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Large gaps exist in life insurance coverage in India.  The 

paper examines this issue through a supply-side lens by 

examining the two key features—the distinction 

between the agent and the broker model and the 

alignment of incentive structures with product life-cycle 

servicing. Regulations rely on disclosures to clarify the 

agent–broker distinction to customers, but conflicts 

of interest may prevent intermediaries from making 

these disclosures. Without such transparency, 

commission-driven sales can result in mis-selling, 

irrespective of the intermediary being a broker or an 

agent. The Insurance Regulatory and Development 

Authority of India has sought to address the issue of 

mis-selling through the product disclosure and 

suitability guidelines. However, these measures are 

inadequate and might not be effective. 

 

Life insurance penetration (the ratio of premium to gross 
domestic product) in India stood at 2.82% by the end of 
fi nancial year (FY) 2019–20. Insurance density (premi-

um per capita) was at $58 for the same year. These fi gures are 
among the lowest in the world and have not seen signifi cant 
growth in the past few years (Figure 1, p 51). The Insurance 
Regulatory and Development Authority of India’s (IRDAI) data 
indicates that the growth in the life insurance business in 
terms of premium income and the number of policies in force 
has been subdued in the second decade (between FY 2010–11 
and FY 2019–20) as compared to the fi rst decade (between 
FY 2000–01 and FY 2009–10), post liberalisation of the insur-
ance sector. While the premium income of life insurers grew at 
12.7% in FY 2019–20 from `5.08 trillion to `5.73 trillion, there 
was no overall growth observed in the total number of policies 
in force for the same year when compared to the previous year 
(Figure 2, p 51). As of March 2021, this number stood at 333.2 
 million policies. 

Further, life insurance in India covers only 1.2% of what 
may be required to protect a family after the death of an earn-
ing member. This is much lower than the insurance coverage 
adequacy of other countries such as Japan (20.6%), Australia 
(18.8%), and South Korea (16.6%) (SwissRe Institute 2020). It 
indicates that a large section of the population in India  remains 
either uninsured or underinsured for life risks. Demand for 
life insurance in India is determined by demographic charac-
teristics, wealth levels, and awareness about fi nancial vulner-
ability and consequent savings behaviour (Kakar and Shukla 
2010; Reserve Bank of India [RBI] 2017). On the supply side, 
while the presence of insurance companies offering a range of 
products that customers can choose from is important, this by 
itself cannot ensure insurance uptake. Indeed, factors such as 
relatable products, distribution channels employed, and trust 
in fi n ancial institutions have also been found to infl uence the 
level of participation in life insurance products (RBI 2017).

In this paper, we look at the low levels of life insurance 
coverage in India through a supply-side lens and focus on two 
components of the insurance distribution system that drive the 
supply—the insurance distribution channels and the incentive 
structures that determine the commissions payable to inter-
mediaries for the sale of life insurance products. The  objective 
is to review the current regulatory framework around the life 
insurance distribution system in India and identify regulatory 
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design issues which are potentially acting as supply-side barriers 
to uptake of life insurance. 

Regulatory Design of Life Insurance Distribution System 
in India

Key regulatory design features of distribution channels: 
At present, IRDAI’s regulatory framework allows for the sale 
of ins urance products through nine different intermediary1 

channels. Additionally, IRDAI has issued guidelines to regu-
late the operations of referral companies. We classify the 
licences or certifi cates of registration issued by IRDAI broadly 
into four categories based on certain key features that they 
share (Table 1) (George et al 2020: 22–23).  

The insurance agent model includes intermediaries who 
represent the insurer(s) in a sale transaction (IRDA nd). Limits 
have been placed on the maximum number of insurers whose 
product agents can sell (under life, general, and health). This 

Table 1:  Life Insurance Distribution Channels in India and Their Key Features
Insurance Intermediary Represents 

Insurer/Customer
Business Restriction2 Remarks

A    Insurance agent model

Insurance agents Insurer 1 in each category Individuals intending to act as insurance agents are required to apply to the insurer.

Corporate agents Insurer 3 in each category Entities intending to act as corporate agents are required to apply to IRDAI and once registered, enter into 
arrangements with insurers for distribution of their products. Eligible applicants include banks, NBFCs, non-
governmental organisations (NGOs), and microfinance institutions (MFIs).

Micro-insurance 
agents

Insurer 1 in each 
category3

Micro-insurance agents are appointed by insurers through a deed of agreement and can sell only micro-
insurance products. Eligible entities include self-help groups, NGOs, and MFIs. This category of products and 
intermediaries was introduced to make simple and affordable products available to the poor. 

Point of sales person—
life insurance (POSP-LI)4

Insurer As applicable to 
the appointing 
intermediary

This intermediary category was introduced by IRDAI to enhance ease of access to life insurance products. 
POSP-LI are individuals who can sell only POS-LI and micro-insurance products.  The former are “simple plain 
vanilla” products where benefits are predefined and very simple to understand. 

B     Insurance broker model

Insurance brokers Customer None Companies, cooperative societies, and firms are eligible to register as insurance brokers with IRDAI. It needs 
noting that NBFCs are not permitted to act as insurance brokers. 

Banks as insurance 
brokers

Customer None This license specifically allows scheduled banks, that is, scheduled commercial banks and scheduled 
cooperative banks to act as insurance brokers. 

IMFs Customer 2 in each 
category5 

This intermediary category was introduced by IRDAI to help increase insurance penetration. IMFs are allowed 
to sell other financial products as well and have lower net worth requirements compared to other channels. 
For insurance, they are required to employ insurance sales persons (ISPs) who are residents of the same areas 
where they intend to sell.6 

CPSCs Customer None This intermediary category was issued by IRDAI with the intent to facilitate insurers to reach rural India 
utilising the network of CPSC-special purpose vehicles (SPVs) set up by the Government of India.  CPSC-SPVs 
are allowed to sell micro-insurance products and products allowed to be distributed by POSP-LIs.

  POSP-LI Customer As applicable to 
the appointing 
intermediary

Same as under category A—insurance agent model.

C Marketplace distribution 
model
Insurance web 
aggregators

None This channel was introduced by IRDAI to increase penetration of insurance through e-commerce.

D    Others

Referral companies 1 in each category Companies registered under the Companies Act, 2013 are eligible to act as referral companies. However, 
companies in the business of extending loans and advances, accepting deposits, and trading in securities, 
such as banks and NBFCs, are not eligible.

Insurance web aggregators None Web aggregators can also transmit leads to insurers.

Source: Compiled from IRDAI (2010–19).
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Figure 2: Life Insurance Premium Income (` billion) and Number of 
New Policies Issued (lakh)
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varies depending on the category of the applicant. The insur-
ance broker model has intermediaries who arrange ins urance 
contracts with insurers on behalf of their clients. They have to 
obtain a written mandate from the client stating the represen-
tation. This requirement does not apply to common public 
service centres (CPSCs). Insurance brokers, except insu rance 
marketing fi rms (IMFs), do not have limits on the  number of 
insurers’ products they can sell. Despite this exception, IMFs 
still have to comply with the mandate requirement. In the 
marketplace distribution model, the insurance web agg-
regators maintain a website for providing an interface to cus-
tomers for price comparison and information on products of 
different insurers. They can sell insurance products of those 
insurers who have entered into agreements with them. Then 
there are others with referral companies and insurance web 
aggregators from whom the insurers can obtain databases of 
customers for the generation of leads. Given that they enter 
into agreements with insurance companies and there is no 
customer interface involved in these transactions, they have 
been categorised  under “Others” to differentiate them from 
the previous models. 

Key regulatory design features of incentive structures: 
 IRDAI prescribes the maximum commission and remuneration 
payable to individual agents and other intermediaries res-
pectively. These are determined as a percentage of the premi-
um of life insurance products. The current incentive structure 
is characterised by three key features. First, the maximum 
commissions payable for the sale of life insurance products are 
uniform across agent, broker, and marketplace distribution 
models. Micro-insurance agents are an exception to this. 
 Second, the maximum commissions payable for the sale of life 
insu rance products vary at the product level depending on 
whether the product is a micro-/non-micro-insurance product, 
single/regular premium7 product, individual/group product, 
and pure risk/other than pure risk product. Third, regular pre-
mium products are characterised by high upfront commissions 
in the fi rst year followed by low trail commissions in the sec-
ond and subsequent years. However, in the case of both micro 
and non-micro products, the maximum commission payable is 
comparatively lower for single premium products (Table 2). In 
the case of following insurance intermediaries, the conditions 
for payment of incentive or reward varies from the rest and 
have been captured in Table 3.

Issues with the Regulatory Design of the Insurance 
Distribution System

Life insurance, when added to the fi nancial portfolio after a 
careful needs and risk analysis, can help protect households 
from the loss of human capital in the event of death of an earn-
ing member (Ibbotson et al 2007). For an insurance system to 
be able to deliver on this objective, the fi nancial well-being of 
the customer should be at the centre of its product design, 
product delivery, and distribution channel design. The distri-
bution channel should be able to provide access to insurance 
products and services in a convenient, fl exible, reliable, and 
continuous manner (Murdoch and Rutherford 2003).8 Such a 
well-designed distribution channel that employs both people 
and technology can help induce “state-of-mind effects”—the 
ability to create the feeling of being completely included, 
among both customers and non-customers (Rai et al 2013). 
An ideal set-up such as this can help enhance the uptake of 
life ins urance, ensure its continued usage, and help individuals 
and households realise the benefi ts of engaging with an 
insurance product.  

To create such a set-up, the regulatory framework should 
 enable the participation of several intermediaries on a level 

Table 2: Maximum Commission/Remuneration Payable to Insurance 
Agents and Intermediaries

Category of Life Insurance Product or Policy Maximum Commission/Remuneration 
Payable as a Percentage of Premium

Single/First Year 
Premium

Renewal Premiums

Payable to insurance agents and intermediaries for sale of non-micro insurance, 
micro-insurance, and POSP-LI and payable to POSP-LI for sale of 

micro-insurance and point of sales products—life insurance 

Individual pure risk products—single premium 7.5% Not applicable

Individual other than pure risk—single premium 2% Not applicable

Group pure risk—single premium 5% Not applicable

Group savings variable life Insurance—
single premium

2% Not applicable

Individual pure risk products—regular premium 40% 10%

Individual other than pure risk—regular 
premium with premium terms ranging 
from 5 to 12 years or more

Ranging 
from 15% to 
a maximum 

of 35%

7.5% 

Group pure risk and group savings 
variable life

7.5% (only 
on pure risk 

premium)

7.5%

Payable to micro-insurance agents for sale of micro-insurance products

Individual and group products—
single premium

10% Not applicable

Individual and group products—
regular premium

20% 20%

Source: IRDAI (2015b: 16–17, 2016a: 14–15). 

Table 3: Maximum Remuneration/Reward Payable to Insurance Web Aggregators and Referral Companies
Insurance Intermediary Maximum Commission/ Remuneration Payable
 Single/First Year Premium and Other Remuneration Renewal Premiums

Insurance web aggregator Only leads which are converted into sale of insurance policies Fee or remuneration not payable on any type of renewal premium/
 will entitle the web aggregator to earn remuneration. policy from the second and subsequent years.
 Additionally, a flat fee of not exceeding `50,000 per year 
 towards each product displayed.  

Referral companies Only for such database that is converted into sales, which shall Fee or remuneration not payable on any type of renewal premium/
 not exceed 25% of the commission payable or actually policy from the second and  subsequent years or for the sale of a
 paid, whichever is lower, on the first-year premium/first year new policy to the existing customer of the insurers.
 premium instalment of the first policy sold based on the lead 
 obtained from the referral company. 

Source: IRDAI (2010a: 14–15, 2017a: 71). 
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playing fi eld, competing on the suitability of products they 
sell as well as the quality of service. This would require 
commi ssions off ered to the intermediaries to be aligned with 
delivering customer-centric life insurance products and 
services (Rai et al 2013), with minimum opp ortunities for 
regulatory arbitrage. 

Breakdown of the Agent–Broker Distinction at the Point 
of Sale

Data from IRDAI’s annual reports indicate that individual life 
insurance distribution (non-group) is dominated by agent 
channels while brokers continue to play a very limited role. In 
FY 2019–20, while 60.1% of the new individual business pre-
mium was acquired through individual agents and 29% 
through corporate agents, the share of brokers was at 1.8%. 
While Life Insurance Corporation of I ndia (LIC) acquired 94.7% 
of its new indi vidual business through individual agents, private 
life insurers acquired a  majority of their new business through 
corporate agents (at 55.7%) (IRDAI 2011e: 63, 2021b: 103). 

As mentioned earlier, two key factors distinguish an agent 
from a broker—who they represent and the business restric-
tions applicable. While an agent represents an insurer, a 
 broker acts on behalf of the customer and represents their 
interests to the insurer. On the feature of business restrictions, 
IRDAI currently follows both the tied agency model as well as 
the open architecture model. Individual insurance agents fall 
under the former category as they can represent only one life 
insurer. Brokers and corporate agents fall under the latter 
category as they are permitted to have tie-ups with more than 
one life insurer (Bhaskaran 2017; IRDAI 2015c: 49). There are 
no upper limits placed on brokers except for IMFs who can 
represent up to two life insurers (Table 1). The tied agency 
model in the case of agents relates directly to the principal–
agent  relationship that they have with the insurers. The reach 
of  nationwide entities such as banks, with their network of 
branches, along with the erstwhile model allowing tie-ups 
with only one life insurer, led to underutilised potential. This 
prompted IRDAI’s Committee on Bancassurance to propose 
rel axation on the restrictions on banks. Accordingly, from 2015 
onwards, corporate agents, including banks, were permitted 
to have tie-ups with multiple insurers with an upper limit of 
three life  insurers (IRDAI 2011a). 

Therefore, to ensure that a customer is aware of the implica-
tions of who they are buying their insurance from, that is, 
whether the intermediary represents the interests of the ins-
urer or the customer and whether the customer has access to a 
range of products from different insurers, it becomes impor-
tant that intermediaries are transparent with customers and 
make certain disclosures which can bring to light these differ-
ences. Such disclosures can help customers make an informed 
choice on the intermediary type they wish to be serviced by as 
well as the fi nal product choice (International Association of 
Insurance Supervisors 2016).

On the fi rst aspect, IRDAI’s Codes of Conduct require both 
agents and brokers to identify themselves to the customer and 
ensure that the customer understands on whose behalf they 

are acting. With respect to product choice, IRDAI’s Codes of 
Conduct requires a broker to “as soon as possible disclose the 
degree of choice in the products on offer” and “provide com-
parisons in terms of price, cover, or service” (although no 
such disclosure requirement has been prescribed for IMFs). 
Corporate agents are also required to conduct themselves in a 
manner similar to that of brokers as they are required to 
disclose to the customer “the list of insurers, with whom they 
have arrangements to distribute the products and provide 
them with the details such as scope of coverage, term of 
policy, premium payable, premium terms and any other infor-
mation which the customer seeks on all products available 
with them” (IRDAI 2013, 2015b, 2015c, 2015d, 2016b, 2017a, 
2018a, 2019a: 5, 2019b).

 However, whether an intermediary would make these dis-
closures to customers is dependent on the relationship they 
have with the insurer whose products they sell. While, by defi -
nition, brokers represent the interests of the customers, this 
might not necessarily hold true at the point of sale as 
brokers, similar to agents, are paid commissions by insurers. 
The choice between a tied agency model and an open architec-
ture model can further exacerbate the potential for confl icts 
for interests.  In a tied agency model, confl icts of interests are 
restricted to the differences in commissions, if any, that can be 
earned across different product categories of one insurer. With 
an open architecture model, in addition to this, intermediaries 
could potentially choose to sell products of those insurers 
which can generate maximum commissions for them against 
products that are suitable to the customer’s needs.  

To address the issue of confl icts of interest, IRDAI’s Codes of 
Conduct require corporate agents and IMFs to “disclose” con-
fl icts of interest. In the case of corporate agents, it is restricted 
to the disclosures quoted earlier regarding product choice 
and in the case of IMFs, the regulations do not elaborate
further on how confl icts of interests are to be managed. In 
contrast, brokers and web aggregators are required to “avoid” 
confl icts of interest. It is not clear how this would manifest in 
the operations and sales practices of brokers. Since there is no 
regulatory lang uage around how such confl icts have to be 
managed, and the timing of such conduct by the broker dur-
ing the sale process, there appears to be an assumption that 
confl ict of interest is not an issue in their case. More impor-
tantly, there is no req uirement for a broker to disclose the 
source of their commissions.  

Therefore, the distinction between an agent and a broker 
can potentially break down at the point of sale unless the in-
termediaries adhere to the conduct guidelines and make the 
necessary disclosures to the customers. However, given that 
both agents and brokers are compensated by insurers, confl icts of 
interest might come into play and intermediaries might not 
be incentivised to make these disclosures. In the absence of 
such transparency, commission-motivated intermediaries can 
potentially sell products that are unsuitable to the needs of 
the customers. While product disclosure and suitability 
guidelines can be mechanisms through which potential 
mis-selling can be addressed, in the next section, we discuss 
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why these guidelines, in their present form, may not necessarily 
translate into optimal outcomes for customers.

Misalignment of Incentive Structure with 
Life-cycle Servicing

Incentive structures, especially in the case of regular premi-
um products with more than one premium paying term, can 
determine the extent to which the design of a distribution 
channel is aligned with generating suitable outcomes for 
customers. This includes not just the point of sale at which the 
type of product recommended is determined, but also the in-
centives created for intermediaries to provide product life-
cycle services to the customers. The latter should ideally cul-
minate with successful completion of the premium paying 
term and/or the customer realising complete benefi ts from a 
life insurance product. 

As discussed earlier, commissions for the sale of life ins-
urance products are paid as a percentage of premium, and 
regular premium products are characterised by high upfront 
commissions and low trail commissions. Evidence from fi eld 
experiments conducted by Anagol et al (2017), to study the 
quality of advice provided by life insurance agents, suggests 
that such high commissions cause agents to recommend products 
such as traditional endowment plans even when they are 
unsuitable to the needs of the customers. Such practices were 
found to be driven by a focus on premium size rather than the 
insurance cover for customers, mainly aimed at maximising 
agent commissions. Endowment plans are typically expensive 
and pure risk or term plans are generally able to provide better 
or similar covers at much lower premiums (Value Research 
Online 2020). While the maximum fi rst-year commissions 
payable for pure term regular premium products are current-
ly at 40%, this might not amount to much in terms of absolute 
earnings for an intermediary when compared to the 35% on 
fi rst-year premiums of traditional endowment plans an agent 
can potentially earn.9 Halan et al (2013: 1–31) estimated the 
impact of such mis-selling of life insurance products on 
customers and found that between 2004–05 and 2011–12, a 
period which witnessed high growth in the sale of unit linked 
products (ULIPs), customers incurred a loss of approximately 
`1.5 trillion. 

IRDAI has sought to address the issue of mis-selling at the 
point of sale through two approaches, product disclosure guide-
lines and suitability, both of which have evolved over the years as 
well as faced resistance from the life insurance industry. 

Product disclosures through benefi t illustrations: The fi rst 
approach has been through the introduction of product 
disclosure guidelines. The latest directive from IRDAI on the 
subject, the circular on the benefi t illustration and the other 
market conduct aspects issued in 2019, requires insurers to 
provide customised benefi t illustrations10 to prospective 
customers at the point of sale for all ULIPs and traditional 
endowment plans (non-linked participating life products and 
non-linked non-participating life products). This requirement 
does not apply to microinsurance and POSP-LI products. The 
circular also prescribes the benefi t illustration formats 
to be used for each of these product categories offered by 
life insurers. These are req uired to be signed by both the 
customer as well as the intermediary involved in the sale 
process and are to form a part of the policy document. There 
are two key disclosure requirements of concern here—com-
missions payable to the intermediaries and the returns that 
can be expected from savings or investment embedded life 
insurance products. 

At present, IRDAIs codes of conduct require intermediaries 
to disclose commissions they are likely to receive for effecting 
insurance. However, this is not mandatory and is required to 
be made upon a client’s request (IRDAI 2013, 2015b, 2015c, 
2015d, 2016b, 2017a, 2018a, 2019a: 5, 2019b). The benefi t illus-
tration format applicable to ULIPs brings in transparency on 
this front as it requires insurers to disclose the amount of 
commission payable each year to the intermediary involved 
in the sale. This was fi rst introduced in 2011 to enhance trans-
parency around the various charges collected from the 
policyholder (IRDAI 2011b). However, similar disclosure is not 
available in the case of non-linked products. In their fi eld 
experiment, Anagol et al (2017) fi nd that this difference in 
disclosure requirement had the effect of agents recommend-
ing similar but alternative products with opaque disclosures. 
They go on to observe that disclosure requirements need to 
be consistent across similar products for them to have any 
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effect on the advice of agents. This switch to traditional 
plans can also be seen in the drop in the share of ULIPs in 
the overall premium income as well as commission expenses 
of life insurers post the regulatory changes to disclosure 
requirements as well as the imposition of caps on expenses 
(Figures 3 and 4, p 54).

Differences in disclosure standards can be seen with respect 
to returns on these products as well, with the benefi t illustra-
tion for ULIPs being comparatively more transparent than tra-
ditional endowment plans. For the latter, insurers are required 
to provide customised benefi t illustrations showing the total 
benefi ts that would accrue to the policyholder upon surrender 
of the policy, maturity of the policy, and the death of the 
policyhol der, at various stages of the policy. In the case of 
participating plans where there is a non-guaranteed portion to 
the benefi ts, the benefi ts are required to be shown at assumed 
returns of 4% pa and 8% pa. However, these disclosures are 
misleading for several reasons. At the outset, the return on 
premiums, net of morality charges, is lower than the stated 8% 
pa and 4% pa returns (Ministry of Finance 2015). Additionally, 
past records on traditional endowment plans indicate that the 
returns are very poor and range between 2% and 4% even 
before adjusting for infl ation (Halan 2020). Hence, the 8% 
scenario is irrelevant and wrongly indicates that there is a 
possibility that 8% returns can be obtained. The Committee 
to Recommend Measures for Curbing Mis-selling and Ration-
alising Distribution  Incentives in Financial Products consti-
tuted by the Ministry of Finance, Government of India (2015) 
(henceforth the commi ttee) had recommended discontinuing 
this practice, of forecasting returns, and had instead advocated 
disclosing the net returns for the previous years to serve as an 
indicator of possible returns that can be expected from the 
product. Further, in the case of non-participating plans which 
guarantee absolute benefi ts upfront, the returns are shown as 
a percentage of the investment made. Additionally, the disclo-
sures in both types of non-linked plans are opaque as they do 
not provide any   information on how the premium money is 
allocated between the insurance and investment components 
of the policy. 

Suitability: The second approach to address the issue of mis-
selling has been through the introduction of guidelines on 
suitability. IRDAI’s Codes of Conduct require each intermediary, 
irrespective of who they represent, to ensure the suitability of 
the product offered to a customer or to take into account the 
needs of the customer while recommending a specifi c plan 
(IRDAI 2013, 2015b, 2015c, 2015d, 2016b, 2017a, 2018a, 2019a: 5, 
2019b). However, the Codes of Conduct themselves do not go 
into the specifi cs of what constitutes suitability and how the 
requirement needs to be adhered to. While the fi rst attempt to 
operationalise suitability in life insurance sales was made in 
2012, IRDAI put the same into effect only in 2019 having faced 
signifi cant resistance from the industry (IRDAI 2018b; Tiwari 
and George 2021a). 

The circular issued in 2019 requires insurers and inter-
mediaries to collect suitability information11 and make 

recommendations only based on such information. Suitability 
has been defi ned as 

a determination, based on information collected at the time of sale or 
solicitation in a format that, based upon a particular prospect’s risk 
profi le, fi nancial situation and insurance and investment objectives, 
a product is suitable for that prospect. This shall include the nature of 
the product, mode of premium payment and tenure of policy as well as 
premium payment. (IRDAI 2019c: 4)

Both the customer as well as the intermediary involved in 
the sale process are required to sign the document containing 
such information and the fi nal product recommendation 
(IRDAI 2019c: 1). While the impact of these guidelines on curb-
ing mis-selling remains to be seen, it is important to note that 
they fail to place any direct responsibility on the insurer and 
the intermediary and continue with a caveat emptor model 
where the onus is placed on the customer to understand the 
suitability of the product recommended before agreeing to 
buy it (Tiwari and George 2021a, 2021b). The guidelines only 
require the insurer to preserve the records on the information 
collected and the recommendation made and make them 
available to IRDAI for inspection, if required. Additionally, it 
does not provide a clear guidance on the accountability/feed-
back mechanism that should be in place between an insurer 
and an intermediary, by which an insurer can ensure the suit-
ability of the product recommendations. Further, the 2019 cir-
cular is not applicable for pure-risk products, including for 
regular-premium products (IRDAI 2019c: 1). This means that 
the sale of such products does not require the intermediary to 
assess a prospective customer’s risk profi le and fi nancial situa-
tion against the nature of the product being recommended as 
well as the premium commitment required. Additionally, the 
basis for this exemption is unclear as an intermediary can de-
cide on recommending a particular product, whether pure risk 
or others, only upon collecting suitability information. 

A manifestation of mis-selling of life insurance products is 
the low persistency ratio.12 While other reasons such as income 
disruptions can result in non-payment of renewal premiums, 
the ratio also indicates the ability of the distribution channel 
to deliver suitable products as well as a customer’s level of 
sati sfaction with the overall services offered (Dubey 2021; 
Ministry of Finance 2015). In addition to requiring intermedi-
aries to make necessary product disclosures and ensure 
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suitability of the product at the point of sale, IRDAI’s Codes of 
Conduct also require, for instance, agents to “render neces-
sary assistance and advice to every policyholder introduced 
through him/her on all policy servicing matters” (IRDAI 2015b, 
2016b). IRDAI’s (Protection of Policyholders’ Interests) Regula-
tions, 2017 (2017b: 17) expects the insurers to put in place 
board- approved policies to protect the interests of the policy-
holder at the point of sale as well as when providing post-sale 
services. It is not clear as to how policy servicing is sought to 
be met for single premium products as there are no tangible 
incentives for intermediaries to do so and no specifi c guide-
lines that separately address this issue.

However, data available with IRDAI indicates that the aver-
age persistency of life insurance policies in India continues to 
be on the lower side and was found to deteriorate as a policy 
became older. In FY 2019–20, while the average 13th month 
persistency, an indicator of the proportion of policies that 
were renewed for a second year, was at 67.6%, the average 
61st month persistency was as low as 38.2%. In other words, 
app roximately 62% of the policies were not renewed after the 
5th year (IRDAI 2021a: 134). Data on complaints also present a 
similar picture of the quality of policy servicing. As per 
IRDAI’s ann ual report for 2019–20, there were 1,65,217 com-
plaints registered with its Integrated Grievance Management 
System. The highest number of complaints were in the cate-
gory of  policy servicing, which constituted 31% of the total 
complaints reported during the year, followed by 26% in the 
category of unfair business practices (UFBP).13 Further, while 
UFBP complaints constituted 3.67% of the overall complaints 
recorded against LIC, they were much higher in the case of 
private insurers at 74.1%. Intermediary channel-wise com-
plaints against private insurers show that brokers had the 
highest share of mis-selling complaints at 28.2%, followed 
by banks with corporate agent registration at 27.4%, and 
individual agents at 16.3%.

In 2011, taking cognisance of low persistency ratio and in 
an attempt to address the issue of mis-selling, IRDAI issued 
guidelines requiring both individual and corporate agents 
to satisfy a minimum persistency ratio of 75%, in terms of 
both number of policies as well as premium. This was reduced 
to 50% in the same year (to be calculated only on the number 
of policies) foll owing representations from the industry. 
However, in 2014, IRDAI withdrew the 2011 regulatory re-
quirement and instead required life insurers to set company-
specifi c persistency criteria for agency renewal (IRDAI 2011c, 
2011d,  2014). 

The report of the Household Finance Committee constituted 
by the RBI (2017) had observed that the incentive structure, 
which provides for high commissions for the fi rst year and far 
lower commissions for renewals, are misaligned, with gener-
ating optimal outcomes for households and are focused on 
incentivising initial uptake of policies and not adequately on 
rene wals. For instance, for pure-term regular-premium products, 
while the maximum commission payable for the fi rst year is at 
40%, for the subsequent years, it is fi xed at 10% (Table 2). The 
committee had recommended rationalising the incentive 

structure and levelling them between initial sale and policy 
renewal. In a report published in 2020, we make a similar 
arg ument proposing a restructuring that avoids high upfront 
commissions and incentivises repeat contact with customers 
to ensure continued policy servicing (George et al 2020). The 
committee had also observed that “disclosures and penalties 
on mis-sales by themselves will not align with improved choice 
and increased consumer welfare” and recommended rational-
ising commissions along with disclosures. Specifi cally, it sug-
gested continuing with upfront commissions for pure-term 
products given the relative diffi culty in selling them as well as 
the mortality part of the premium in bundled products. For the 
investment portion of bundled products, it was in fav our of 
phasing out upfront commissions and moving completely to-
wards an all-trail mode which would either level or decline 
(Ministry of Finance 2015). 

Conclusions 
The life insurance distribution system in India is defi ned by two 
key features—the agent–broker model and the front-loaded 
 incentive structure in the case of regular premium products. 
Given the low levels of life insurance coverage, the paper rais-
es questions on the effectiveness of the current regulatory de-
sign in delivering the required fi nancial protection against 
life risks. Upon analysing these design features, the study 
conclude that the regulatory difference between an agent, a 
representative of the insurer, and a broker, a representative of 
the customer, relies on disclosures to be made by these inter-
mediaries at the point of sale. Given that commissions in 
the case of both agents and brokers are payable by the insur-
er, we argue that intermediaries may not be incentivised to 
make these necessary disclosures on account of confl icts of 
interest. Therefore, the diff erence between the two models 
can potentially break down at the point of sale with no real 
benefi ts accruing to retail customers even if they were being 
served by a broker.

The current incentive structure itself, specifi cally for regu-
lar premium products, is not aligned with generating suitable 
outcomes for customers. High upfront commissions and low 
trail commissions have resulted in mis-selling and fi nancial 
losses to customers. While IRDAI has sought to address this 
 issue through the introduction of product disclosure guide-
lines, they are, however, inadequate and have not been app-
lied uniformly across all products, resulting in arbitrage opp-
ortunities and continued mis-selling. Suitability is another 
policy tool through which IRDAI is attempting to address the 
issue of mis-selling. The guidelines in their current form may 
not be effective in curbing this practice as they do not place 
direct responsibility on insurers and intermediaries to ensure 
suitable sales and do not adequately address the issue of acc-
ountability between an intermediary and an insurer. 

To better align supply-side design with improved choice and 
customer well-being, IRDAI should revisit the current distri-
bution system and focus on improving product disclosure 
guidelines to bring in better transparency and fi x responsibility 
for the suitability of products sold. These should also be 
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Notes

 1 Throughout the paper, unless otherwise spec-
ifi ed, the term intermediary has been used to 
refer to the whole gamut of agents, brokers, 
and other insurance distributors who have a 
direct interface with the customer.

 2 Business restrictions refer to the restrictions on 
the number of insurers whose products can be 
sold by the insurance intermediary. The re-
striction applies separately to each category of 
insurance, that is, life, general, and health.

 3 Micro-insurance agents can also work with 
Agriculture Insurance Company of India.

 4 POSP-LI has been included under both Insur-
ance Agent and Insurance Broker Model as 
POS persons can be appointed by any insur-
ance intermediary for the sale of insurance 
products.

 5 Additionally, Insurance Marketing Firms can 
also engage with Agriculture Insurance Com-
pany of India (AIC) and Export Credit Guaran-
tee Corporation (ECGC).

 6 The term area is defi ned as a district for which 
the IMF has registered itself with IRDAI. 
Where an IMF opts for more than one district 
(up to a maximum of three districts within a 
state), at least one of them is required to be an 
aspirational district.

 7 In regular premium products, premiums are 
payable for more than one premium paying 
term and are paid at regular intervals like year-
ly, half yearly, quarterly, and monthly.

 8 In their paper, Murdoch and Rutherford (2003) 
use these four characteristics to describe a 
“good microfi nance” delivery model.

 9 We studied the actual commissions paid out by 
life insurance companies and found them to be 
around the regulatorily defi ned limits.

 10 Benefi t illustration presents a year by year 
summary of costs and benefi ts in a savings/
investment embedded life insurance policy.

 11 Suitability information includes the prospec-
tive customer’s age, income, family status, life 
stage, fi nancial and family goals, investment 
objectives, and insurance portfolio already held.

 12 Persistency ratio is the proportion of policy-
holders who continue to pay their renewal pre-
mium and measured at different stages in the 
life of the policy, that is, 13th, 25th, 37th, 49th, 
and 61st months.

 13 In its annual report, IRDAI defi nes unfair busi-
ness practices to include mis-selling complaints 
as well as complaints related to tampering 
records/forging signatures.
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accompanied by rationalisation of incentive structure, which 
links int ermediary commissions to the interests of the customer 
not just at the point of sale but also throughout the product 
life-cycle (Ministry of Finance 2015: 57). In carrying out 
such an exercise, IRDAI should avoid heavy front-loading of 

commissions and should incentivise repeat contact in the form 
of trail commissions. While compensating intermediaries pro-
portionately for the cost and effort they incur in making the 
sale as well as in servicing the policy, it should also ensure a 
good claims or pay-outs experience. 

available at

Delhi Magazine Distributors 
Pvt Ltd

110, Bangla Sahib Marg 
New Delhi 110 001

Ph: 41561062/63



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


