased
humber of fFraudulent +ransaétions - The RB| classifies bank
Fraud as transactiofs involvmﬁ any cheating ,neqgligqence ,
misappropriation of furds, or -Porged documents - It is often
observed that banks arefreluctant +o report these cases.

3 CAPITAL [AIDEQUACY NORMS
RBanks dre required +o maintain minimum capital interms of
capitdl-towwisky asset ratio (CRAR) ,in order to protect the
interests. of depositors i-e-, banks need to set aside cevrtain
afeuntiasiprovision oﬁo{ns{: bad loans: These noyms limit
+helendin capac;ich AF banks It also increaces the burden
on SoveYhmen{- for recapitalization of Public Sector Banks .

4 [ElYBER THREATS
Theve has been rapiol increase in the ysaqeé of interret
banking, mobile banking , ATM etec. +0 obtain banking services.
This |eads to incv*easeg exposure to cyber attocks Hence,
banks are required to implement advanced authentication
and access control processes, which lead to rise in their
expehses :
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Recent facts:

Accordinj to R8I repork, bank frauds increased over 72 %
+o0 T 41,167 Ccrore in FY20I7-18 despi{-e stringent monitovrin
and vigilance - Total 5417 fraud incidents weve reported in
vovious bomkinﬁ oPeva’cions in the year. OF this, maximum

2,526 were advances related cases,while 2,059 were cyber

Frauds-

5-

[CloRRUPTION

The corruption in the banking sector could akise due.to several
reasons : firms may bribe PO|i'EfC(QhS (For inskance, to secure
loans b\/ bypassmﬂ the loan review procesSmbanks moy bribe
politicians (For instance, o gain regu(ot—on/ forbearance) The
covruption leads to misallocationd of lcanable funds from
worthy Pvgjed:s to bod Prcij‘edcsf[{: increases volume of NPAs.

PoLITIcAL [INTERFERENCE

The political interference inthe -Rmd:iomnﬂ of banks is likely
to afFect their Financial healthsFoyr instance, loon may be
advanced to businesges due to political inFluence without
c_heckinj the repayment CO\PocH:y- Such interference leads to
incrensed chances of bad [cans| NPAs and undermines banks’
autonamy to function eFPictently .

The c:lnallerges faced by the bohkihj sector are as foliows:

SMART CODE " 3e{: RID of FRIES

I. [RIEGULATORY \REQUIREMENTS

132

These Fequirements continye to increase over time. As a result,
the banks end up sPendinﬁ large part of their budget to
enstke compliance and build systems and processes that
Keep up with the esca(a{-ing regu(afory recLuiremeni—s.

PoLITICAL [INTERFERENCE

The undue political interference in the bcmking sSystem

od versely affects the ProFitability OF the sector . -The bankinﬂ
sector needs to begiven autonomy to function independently,
without any pressure From Polfticiahs~




W@ aisakingandinsunce |
3. [DIGITAL BANKING

It is reckuired +o promoi:e d:’g({:a( bonkinj by makinj customers
Familiar with the bankinﬂ technology. TE will make bankin

sevvices easily accessible fov users and contribute +o hiﬁher
business fovr the banks .

4. [FJRAUD AND CORRUPTION

There has been tremendous increase in corruptfoh and eases
of Fraud over the pecent years-The banking s ector needs to

imPlemen'l: s-l:rinﬂent measures aimed at Peducinﬁ (and
eventually, elimino{:(ng) Such instances -

5. [RliIsk MANAGEMENT.

The banks are raquired +o Constantly upgrcde the visk

manajemen{: Systems in order toaddress +he C")Qhﬁ ing
environment - They are rectuired toallocate srghiF(cont
resources +o achieve comprehensfve risk mahagemeht-

6- FINANCIAL [IINClus|oN

It includes provision of banking services, atan affordable cost,
to the vast section of deprived and pooy / low -income groups
who were earlier excluded fromsthe financial system: Access to

bankinﬁ Sevvices isflikely +o improve the financial condition

and livinﬁ standard, of this section .

7- [E]JFriciency

Due +o0 aggqvessive competition in the sector, banks are required
to improve their eFFic.ienc\/.The\/ heed to brt’hg about
'nmpvovement in day - to-day functioning Prov.’de wider ranqe
oF services jensure reliable Service delive\»y J:hrou\cfh latest
{:eclfmology and, oF Fer value added gseyvices +o customers-

8.5 TRONG COMPETITION R CRM

TOde, banks are ﬁocmﬁ aggressive competition and are
V‘e%uired to take eFForts +o survive in hijhly uncertain

environmen t- Banks have realized that effective Customer
Relaicionsl'np Man g

agement (CRM) js a crucial factor o build

long-(asfmﬁ rela ionships with customers and increase
PYOFH:S-
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INSUORANCE :BACKGROUND

- Each individual deals with different types and dejrees ofF
risks, which involve exposure to losses-In order +0 minimize
this probable loss, a device termed as tinsurance’® has been
dqveloped :

- Insurance refers +to a contractual arrangement whereby one
porty (insurance company or +he insurer) agrees to
compensate the loss or damoge Sustained by another por%y
(the imsured) by payinﬂ adefinite amount .in eXCJ’\GY‘ISC for
Payment of a sPeciPic sum of honey called '‘premium .

(Types of Insuranca}

( Life Insurance J (General/Non—liFe Ihsurance)

- IRDAl : The Insurance Rejula{-mry and Development Aut‘now'éy of
India (IRDAI) T8 an autonomous, chql:uton body that re\c]ulo{—es
and promotes the insurance and re-insurance mdustries in
India Tt was onstituted b\/ the Insarance Re\ciulat'ory and
Development Authority Act,1999.

You may like to khow
Thsurance Reﬁula{-ory andDevelopment Authority (IRDA)

- In 1993, a'¢ommitteé was set up under the chairmanship of
Malhot¥a (Former RB| Governor ) +o recommend insurance
sectok reforms with a view to complement yeforims initiated
in financial sector .

- On.the basis of Valhotra Committee's recommendations,
IRDAYWVAOs constituted as an autonomous body in (@99 to
requlate and develop the insurance industry- (RDA was
incorporated as a séa%uf:ory body in April 2000

= IRDA aims to promote competition in insurance industry
so0 ag to enhance customer satisfaction (through rise in
choices available to consumers and lowey premiums). Tt
also aims to ensure the financial securH:y of ins urance
market
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OBJTECTIVEsS OF IRDA

|- To protect the interest of and secure fair treatment to
pOHC\/holders.

2- To brinj about sPe_ed\/ and orderlyjrowth oF insurancet
ind usi:r\/

3 To ensure SPeedy settlement onenuine claims

4 - To set, promote, monitor and enforce high standards,of
M{—eﬁ rity, financial soundness ,fair deolfnﬂ and dompetence
among insurance Sector players.

5 To pro mote fairness, {:mnsparehcy and orderly Conduct in
Financial markets dealing with insurancé .

&- To prevent insurance frauds and other malpractices and
put effective grievance redressal machinery in place.

8.2 Write hote on the trends in insurance Industry -

A- The Insurance Reau!qtory Developmen-t Authowty Act (IRDA
Act) , 1999 marked +the end oFﬁoVernment monopoly in the
insurance industry . Till 1999, Life Insurance Corporation (L)
and General Insurance Corporab'oh (G1c) were the sole
providers of life insuvance and Se_nerql insurance in India.

The significant trends in the insurance indus{-vy are as follows:
I- PRIVATE SECTOR R FOREIGN PLAYERS

Government of India [iberalized the insurance sector, b\/

li£Ein eh{-ry restriclions 7mposed on private players. It also

allowed ‘FOYefﬁh players 1o entev the Tndian market and start

theivr oPeroJcicms with some limits on direct+ Poreijh

OV\Ine_r‘sl'\iP‘

2 GIC.RESTRUCTURING
(RDAVACE introduced amendment to GIBNA and the Thsurance
Actpld38 - Amendment +o GIBNA removed the exclusive
Priwleﬂe of GIc and its subsidiaries +to carry on general
insurance business im ITndia.- In November 2000,GIC was
re-notified as the Indian Reinsurer. Further,its supervisory
role ovey the four subsidiavies was ended through
administrative instruction. With GIBNA Amendment Act (KO
of 2002) coming into Force im March 2003, GlI¢ ceased +o be
a hold‘mg company of its subsjdiaries. The ownership of four
subsidiaries and Glc was conferred to Government of India.
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3- FDI
Eavlier ,only upto 267, of FDI was permitted £hrou9h the
automatic approval route inthe insurance sector . Now ,the
-Foveiah investment upto 497, of the total Poid ~up eq/ui%:y of
the Indian Insurance Company is Permi(:ted in the Country

4. INSURANCE COMPANIES
Insuvrance indus{-ry oF India consists of 54 insurance
companies of which 24 are in life insurance busineds and 36
are non-life insurers:- Amonq the |ife insurers, Life Thsurance
Corporation (Lic)is the sole public sector comPOny.’The stand-
alone health insurance companies include Stay Health and Allied
TInsurance, Apollo Munich Health Insurance, Max Bupa Health
Insurance , Re\iﬂare_ Health Insurance,and Cigna TTK Health
Tnsurance: Further, Export Credit GuaranteenCorporation of
Tndfa Ltd is the ‘sPec'ualizeol JInsurer-nexport credit insurance’
while Aﬁviculfurg Insurance Co- l&d is £he ‘SPec.al.'zed Tnsurer
in Aﬁviculfure'~

5- PERFORMANCE

The performance of life and non-lifFe iNnsurance Companies can

be understood withéhe he(P of -Fo((owfnj tables:

Life Insurance Business 2015-16 2014 -15
Pe v formance
Public Private Public Private
Sector Bector Sector Sector
Premium Underwiritten (in Crore) |266444-2) | 100499-02 |239667-65 | 38H433-4q
New Poligiesssued (in Lakh) 205-47 61-92 201-7| 57-37
Number. of OfFices H892 6179 4877 6156
Benefits Paid(nCrore) IHI201-05 |60565-05 | 44125 67054
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Non - LiFe Insurance Buysiness 2015-16 20(4H-15
Per Formance
Public Private Public Private
Sector | Sector Sector Sector
Premium Under written (in Crove) | H764a( 39644 H25K49-48 | 3509009
New Policies Issued (in lakh) | 67(-32 549 44 c77-32 50497
Numbev of OFFices BUIY 2389 8207 2200
Net Incurred Claims (in Crore) |[38104-27 | 21764 44 | 31567-A5 | 19430 46

Source :

QR Code

6 INSURANCE PENETRATION

Insurance penetration measures the Qrowth of life insurance
premiums vis-a-vis the Qrowth ofithe GDP. It reflects the
level of development in+he insutance sectovr with respect

+o overall emnomiCQrowrth-The
years is shown in the F—o((owing table :

enetvation ratio over the

Yeay Insurance Penetration Ratio
Total Life Non-life
2000 2-3 -2 07
2013 39 3| 03
2016 3-H9 2-72 0-77

Anothernmeasure of insurance deveJoPmem‘: is per capita
dpending on insurance , known as insuvance deth:\/. It is
calculated as the votio of premium underwritten in a given year

+o0 the total

+he years is shown inthe -Pol(owinﬁ table :

opulation . The insurance dehsi{—y (in $over

Year Thnsurance Density ($)
Total Life Non-life
2002 117 -7 32
2006 384 33-2 S5-2
2010 Gl 55-7 3.7
2014 55 alal 11
2016 59-7 Hé&-5 132
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7- GOVERNMENT INITIATIVES

The qovevnmert has undertaken many initiatives o encourage

the qrowth of insurance sector in the country. I+ includes

the following:

a-Service tax on single premium omnui{:y policies is
decreased from 23-5) +o I'H [, of the premium poid in
Some cases -

b- The government has also designed +wo insurance schemes
in 2015 -16 : Pradhan Mantri Survaksha Bima Yojan@ (PVISBY),
whiclh is Personal Accident Tnsurance plan and Pradhan
Mantri Teevan Jyoti Rima YQ[an (PMITIBY)sWhich isthe
govekhment 's Life Tnsurance plan -

c - Pradhan Mantyvi Fasal Bima Yojana (PMEBY) launched in
2016 replaced two schemes : National Aﬁrfcu({—ural Ihnsurance
Scheme (NAIS) and Modified National™Agricultural Insurance
Scheme (MI\IAIS)"T_he O\/eYHme"l't Q”Oc‘_ﬁ‘ed Zz 5500 cCrore
to the PMFBY in Union Budset 2016747

d' IRDAIl created two committees +o sugges{ ideas in order
to promote e-commercedinthe insurance sector Tt will aid
+o0 raise the insurance Pehe{;voJcion and achieve financial -
inclusion .

Recent facts :

On ls)‘h:l’onuory 2017, theLabinet Committee on Economic
Affairs gave its ‘in Principle ’QPPYOVQ( for lis{inﬂ the Five
GovernmefthowneddGeneral Insurance Companies in stock
exchanges - These companies are : New India Assurance
Complany iltd., United Tndia Insurance Company Ltd:, Oriental
Thsuranee ComPony Ltd-» National Thsurance COmPany Ltd.
and Geneval Tnsurance Corporation of India.The shtholdirﬁ
oF these companies will be olivested from 1009, to 757, in One
or more tranches over g Few’od of time.-

Q4. Explain the issues and challerges faced by insurance industiy:
A" Indian insurance industry faces several issues & challenges
oh account Of rising costs, slower gvowth, increased
competition ,heightened consumer expecﬁab‘ons and ole(ayed
reforms.
The issyes faced by the insurance mdusbry are as follows :
SMART CODE : Unique CART
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I. [UINDER - PENETRATION.
The sector needs to take efforts for increasing the
penetration of imsurance in rural and uwderpen etrated areas.
Tt can be done by imcreasing awareness regardinﬂ the heed t6
Purclnose insurance schemes Low insurance dehsi‘ty is also@
ratter of serious concern.

2. [clusTOMER SATISFACTION
The factors which lead to consumer complaints inélude delays
in settling claims,denial of claim, unso’ciqucfory sedtlement/
ofFer ong soon- Tt is essential For the insurahnce mdus-lzry +o
ensure customer satisfaction in order to gtrwive and grow
oveyr time .

2 [AIFFORDABILITY ISSUES
The insurance sChemes which include payment of high
premiums are unaffordable For/poor section of the soclety-
Tt is required to deseﬂn Producfs Caterinj to the needs of
poor in order to cover the widér market Seﬂmehf-

4. RISk MANAGEMENT
In order to survive and be sldegessful, msurance companies
need to eh\iqje in@Ffective fund mahajemen‘t and risk
assessment . Further4 it is.also necessary for the companies
to 3uard themselves aﬂainsr{: risks -quoujh re-insurahnce .

5- [TIECHNOLOGY \REQUIREMENTS
Insurerd are recLuired to provide +their sevvices with the help
of techrol (for instance, mobile and internet can be used
for communieation) . It leads to increased insurance
penetration and reduced cost of operations.

The ¢challenges faced by the insurance ?hdus{:;ry are as follows:
SMART CODE Cheap CREDIT

i [clomPETITION
With customers be'mﬂ +ree to choose among various insurers
(private sector players, public sector players and foreign
mavr ket players), the market has become highly competitive .
Such COmpe‘L‘ifion proves to be beneficial for customers.
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2 [dusToMER SERVIC (NG
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Insurance Sevvice provision goes beyond de(ivery of Policy
document ov processin customer req/ue_s{:s-l-t— involves
buildmj the Fee(inﬁ of trust amoga Ccustomers . The insurancg
Ccompanies are re uived to provi e theiy customers with
odecLuqf:e, timely ard 900d quality service at each step.

- [RlecauLATION

The indus-}:\z/ opevates under multiple regula%ovy r‘e(iu"remeh%s.
Tt also needs to comply wvith chonﬂihﬂ rules re\cjardinﬂ
hransloarenc and reporting, capital reclu.'remeh{-s,cus{:omer
interaction etc: The indus‘cry should beg(ven £ime +o oc\fjusf
o \rejula%ory cha nges in a phosed motnnelkr -

- [EIFFECTIVE COST MANAGEMENT

The expenses +o0 be incurvred b\/ imsuronce companies (suchas
commissions, fund management fees, expenses on marketing
and odver%ismj and soon) need +o be ke,;‘l: within limit: The
insurance Companies muskensure tha+ excessive

exPendifu res should not hurt their own Proﬂ"tability X the
long—term interest of Policy holders .

- [DIIFFICULTY ASSOCIATED .W(TH PRICING

Pricing is atough Faskiin the insurance sector It is rectuiredi:o
Qssess various risk factors to arrive at the “righ{: Pr(ce". Such
price shall consider uhderwm‘:inﬂ premium, consider volatility
in economia’@onditions, withstand comf:etiti ve pressure and

encvate oPevo-l:-i ngisurplus fovr the insurer- The insurance
Companieshneed to determine the price with focus on fong:l:crm
Sustai nabﬁli’cy .

PRODUCT [IINNOVATION

Chanﬁinﬂ environment forces insurevrs to reconsider +heir
existing products L cover new classes of risk. With increased
fevel of competitionand consumer expectations, the
Companies need to develop highly customized products: Product
innovation is one of +he best ks-l:cheﬂies for companies +o
enhance their market share.

[TIRANSPARENCY.

Mc\xjority of insurance products are sold through agents and
ihnsurance |s seen as a "push" product by +the customers -

T ——
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Insurers needs to carefully and clearly sPec‘nCy exclusions,
reskvictive features, clauses for cancellotion and renewability,
etc-They also need to ensure thokt+the QPP“COn‘b -Fully
understands the terms and conditions of the policy -
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