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Introduction 

Risk is an inherent part of life and the Insurance sector is considered as a backbone for this 
management processes undertaken by the country. This is one of the primary reasons that specific 
rules and regulations are developed by the government to support the insurance sector and its growth. 
One of the reasons that foreign direct investment was introduced in the Insurance sector was to 
increase the risk coverage capabilities of these organizations towards the Indian population. The 
population of India is a very high and a significant number of people are living below the poverty line. 
Due to the lack of insurance companies in India overall premium of insurance is also very high which 
results in less insurance penetration. This is because the demand for insurance policies is significantly 
higher as compared to the supply that results in higher prices of insurance premiums. This is one of 
the primary reasons that FDI was introduced to increase the market capitalization of insurance 
companies. The main focus of this report will be to identify a relationship between profitability and 
FDI investment in the insurance sector. This analysis will be undertaken separately for public sector 
organizations and private sector organizations operating in this industry. 

Research question and objective 

There are variously internal and external factors that can affect the profitability of an organization and 
one of the factors is its capital structure. The primary research objective in the given scenario will be 
to identify whether FDI in the equity capital of a company is affecting its profitability or not. In addition 
to that in what manner the FDI investment is affecting the profitability will also be analysed with the 
help of this report (Myers, 2019). The profitability of the private sector and public sector organizations 
will be compared with the increase and decrease in FDI investment over four years. The research 
question in the given scenario will be-  

Is there is a direct relationship between profitability and FDI investment in Insurance sector 
companies?  
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Literature review 

Protection contains a profound established history in India. India has shown up a protracted route 
since the changes in the economy in 1991, moving from 5 % of development rates into the 7 to 9 % 
circle development rates. This development is controlled by the changes in the economy, linkages, and 
private enterprise to the blast of the worldwide economy. In India, the LIC (Life Insurance Corporation) 
is one of the speediest creating areas, as the legislature allowed FDI and private players up to 26 %, 
since 2000. Life coverage was nationalized by incorporating the LIC in India, 1956. The market of extra 
security will see a solid rivalry with the start of creating markets to the opposition, there was more 
noteworthy energy to the development of interest and volumes may start directing the financial valuing 
and sizes.  

In India, the protection area is immature still when contrasted with the created countries, and 
regardless of private players, at present, allowed the passage to this division and there is just a limited 
quantity of suppliers. The FDI may raise the insurance agency's check and can likewise fabricate 
attainable best plans at lower costs. However, the cautious thought is expected to ensure that venture 
stays for the long haul and doesn't get pulled back, organizations withdrawing and their local 
purchasers in the hopeless state, and not all advantages are moved outside the country but rather some 
spent or reinvested in the country (Dave & Mishra, 2020). The guidelines are required to be continued 
to ensure that the insurance agencies are the topic of related and exacting administration.  

There are moves towards upgrading the ongoing area and encouraging FDI's inflows with no impact 
on the other financial parts. The upsides of raised FDI may be seen more in the long haul when 
contrasted with the present moment. The most acclaimed protection firms contain the nearness in 
India and ready to build their shareholdings. There is a danger for protection business advertisers in 
India as they expected to confront the opposition from the unfamiliar firms. Broadly, this may prone to 
produce sound rivalry. The ongoing arrangement is endeavouring to propel the joint endeavours in the 
protection firm to improve the household development of guarantors in the locale. There is likewise 
some hazard in some unfamiliar guarantors won't keen on sparing except if they contain 100% of 
proprietorship and the current strategy will spare them from choosing India as the objective of 
protection.  

The entrance of protection, upkeep of adversary's levels dependent on the budgetary development and 
dispensable accessibility salary when all is said in done hands of man more eagerly than restriction 
quantum among the open and private area. The Indian money related framework created from 5.5 
percent in the year 2000 to 10.1 percent in the year 2010, by how this segment was begun; hence, the 
infiltration of protection part rate remained on the climbing side. The rivals contain that just FDI isn't 
the assessing variable to pass judgment on the segment's exhibition. There might be an interminable 
overcome on the advantages and downsides of FDI in any of the financial parts. The FDI is considered 
as the worldwide certainty that needs to come to remain. To solidify the accomplishments, which raised 
FDI is the fit for getting the country, the resulting steps required to be considered as the country 
requires giving the more prominent consideration to the structure of the framework, at first. At that 
point, India needs to disregard ridiculous restrictions of exchange since an excessive number of 
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constraints are postpone financial specialists who contain better other options (Chawda, 2020). The 
third step is needed to improve the provincial organization with more two-sided settlements 
moderately remaining in the separation. After that, there must be a noticeable improvement in the 
administration workmanship and it mustn't remain limited to the administration space alone.  

FDI benefits and different FDI impacts identified with protection segments, the primary point is to 
perceive whether the FDI advantage is great for the client or not while buying the arrangement of life 
coverage. The diverse factor that is generally best by the client during buying the results of protection 
area as follows: protection strategies value; decisions accessible for the top-notch instalment whether 
twice per year, every year, month to month and quarterly, the permeability of the item in the market; 
protection suppliers' image and home age and pace of return (Nithya, Gomathinayagam & Arulmozhi, 
2019). The FDI contains the hugest effect on the country's exchange balance, move of imaginative and 
innovation abilities, thoughts, and basic business atmosphere and rising work aptitudes and principles. 

Research methodology 

The qualitative research methodology will be used in the given scenario for the collection of data and 
its interpretation. This research methodology is primarily focused on two major factors i.e. profitability 
of insurance companies and change in FDI investment. This cannot be done for every business 
organization operating in this industry separately as it will be too complicated (Easterby-Smith, 
Thorpe, Jackson & Jaspersen, 2018). This is the reason that a report issued by the Insurance Regulatory 
and Development Authority has been used in the given scenario. This report has provided a detailed 
description of the changes in FDI investment over four years along with the change in profitability. It 
can be said that this report will be using sources of information for collecting the data. it will help in 
maintaining the quality and accuracy of data. 

Research Hypothesis 

H1: There is a direct relationship between profitability and FDI investment in insurance companies.  

H2: There is no visible relationship between profitability and FDI investment in insurance companies.  

Data interpretation and analysis  

FDI investment 

In Life Insurance companies 

2017-2018 
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Based on the data collected regarding life insurance companies it can be said that the majority of the 
FDI investment is identified in the case of private sector organizations. Over four years under 
consideration, there is 0% FDI in Life Insurance Corporation. Life Insurance Corporation is the only 
business organization from the public sector that is operating in this industry. On the other hand, there 
has been no significant change in the FDI investment made in private sector organizations. Total FDI 
investment in the year ending March 2017 among all the business organizations operating in the 
private sector was around 34.83%. This FDI investment has increased marginally to 35.49% in the year 
ending March 2019 (IRDA, 2019). It can be said that this increase in FDI investment is not very 
significant. The primary reason behind this primary reason that there has been no significant change 
in FDI investment is that rules and regulations regarding FDI investment have not changed in these 
four years. In all four financial years, business organizations were allowed 49% of foreign direct 
investment, and the majority of the organizations have already achieved this limit. 

In General, Health and reinsurance companies 
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A similar trend can be identified in the case of General, Health, and reinsurance companies. The 
majority of the foreign direct investment in these companies is also identified in the case of private 
sector organizations and standalone organizations. All the other categories of general insurance 
companies i.e. public sector companies, specialized insurers, and insurance does not have any kind of 
foreign direct investment in all the financial years and the consideration. in addition to that, there is no 
significant change in the total percentage of FDI over four years under consideration. The total 
percentage of foreign investment has decreased from 31.18% to 29.79% over four years (IRDA, 2019). 
this is also because the change in government regulation regarding FDI investment was not made in 
these four years. 

Profitability  

Life insurance companies  

 

Profitability for organizations under consideration can be identified based on profit after tax generated 
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by these organizations over 2 years. The overall profitability of insurance sector companies has 
decreased from 8511.91 crores in 2017-18 to 8435.81 crores in 2018-2019. On the other hand, it can 
be said that private sector organizations are the primary reason that profitability of this sector 
decrease. Overall profitability of Life Insurance Corporation i.e. public sector organization has 
improved by 242 crores where is the profitability of private sector organizations has decreased by 317 
crores (IRDA, 2018). One of the primary reasons behind this downfall in the profitability of private 
sector organizations might be the number of organizations operating in the private sector. The 
profitability of weaker companies will also affect the industry average. 

General and Health insurance companies  

 

 

Health and general insurance company's public sector companies have incurred a huge loss in the 
financial year 2017 and 2019. Currently, public sector organizations are operating at a loss of 3287 
crores. on the other hand, the profitability of private sector insurance in this segment has improved 
over the first three years under from 1333 crores in 2016 to 3798.33 crores in 2018 (IRDA, 2016). 
There is a downfall of profitability in the year 2019 as profit after tax has decreased to 3584 crores. 
Still, private sector organizations have been able to maintain significant profitability as compared to 
public sector organizations. Based on this analysis can be said that there is no identifiable relationship 
between the profit generation capabilities of insurance companies and their FDI investment. This 
might be because there have been no significant changes in FDI investment in the past 4 years due to 
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constant rules and regulations. Other factors are affecting the profitability of the company that is 
beyond the control of investors. Researchers might be identifiable if the amount allowed to be invested 
by foreign investors is increased from 49 % to 74% in upcoming financial years (IRDA, 2017). 

Conclusion 

On an overall analysis of this report, it can be said that profitability is playing a very minor role in the 
Insurance sector. There is a very limited number of business organizations controlled by the 
government operating in this industry whereas the number of private sector organizations is very high. 
After comparing the profitability of business organizations operating in the insurance sector with FDI 
investment it is concluded that there is no identifiable relationship between these two factors. Life 
Insurance Company (LIC) has improved its profitability irrespective of the foreign direct investment as 
compared to life insurers operating in the private sector. On the other hand, in the case of health and 
general insurance, the private sector is operating with higher profitability. this contrary analysis in both 
the segments is the reason that no conclusive evidence can be identified. 
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