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FDI INVESTMENT IN PRIVATE AND
PUBLIC COMPANIES OF INSURANCE SECTOR
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ABSTRACT

There have been various changes in regulations regarding foreign investment in the Insurance
sector of India. Over the period rules and regulations regarding investment in the equity share of
insurance companies in India have been relaxed. All the business organizations operating in India were
opened to foreign investors during 1991 after the LPG policy introduced by Dr. Manmohan Singh.
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Introduction
Over the period, this investment was allowed to be restricted to 26% of the total equity capital.

After that, this limit was increased to 49% and currently, it is proposed that it might increase to 74% in the
future. The main focus in the given scenario will be to analyse the equity investment made by foreign
investors in the Insurance sector companies operating in India. This report will be using secondary data
of information to conduct the research. Annual reports are issued by the Insurance Regulatory and
Development Authority (IRDA) in India. The primary source of information in the given scenario will be
the report issued by IRDA. Comparison in the given scenario will need to between FDI investment in the
public sector and private sector business organizations operating in the industry.
Research Question and Objective

The research objective is the given scenario is to analyse the equity share capital of the public
sector and private sector business organizations operating in the Insurance sector of India. It will help in
understanding the basic perspective of different types of business organizations operating in India
concerning foreign investment. The perception of government regarding foreign investment in
government-owned business organizations will also be determined with the help of this surgery.
Research question associated with the project will be-

What is the percentage of foreign direct investment in public and private sector organizations
operating in the Insurance sector?
Literature Review

Based on the article issued by Dave, Shukla & Sinha, it can be said that serious fluctuations
have been made by the government concerning the foreign direct investment in the Insurance sector of
India. Over the period allowed limit for foreign investment in the sector has been fluctuating significantly
to introduce more foreign direct investment. During the initial years, this limit was restricted to 26% and it
has been increased to 49% in the year 2015. In the budget introduced in February 2019, it was proposed
to increase this limit from 49 % to 74%. These policy changes are made by the government to increase
insurance penetration in India (Dave, Shukla & Sinha, 2019). Currently, insurance penetration in India is
very low which means that a very limited number of people have insurance policies with their life as well
as health.
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According to the report issued by IRDA in the year, 2018 market penetration and density have
been compared with each other. This comparison can be evaluated with the help of the following table:

Insurance Penetration and Density in India

Year

Life Non- Life
Density Penetration Density Penetration

Y N Y N
USD % USD %

2001 9.1 2.15 2.4 0.56
2002 11.7 2.59 3 0.67
2003 12.9 2.26 3.5 0.62
2004 15.7 2.53 4 0.64
2005 18.3 2.53 4.4 0.61
2006 33.2 4.1 5.2 0.6
2007 40.4 4 6.2 0.6
2008 41.2 4 6.2 0.6
2009 47.7 4.6 6.7 0.6
2010 55.7 4.4 8.7 0.71
2011 49 3.4 10 0.7
2012 42.7 3.17 10.5 0.78
2013 41 3.1 11 0.8
2014 44 2.6 11 0.7
2015 43.2 2.72 11.5 0.72
2016 46.5 2.72 13.2 0.77
2017 55 2.76 18 0.93

This indicates that a very limited amount of people in India have their life insurance down in
case of general insurance. According to the above data, only 2.76 % of the population in India have life
insurance and only 0.93 % of people in India have their general insurance (Grazy, Ganesan, Meena &
Meena, 2019). This is one of the primary reasons that the government is increasing the limit for foreign
direct investment in India. The government believes that the improvement in the capital structure of
private sector insurance companies will result in increased insurance penetration.

Because of the progression of the entrance of the significant insurance agencies in the area,
India gets one of the significant locales in creating markets.The preeminent change proposition by the
administration of India drove by the rising the FDI edge in the Indian protection market from 26% to 49%
would be an acknowledged exertion for various organizations longing for to join the part or build up the
ownership of their current cycle FDI in the Insurance market, as proposed in the Insurance Act 1938, is
acknowledged in the intuitive course (Grazy & Parimalarani, 2020). This may be responsible for the
request that organizations getting an FDI plan to procure basic approval from the IRDA for initiating
protection exercises and consequently protection assets are well suitable for advancing public structure.

FDI has a basic job in the budgetary development of the nation. After the advancement of FDI
control in the Retail division, Power Trading, Communications, and Aviation area the Indian Cabinet
Committee on Economic Affairs (CCEA) is seriously anticipated to expand the FDI top in the Insurance
part of India. A solid proposal for lifting FDI breaking point to 49% in the Insurance field from the current
limit of 26% has been offered to the panel for right underwriting in the briefest period. This raise in as far
as possible in the protection field will be abundantly esteemed by both public and universal firms, for the
explanation of expanding their insurance agencies under different protection gatherings.

The primary goal of this paper is to inspect the monetary impacts pronounced by the protection
delegates due to the development of FDI in the protection field. The exploration features the significance of
FDI in the protection area as declared by the example of the examination with four different degrees
incorporate money related impacts, administration effect, benefits, and general effect on the protection part.
Research Methodology

Research methodology can be categorized into two major categories i.e. quantitative research
and qualitative research (Glesne, 2016). In this research, a limited amount of data is required regarding
the equity investment by foreign investors. This is the reason that this report will be using qualitative
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research methodology for making conclusions. In addition to that source of information that will be used
in the given scenario will secondarily sources. A specific secondary resource that will be used in the
given scenario will be an annual report issued by IRDA regarding all the business organizations operating
in the Insurance sector. For a much more detailed analysis of all the business organizations operating in
the sector has been divided into two major categories i.e. insurance companies and General, Health, and
reinsurance companies. analysis in the given scenario will be undertaken for the year ending 2015, 2016,
2017, and 2018.
Research Hypothesis
H1: There is no significant difference in the FDI investment made in public and private sector

organizations.
H2: There is a significant difference in the FDI investment made in public and private sector

organizations.
Data Interpretation and Analysis

As it is already discussed in the methodology section that this research paper will be using the
secondary source of information i.e. reports issued by IRDA. IRDA stands for insurance regulatory and
Development Authority. this organization is responsible for the regulation of all the Insurance sector
organizations operating in India and it issues statistical reports for the insurance sector on an annual
basis.

According to the current regulations in India it is allowed for Insurance sector organizations to
have 49% of the total capital finance to buy foreign investors. This is an upper limit which means that
more than 49 % of the total capital cannot be held by foreign investors. data in the given scenario will be
categorized based on categories of insurance i.e. life insurance and other insurance. Data presented in
the given scenario has already been categorized into government and private sector organizations.
The Equity Share Capital of Life Insurance
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In the above section of the report, it can be analysed that majority of the business organizations
that are operating in the Insurance sector of India are private sector organizations. The total equity capital
of these organizations has increased from 27164 crores to 27515 crores. total investment in the year
2018 made by foreign and domestic investors is around 351 crores in the Insurance sector. Based on this
report, it can be analysed that majority of the business organizations that are operating in the private
sector have invested more than 40% of their investment through foreign investors. It means that these
organizations are taking full advantage of the policy of foreign investment liberalization provided by the
government. Business organizations like Aviva Life, AGON life, Aditya Birla Sun Life, Bharti Axa, DHLF,
and various other companies have 49% of their equity capital finance through foreign investors (IRDA
2018). In addition to that, all the other organizations are also heavily invested by foreign investors. all the
business organizations operating in the Insurance sector of India during the year ended 2019 have at
least 26% of their equity capital finance through foreign investors.

Public sector organization operating in this industry is Life Insurance Corporation. The total
market capitalization of LIC in the year 2019 has been 100 crores only. No investment has been made by
private domestic investors in this company during the financial year 2019. In addition to that, there is a
0% equity shareholding of foreign investors in this public sector organization.
Equity Capital of General, Health and Reinsurance Companies
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In the case of General, Health, and reinsurance companies, all the business organizations can
be categorized into four major categories i.e. private-sector insurers, public sector insurers, standalone
insurers, and specialized insurers. Among all of these organizations, it can be said that only public sector
organizations have not taken any equity investment from foreign investors. Four organizations are
operating in the public sector of this industry as opposed to only LIC operating in the life insurance
segment. All of these four organizations have 0% equity investment from foreign investors.

All of the Other organizations have taken a significant amount of foreign investment. The
aggregate total of foreign investment in the Insurance sector of India has been around 23 % of the total
equity capital. Total foreign investment in private sector organizations has been around 30% of
organizations like Bharti AXA, Liberty general insurance, IFFCO Tokio, etc. have taken 49% of their
investment from foreign investors (IRDA, 2019).

After a detailed analysis of the collected data, it can be said that the capital structure of private
and public sector organizations operating in this industry has been different from each other. Private
sector organizations are a preference to take investment from foreign investors as opposed to the case of
public sector organizations. The majority of the private sector organizations are taking 49% of their
investment from foreign investors. On the other hand, public sector organizations are not taking any
investment from foreign investors so which is the reason that a hundred percent of their equity capital is
financed from domestic sources. The majority of the financing done in public sector is indeed from the
government. This type of capital structure might be maintained by public sector organizations to maintain
transparency of operations with the investors. On the other hand, private sector organizations are taking
heavy investment from foreign investors as domestic investors are not willing to invest in this sector. This
is because domestic investors in India are not high-risk takers and the risk factor involved in the sector is
very high.

Based on data interpretation and analysis it can be said that HI is correct i.e. there is a
significant difference between the capital structure of private and public sector organizations operating in
the Indian insurance sector.
Conclusion

On an overall analysis of the data as well as literature review, it can be said that there is a
requirement of more FDI investment in India to increase market penetration. insurance penetration in
India is not appropriate under the density of population and it will be increased with the help of foreign
direct investment in the future. Data interpretation and analysis section has identified that there is a
significant difference between the type of capital structure in private and public sector organizations. It
can be said that the majority of private sector organizations have foreign direct investment up to the limit
allowed by the government. On the other hand, public sector organizations are not taking investment
from foreign investors.
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