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ABSTRACT 

As a largest democracy India is no doubt a developing economic ecology and many 

economists consider it an attractive hotspot for financially inclusion, in particular 

generalization specially for rapidly growing and changing insurance market spatial space. 

Indian insurance industry is one of the sunrise sectors with huge growth potential. Foreign 

direct investment pivoted deceive functionalistic role in the economic development of the 

country. However, Foreign Direct Investment (FDI) is injected in the insurance spatial 

space, and despite many years of regressive prejudice, the correlated regulations are still not 

paradigm shifted and there are still lots of pre-requisites. Foreign Investors are interpreted 

India, ready for a piece of the action in the insurance market, but there are still plethora of 

uncertainties, restrictions and potential socio-economic risks. However, the Government is 

gradually taking steps to liberalize the sector. Due to economic liberalization initiated few 

years ago have evitable bringing in new investments from global giants and the government 

was hard to hypothetical generalized the facilitate global integration by assimilating trade 

retrospections for the free diffusion of technology, intellectual and financial imperialism. 

Thus, liberalization of insurance creates an environment for the generation of long term 

contractual funds for infrastructural investments. This research paper’s objectives are to 

investigate the Indian insurance industry and review present policy regulations with an 

ideological perspective of foreign institutional investors so as to gain an understanding of the 

current position on FDI, as well as an overview of the Indian Policy and Regulatory 

Environment.  
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INTRODUCTION 

A milestone was achieved when the nation 
decided to privatize the industry along 
with requisite regulations. The industry 
functionalism comes under a monopolistic 
sphere for several decades thereafter. 
However, other stigma textured such as 
least reach and penetration of enterprise 
and deteriorating servicing standards. 
Indian insurance sector was liberalized in 
2001. Liberalization has entailed to the 
correlation of the largest insurance 
companies in the world, who have taken a 
strategic view on India being one of the 
top precedence emerging markets. The 

Insurance industry in India has endured 
transformational changes over the last 12 
years [1]. FDI in insurance remains a 
widely contested and burning issue in 
India’s economic and political 
environment. Paradigm shifts in the 
regulatory environment had path-breaking 
impact on the development of the industry. 
While the insurance industry still melees 
to proceed out of the shadows cast by the 
challenges and uncertainties of the last few 
years, the strong essentials of the industry 
promise well for a roadmap to be tired for 
justifiable long-term growth. 

 

mailto:Manishagahlawat2105@gmail.com


Assimilative Functionalism of FDI                                                                                                             Gahlawat 

 

 

 
2 NJEPDM (2018) 1–6 © Consortium e-Learning Network Private Limited 2018. All Rights Reserved 

 

The three most deceive generalized in 

queries asked frequently by foreign 

investors are: 

(1) What methods of FDI in insurance are 

currently acceptable in India and what 

is the policy?  

(2) What are the key impediments 

concerning FDI policy change in 

India’s insurance industry?  

(3) How can policy acculturate to mitigate 

the risk of FDI in insurance for India 

and its domestic markets? 

 

The following segments provide answers 

to these questions. 

 

INSURANCE INDUSTRY IN INDIA – 

OVERVIEW 

In India, protection has a profound 

established history. It discovers specify in 

the Ideology of Manu (Manusmrithi), 

Yagnavalkya (Dharmasastra) and Kautilya 

(Arthasastra). The ideological point of 

view talks as far as pooling of assets that 

could be re-disseminated during accidents, 

for example, fire, downpours, rages and 

starvation. This was most likely a pre 

cursor to cutting edge protection. Ancient 

Indian history has well-kept-up the most 

punctual hints of protection as marine 

exchange and bearers’ agreements. 

Protection in India has advanced after 

some time intensely drawing from 

different nations, England specifically [2]. 

 

Preliberalization Phase 

1818 saw the vital part of extra security 

business in India with the foundation of 

the Oriental Life Insurance Company in 

Calcutta. This Company however bombed 

in 1834, 1870 saw the delineation of the 

British Insurance Act. This period, in any 

case, was ruled by remote protection 

workplaces which improved the situation 

business in Indian economy. The Indian 

Life Assurance Companies Act, 1912 was 

the main statutory body measure to control 

life business. In 1928, the Indian Insurance 

Companies Act was established to useful 

to the Government to assemble geometric 

information about both summed up and 

particularized business executed in India 

by Indian and outside guarantors including 

provident protection social orders. In 1938, 

with a view to protective the enthusiasm of 

the Insurance open, the prior enactment 

was going with and outlook changed by 

the Insurance Act, 1938 with 

comprehensive assimilative arrangements 

for agent control over the useful exercises 

of guarantors [3]. 

 

The Phase of Nationalism 

In nationalized phase Regulation was 

issued on 19th January, 1956 nationalizing 

the Life Insurance sector and Life 

Insurance Corporation encountered into 

existence in the same year. The LIC 

assimilated 154 Indian, 16 non-Indian 

insurers as also 75 provident societies – 

245 Indian and foreign insurers in all. The 

LIC had monopolistic nature till the late 

90s when the Insurance sector was 

resurrected to the private sector. Due to 

new economic reforms i.e., liberalization, 

privatization and globalization, the 

insurance sector was renovated to the 

private sector [4].  

 

In 1993, the Malhotra Committee was 

organized by the government for 

conducting an interpretative analysis on 

insurance, in its report in 1994 stated that 

only 22% of the Indian demographic strata 

are underwrote and commended that the 

private sector be legitimate to enter the 

insurance industry. On sanctions of the 

Malhotra Committee report, in 1999, the 

Insurance Regulatory and Development 

Authority was established as a sovereign 

institution to regulate and develop the 

insurance industry.  

 

Postliberalization Phase 

The IRDA liberalized in August 2000 with 

the invitation for submission for 

registrations. The bill tolerates foreign 

equity stake in domestic private insurance 
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companies to maximum of 26% of the 

total paid-up principal and seeks to 

provide legislative prestige to the 

insurance regulator. Foreign companies 

were allowed ownership of up to 26%. In 

December, 2000, the affiliates of the 

General Insurance Corporation of India 

were reorganized as independent 

companies and at the same time GIC was 

adapted into a national reinsurer. 

Parliament passed a bill de-linking the four 

divisions from GIC in July, 2002. Today 

there are 45 private sector insurance 

companies.  

 

FDI IN INSURANCE – A 

HISTORICAL PERSPECTIVE 

Insurance in India initiated without any 

procedures in the nineteenth century. After 

the independence, the Life Insurance 

Concern was nationalized in 1956, and 

then the general insurance business was 

nationalized in 1972. The LIC had 

monopoly till the late 90swhen the 

insurance sector was regenerated to the 

private sector. In 1998 the dresser decides 

to allow 40% foreign equity in private 

insurance companies and 26% to foreign 

syndicates and 14% to nonresident and 

investors (FIIs) but again in 1999 the 

committee selects that foreign equity in 

private insurance should be caped to 26%.  

 

In 1999, the Insurance Regulatory and 

Development Authority (IRDA) were 

constituted as a sovereign body to direct 

and build up the protection business. Since 

end of 2000; While Life protection has 

been privatized. Indian Government has 

changed the passage entryway for outside 

players with a greatest of 26 for every 

penny of remote holding and privately 

owned businesses in Life protection part 

(World Bank Economic Review 2000). 

 

At show there are 44 private insurance 

agencies approved by the Insurance 

Directing and Development Authority 

(IRDA) working in the nation. These 

involve 23 extra security, 17 general 

reimbursement and four medical coverage 

organizations, since the protection part 

was changed for private area in the year 

2000. These are for the most part joint 

ventures between the Indian promoters 

who hold up to 76% and outside scope 

organizations that hold up to 26% as 

commanded by the law. 

 

The legislature made a particular board to 
manage update of FDI in India and to be 
the sole office to deal with issues 
identified with FDI. The “Outside 
Investment Promotion Board” (FIPB) as it 
is known, is led by the Secretary Industry 
(Department of Industrial Policy and 
Promotion or DIPP) inside the workplace 
of the Prime Minister. Its key targets are to 
advance FDI in India with venture 
headway exercises both locally and 
universally by helping interest in the 
nation through worldwide organizations, 
NRIs (non-occupant Indians) and different 
types of remote investors [5]. 
 
POLICY AND REGULATORY 

ENVIRONMENT 

Due to Deviations in the regulatory 
environment substantially impacted the 
industry dynamics. Apart from macro-
economic, social, and demographic growth 
carters, the evolving regulatory landscape 
had a significant impact on the FDI trends 
in the industry. The regulatory and 
supervisory policies are being restyled and 
reoriented to meet the new challenges and 
prospects in this Industry; however, the 
current policy allowed FDI up to 26%.  
 
Key regulatory changes are: 
 
1999:  IRDA Bill cleared and progression 
of the division and arrangement of a free 
controller  
 
2001:  IRDA obstacles Third Party 
Administrator directions (TPAs) and 
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outside players permitted entering with 
FDI top of 26%.  

 
2002:  IRDA protection merchants and 
corporate operator direction.  
 
2006:  Entry of Standalone medical 
coverage players permitted.  
 
2007: Creation of Indian Motor Third 
gathering Insurance Pool and Price 
Desertification. 
  
2011:  Merger Acquisition Guidelines.  
2012:  Introduction of Declined Risk pool, 
TP premium increment. 
 
FDI in the Insurance Industry, as 
prearranged in the Insurance Act, 1938, is 
permitted under the programmed course. 
This will be liable to the condition that 
Companies acquiring FDI should 
accomplish vital permit from the Insurance 
Regulatory and Development Authority 
for mission protection exercises. FDI up to 
26% in the Insurance Industry is permitted 
on the programmed course subject to 
getting permit from Insurance Regulatory 
and Development Authority (IRDA). FDI 
is permitted under the intuitive heading 
without earlier assention both of the 
Government or the Reserve Bank of India 
in all goings-on/segments as organized in 
the amalgamated FDI Policy, issued by the 
Government of India every once in a while 
[6]. For the most part Indian organizations 
went into a joint wander with the outside 
organizations to do helpfully the matter of 
protection. 
 
Some of the key legislation that could have 
aim pending control on foreign investors 
setting up in India is listed as below: 
(i) Insurance Act, 1938 
(ii) Life Insurance Corporation Act, 1956 
(iii)General Insurance Business 

(Nationalization) Act, 1972 
(iv) Insurance Regulatory and 

Development Authority (IRDA) Act, 
1999 

(v) Actuaries Act, 2006 

CURRENT STATUS OF FDI 
REFORMS IN INDIAN INSURANCE 
INDUSTRY 
The Insurance Improvement Bill to raise 
FDI cap in the insurance industry from 26 
to 49 per cent has been pending in the 
Rajya Sabha since 2008. India is full of 
budding but hit by regulatory sprints, a 
sharp dip in GDP growth and uncertain 
market circumstances. Even though 
existing rules allow FDI up to 26 per cent, 
several foreign players have quit India. 
The hike in FDI cap is theme to 
parliamentary nod, not a relaxed 
commission particular that the sovereign 
combination is in a marginal. At present 
foreign investment in private insurance 
companies is circumscribed to 26% of 
their capital, which is now anticipated to 
be increased to 49% by passing a 
correction to the Insurance Act. The 
development if it grows passed in 
Parliament will be big enhancement the 
industry. According to industry observers, 
a lot of worldwide companies must be 
coming up to enter India and an auxiliary 
introductory up of the sector will give 
them an admittance argument. Bill to raise 
FDI cap in the division is pending in the 
Rajya Sabha for authorization. 
Presentation essentials to be appropriate by 
two ranks at Mindless Agreement – by the 
Kingdom’s Central Bank, the Reserve 
Bank of India (RBI), Mumbai and business 
to winning license from IRDA.  

 

SWOT ANALYSIS 

Strengths/Opportunity  

• Assortment of original yield stake 

stayed flung to accommodate to 

changed subdivisions of the market, 

while traditional negotiators stayed 

improved by new water ways plus the 

Internet and bank branches.  

• These changes were influential in 

thrusting business advance, in real 

terms, of 19% in life extras and 11.1% 

in non-life perks between 1999 and 

2003.  

• India has a hefty populace with an 

escalation in its per capita income.  
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• India’s middle salary is swiftly 

collective evolving as a commercial 

market.  

• India’s enlightening grade and industry 

fundamentals will maintenance faster 

progression in per capita salary in the 

coming eons, which will convert into 

tougher andante for assurance yields.  

• Strong progression can be unrelenting 

for 30–40 years before the arc ad 

extent satiety.  

• There is profusely of room for 

progression in delicate design, strength 

and other problem classes.  

• Rising industrial income and risk 

responsiveness will be the vital spurs 

to goading more mandates for these 

lines of commerce in the future.  

• Health insurance might theoretically 

have ancestral role in dynamic 

insurance market enlargement forward.  

 

Weakness/Threats 

• India is among the lowest-spending 

country in Asia in veneration of getting 

handling (China, which spent USD 

36.3 per capita on indemnification 

products and Indian spent USD 16.4).  

• Straight after the liberalization of the 

insurance sector, the communal sector 

Insurance companies have succeeded 

to dominate the insurance market.  

• In the long run, other customs of non-

price antagonism like bellicose 

commercial wars are prospective to 

prime for growing costs, ultimately 

impairing the comforts of the 

consumers.  

• A key contest for India’s non-life 

insurance division will be to 

modification the remaining charge 

edifice. From an evaluating perception, 

the Indian non-life subdivision is quiet 

severely measured 

• Protection is only as long as by GIC. 

• While the insurance business is highly 

strenuous in India, the share of 

imported establishments is low.  

• Resilient advance diagnose carriage 

burden on the industry, and the 

expensive at bulky, to better succeed 

the revelation to accepted liabilities.  

• Disputed Standing of the Peripheral 

Friends [7].  

 

THE NATIONALIZED ERA 

The Insurance Modification Act of 1950 

Annihilated Principal Involvements. Still, 

there were a large numeral of insurance 

companies and the near of antagonism was 

high. There were also accusations of 

prejudicial employment observes. The 

Administration of India, therefore, 

categorical to municipalize insurance 

business. A regulation was issued on 19th 

January, 1956 make public the Life 

Insurance division and Life Insurance 

Corporation emanated into actuality in the 

same year. The LIC immersed 154 Indian, 

16 non-Indian guarantors as also 75 

sensible societies – 245 Indian and alien 

insurers in all. The LIC had trust till the 

late 90s when the Indemnification sector 

was renewed to the private sector. This 

phase has appreciated indemnification 

come a full group in an excursion 

compassing to nearly 200 years. The route 

of re-liberalizing of the zone had 

originated in the early 1990s and the last 

epoch and more has grasped it been 

liberalized up markedly. In 1993, the 

Regime set up a commission under the 

chairmanship of RN Malhotra, anterior 

Governor of RBI, to propose sanctions for 

transformations in the insurance sector. 

The committee submitted its report in 

1994 wherein, among other effects, it 

commended that the private sector be 

legitimate to enter the insurance industry. 

They identified that extraneous syndicates 

be endorsed to enter by uncontrolled 

Indian companies, sooner a joint gamble 

with Indian partners. Entailed the blessings 

of the Malhotra Committee report, in 

1999, the Insurance Regulatory and 

Development Expert onlooker was 



Assimilative Functionalism of FDI                                                                                                             Gahlawat 

 

 

 
6 NJEPDM (2018) 1–6 © Consortium e-Learning Network Private Limited 2018. All Rights Reserved 

 

organized as a sovereign body to legalize 

and change the insurance industry [8]. The 

IRDA undone up the market in August 

2000 with the solicitation for application 

for listings. Foreign companies were 

tolerable proprietorship of up to 26%. In 

December, 2000, the affiliates of the 

General Insurance Corporation of India 

were generalized as independent 

syndicates. 

 

CONCLUSION 

Despite the paradigm shift in current 
policy and regulatory environment not 
being ‘perfect’ succession for foreign 
investors, there are clearly accelerated 
towards enlightened the current position 
and facilitating FDI inflows without 
having a detrimental impact on different 
sectors of the economic ecology. ‘26% 
insurance FDI cap in India is lowest in 
world’ that is why most of India's 24 
insurance companies have lost money in 
the past decade, hit by restrictions on 
foreign holding and by regulatory changes. 
The Cabinet approval of 49 per cent 
foreign direct investment in insurance is 
definitely a very positive sign, though we 
still need to wait and see whether it gets 
unfurnished by Parliament. Nonetheless, it 
indicates the government recognizes the 
capital desires of the insurance production 
and is delightful steps towards spanning 
the capital gaps. In addition, it adds the 
improvement of the flaring current account 
deficit being sponsored through greater 
capital account, non-debt, FDI invasions. 
The paybacks of the increased FDI would 
be grasped more in the lengthy term than 
in the short term. Most bulging insurance 
companies have a hypothetical 
manifestation in India and will be able to 
increase their shareholding. This is also a 
hole-in-the-wall for Indian publicists to 
exit the protection business if they feel it is 
not a part of their core progress tactic. 
Generally, this would incline to fashion a 
location, which comprises of stakeholders 
who are prepared to finance and to stay 

unswerving to the Indian indemnification 
growth story. Many universal studies have 
predictable that the insurance industry in 
India can grow by over 125 per cent in the 
entailed 10 years. In fact, India has been 
notorious as one of the loosest budding 
insurance markets. The current policy is 
trying to boost Joint Gambles in insurance 
industry so as to boost the native insurer’s 
progression in this spatial space. However; 
there is also the risk that some overseas 
guarantors will not be fascinated in 
spending unless they have 100% 
proprietorship and that the modern policy 
will preclude them from cherry-picking 
India as an Insurance destination.  
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