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Tide turns as Ulips come of age

A regulatory environment that focuses on customer protection while being pragmatic is the need of the hour

ANUP RAU

HE year 2015 will go
down as a watershed
year in the history of
life insurance in India.
The Insurance Laws
(Amendment) Bill, 2015 passed by
Parliament in March 2015 has the
potential to change the landscape
of the industry. The long-standing
demand of the industry for in-
creasing FDI to 49% has become a
reality allowing the several insur-
ers to access the much-required
growth capital apart from several
other changes influencing the en-
tire value chain from distribution
topolicy servicing to claims.
TheBillalsolaid thefoundation for
another eagerly awaited regulation;
that of enabling open architecture in
bancassurance which saw the light of
the day after a wait of six years. The
IRDAI has been vested with greater
powers to usher an era of responsive
regulations; the need of the hour is to
havearegulatoryenvironmentthatis
focused not just on customer protec-
tion buteducation as well while being
pragmatic and mindful of the ground
realities and challenges faced by the

industry. TheBilllaysequal emphasis
onmarketconductandconsumer pro-
tection envisaging onerous penalties
for insurers in case of any breaches
and the somewhat contentiouslaw for
‘non repudiation’ of claims on any
grounds whatsoever, if intimated af-
ter three years, thus enabling holistic
development of the industry.

ULIPs back in favour, unabated
rise of bancassurance: FY16 also
witnessed the return of the industry
to the growth path. Before we begin
celebrating the turning of the tide, it
isimportanttounderstand thereason
behindthisgrowth.Fortheprivate in-
dustry, this growth is primarily
linked to the resurgence of unit-
linked insurance plans (Ulips) which
in turn is driven by the prevailing
bullish sentiment in the equity mar-
ket. However, we should be circum-
spect in proclaiming the ‘coming of
age’ of Ulips since the current rush
for Ulipshaslittletodowith its intrin-
sic value proposition and everything
to do with the returns that the mar-
kets have delivered in the past 18
months.

The Ulips are in-
herently  market-
linked productsand,
therefore, the sales
are bound to be influ-
enced by the perfor-
mance of the stock mar-
ket.

However, that also
makes Ulip sales vulnera-
bletothe vagariesof themar-
ket. We have seen this play out in the
past, Ulips in their new avatar have
been in existence since 2010, however,
their sales continued to be de-

pressed till the second half of 2014
when the currentbullrun in the stock
market began. Thus any growth that
issolely driven by Ulips isbound tobe
volatile and as a life insurance indus-
try, which is considered to be a safe
haven for customer’s money, we
should be able to deliver steady and
long-term growth rather thatspo-
radic periodsof hyper growth.
Anotherpersistentchallenge
associated with Ulip sales is that
stock market returns over the
short term are wrongly extrapo-
lated to lead customers to expect
similar returns over a longer period.
Despite knowing Ulips are market-
linked products, the perception about
life insurance being a ‘safe’ invest-
ment is so overwhelming that it leads
customers to expect some kKind of im-
munity from the sudden shocks of
equity markets. Unless we, as
an industry, have arobust
control mechanism
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to safeguard customers against
false expectations and ensure that
Ulips are sold as along terms savings
plan rather than a short-term invest-
ment, we should be extremely cau-
tious in cashing in on sentiment dri-
ven Ulip salesfor growth.

Apart from Ulips, the bancassur-
ance segment continuesto grow as it
has for the past four years. Howev-
er, this growth is restricted to in-
surers who have access to this
channel withbank-promoted
insurers controlling over
two-thirds of the privatelife
insurance market. While
the new corporate
agency regulations do

enable democratisation of ban-
cassurance growth, that will
depend on how many banks
adopt open architecture,
in letter and spirit, in the
comingyear.
LIC fared relatively
better in 2015 compared to
2014 when itwashitbya
complete overhaul in
its product portfo-
= lio following
changes in product
regulations in January 2014. It has
been declining for the last three fi-
nancial years with 2014-15 witness-
ing its sharpest decline yet with in-
dividual weighted received
premium 27% lower than the previ-
ous year. This year, the decline has
been much lower, although itis amat-
ter of concern that the decline is con-
tinuing despite amuch lower base.
Insummary; 2015 saw growthreturn
to the industry, but core challenges re-
main making its sustainability debat-
able. Thus, while the current financial
yearhaswitnessed somegrowth, ithas
been Ulip-driven and given pastexperi-
ence, we know this growth is not sus-
tainable. In fact, even bancassurance
growth for the current year is largely
driven by disproportionate Ulip sales
which makes the growth even more
skewed.Ontheotherhand, thenumber
of agents continues to decline. Life in-
surance penetration, which touched a
high of 4.6% in 2010, has been on a de-
clinehitting3.1% in 2014.
Assignificant partof the opportuni-
ty lies beyond the top urban centres
andagencyhasthestrongest presence
in these locations. So, agency decline
compromises our ability to increase
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D Firststep: Ulips are inherently
market-linked products and
therefore the sales are bound to be
influenced by the performance of the
stock market

» Some worries: Even bancassurance
growth was largely driven by
disproportionate Ulip sales which
makes growth more skewed

» Reality check: In summary, 2015
saw the industry returnto growth,
but core challenges remain, making
its sustainability debatable

life insurance penetration.

Atthesametime, persistency, while
improving, is still significantly lower
than other parts of the world and sim-
ilar markets in Asia. This is again
linked to distributor attrition. With
continuous exodus of agents, the or-
phan policy numbers are on the rise
and for most insurers, the persistency
of thisbook is 10-15% lower than that
of policies of in-force agents. For
steady and long-term growth, the pri-
vate industry will have to look at a
more balanced product and channel
mix. Unlessweareabletodothatalong
with a turnaround in the fortunes of
the agency channel, which requires
an environment that encourages peo-
ple to become and continue as an
agent, we willnotbe able toensure sec-
ularand sustainable growthfor thein-
dustry.
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