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ABSTRACT: Ever since the opening up of the insurance sector to the private and foreign 
Companies, the life insurance industry in India is experiencing aggressive, strategic and 
innovative marketing practices to tap a larger market and trying to find opportunity for 
concentrating to develop their capabilities of access-based penetration, distribution and finally 
sale to customers. Distribution channels have changed the way life insurance has been marketed 
in India. Apart from the well-established agency channel, the Insurers have been exploring 
alternative channels viz. bancassurance, corporate agencies, brokers, rural channels, direct 
and online marketing etc. Though the alternative channels may not be in position to 
completely replace the personal selling based channels yet they offer an effective reach at 
reduced cost. This paper makes an earnest attempt to study the preference of the prospects in 
the selection of the distribution channels in an Indian perspective. 

 

Key words: Life insurance industry, Agency Channel, Alternate Channel, Prospects, 
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1. INTRODUCTION 
The importance of services sector to India is evident from its more than 50% 
Contribution to the GDP. The landscape of services marketing is changing and a vast 
spectrum of services have emerged. Insurance, particularly life is a major financial 
service constituent. Since April 2000, the industry has witnessed intensification of 
competition and a renewed vibrancy in terms of opportunities and challenges due to 
its opening up to the private and foreign players. Smart marketing involving 
innovative products and aggressive promotion-cum- distribution have enabled 
fledgling private insurance organizations to sign up customers faster than anyone 
expected. Such organizations are making their presence felt through the use of 
strategic marketing practices including innovative channels of distribution. IRDA has 
released the new business statistics for the year 2016-17. 
 
The first year premium, which is a measure of new business secured, underwritten by 
the life insurers during 2016-17 was 175202.68 crore as compared to 138765.99 crore in 
2015-16 registering a growth of 26.26 per cent against growth rate of 22.44 per cent 
during 2015-16. In terms of linked and non-linked business during the year 2016-17, 
12.70 per cent of the first year premium was underwritten in the linked segment while 
rest of the business was in non- linked segment. The total premium underwritten by 
the life insurance sector in 2016-17 was 418476.62 crore as against 3, 66,943.23 Crore in 
2015-16 exhibiting a growth of 14.04 per cent (11.84 per cent in 2015-16). 

1.1 Channel-Wise New Business Performance Individual New Business 
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Table1: Channel wise New Business Premium 

Channels Amount in Rs. crores financial year wise 

2013-14 2014-15 2015-16 2016-17 

Individual agents 48831.45 41246.70 41175.78 54983.81 

Corporate agents-Banks 11327.20 12830.52 15253.83 20049.29 

Corporate agents-Others 1252.36 1421.01 1582.02 1335.6 

Brokers 1267.42 1451.03 1441.65 1757.9 

Direct selling 57477.59 56218.38 78970.87 96451.74 

MI Agents  17.19 21.26 20.22 

Common Service Centres (CSCs)  0.32 1 1.54 

Web aggregators   0.03 46.36 

IMF   0.03 14.52 

On-line   302.83 418.06 

Total 120156.02 113185.15 138748.17 175077.92 
Source: IRDA annual report 2016-17 

 

I. Since the opening up of the insurance sector to private participation, individual 
agents i.e. agency channel have failed to manage their share in the new business 
premium. The share 
of individual agents in the new business premium decreased in 2014-15, 2015-16 but 
increased in 2016-17. 
II. Amongst the Alternate channels, banks increased their share in new business 
premium from Rs. 11327.20 crores in 2013-14 to 20049.29 crores in 2016-17. The share 
of direct selling increased from 57477.59 crores in 2013-14 to 96451.74 crores in 2016-
17. While the private insurers have procured more new business through the direct 
selling channel, LIC could procure comparatively less through this channel, and has 
yet to make in-roads through this channel of distribution to procure new individual 
business. 
III. The share of corporate agents others in the new business premium collection is 
also not impressive. Other channels like brokers, online, micro insurance agents, 
common service centers and web-aggregators are also struggling to make their place 
in the market. Except brokers, others have almost negligible share in the market. 

 
Figure-1 New Business Performance of Life Insurers: Channel Wise Major Players 
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As evident from the above graph, direct selling has surpassed the individual agent’s 
distribution channel and it is consistently growing while individual agent channel is 
almost stagnant and has slight growth. Similarly, corporate agents-banks are growing 
but brokers are almost stagnant. Life insurance market has at present four major 
distribution channels viz. individual agents, corporate agents-banks, direct selling and 
brokers. Distribution channels have played a significantly crucial role in the laudable 
achievement of life insurers. However policyholders/ prospective policyholders face 
a lot of problem in the insurance market; viz. limited resources, lack of professional 
advice and lack of information and so on. 

 
2. BACKGROUND OF THE STUDY 

The pre-liberalized India had a very poor rate of savings and most of the money earned 
was spent on consumption rather than saving. But in the post-liberalization period, 
India saw an upsurge in volume of savings. Insurance companies should continually 
introduce new types of products in an effort to attract investor’s capital and maximize 
assets under management. However investment is increasingly considered as a subject 
falling under behavioral science rather than finance or economics. It is governed more 
by trends and group behavior rather than by rationality and cold calculations. 
Investors like consumers are also immensely influenced by fashions and what is “in-
thing”. Moreover, investors are unique and are a highly heterogeneous group at the 
retail level. Hence, designing a general product and expecting a good response will be 
futile. It is widely believed that Life Insurances (LIs) are designed to target small 
investors, salaried people and others who are intimidated by the tax deductions and 
stock market; but on the other hand, like to reap the benefits of stock market investing. 
In spite of this, the future of life insurance industry in India will be undeniably 
competitive not only from within the industry but also from other financial products 
that may provide many of the same economic functions. All this in aggregate, 
heightens the consumer’s confusion in selection of the investment products. Unless the 
life insurance products are tailored to his changing needs, and unless investment 
companies understand the fund selection/switching behavior of the investors, 
survival of funds will be difficult in future.Tripathy (1996) in her study observed that 
with the structural liberalization policies no doubt Indian economy is likely to return 
to a high growth path in few years, at the same time life insurance organizations are 
needed to upgrade their skills and technology. With this background, a humble 
attempt is made in this paper to study the factors influencing the selection of 
distribution channel (agency/alternate) by Indian individual investors with regards to 
buying of life insurance policies/products. 
 

3. UTILITY OF THE STUDY 
The study will give an insight to the insurance policyholders or prospective 
policyholders in taking a wise decision with regard to selection of distribution channel; 
such as from which channel to buy and where to buy. Further this study will help life 
insurance companies to understand the decision making process of policyholders from 
distribution point of view. By knowing this, companies can improve their distribution 
strategy and can tap underexplored/ unexplored market in an efficient manner. 

4. OBJECTIVE OF THE STUDY 
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In order to examine the issues as raised above, this paper has the following objectives: 
 
To understand the prospects/ policyholder’s preference towards different distribution 
channels on the basis of their age, gender, education and profession. 
 

5. LIMITATIONS OF THE STUDY 
Like most of the other social researches, the study suffers from the following 
limitations that should be considered carefully at the time of generalizing the findings 
of the study: 
 

a) Sample size is limited to 400 investors 200 each in Allahabad and Lucknow cities 
of Uttar Pradesh, India. 
b) This study has not been conducted over an extended period of time having both 
ups and downs of the economy. The state of economy has a significant influence on 
the buying patterns and preferences of investors. 
 

With these limitations, the next section briefly describes the conceptual framework of 
life insurance as well as gives an overview of Indian life insurance industry. Then 
reviews from the available literature on the subject are presented, followed by a 
discussion on the methodology adopted for the study. Later on, a detailed analysis is 
presented on the selection behavior of individual investors towards Agency channel or 
Alternate channel. Finally, the paper is ended with the findings of the study and some 
concluding remarks. 
 

6. REVIEW OF LITERATURE 
Agency Channel: Conventionally, insurance products have been sold through 
individual agents, who are not the regular employees of the organization but the 
organizational success, however, critically depends on the effectiveness of these people 
(Bhat, 2005). An agent is the public face of an insurance company. Most of the 
insurance clients never get to see any one else besides the agent. They are known by a 
myriad of names like financial advisors, insurance agents, life advisors and certified 
financial consultants. Due to increasing competition, the skill set of these agents has 
also been undergoing a change. Companies like Max New York Life Can boast of a 
professionally qualified and well –trained agency force. Kalyani (2004) also shares 
about the changing profile of an insurance agent in India due to the competition in the 
industry as well as other substitute investments like mutual funds and housing 
property to compete for the same rupee. Today, investment is becoming more 
sophisticated and the customer, more demanding. Agents are more of a necessity 
because of the fact that insurance is primarily a concept that needs to be sold prior to 
underwriting and also as they play vital role in servicing the customers. Jawaharlal 

(2003) too maintains that since insurance organizations have realized the importance 
of prompt customer service in the competitive market, the insurance agents must have 
to be on their toes catering to the growing customer needs and serving them always. 
 
The future referrals can come from satisfied customers. The agents need to carry out 
jobs like collection of premium, revival of lapsed policies, nomination and assignment, 
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grant of loans, payment of survival benefits, settlement of surrender value, policy 
alterations and the settlement of claims. The role of the agent today is becoming more 
and more important. Linked to one insurer, they get a commission on the policies sold, 
which is usually a fixed percentage on the premium. The Indian experience shows that 
LIC, the monolithic organization has an agency force of more than 12 lacs. Majority of 
business being achieved through the tied agency force necessitates that the agent’s 
interests have to be kept in mind while developing products. Some private players 
have gone ahead and are recruiting High Network Individuals (HNIs) like chartered 
accountants, doctors, corporate trainers and teachers as their agents for effective 
prospecting and conversion into policy. 
 
Alternate Channel: The life insurance industry’s economic problem is relatively 
straightforward - it costs too much to convince and then sell insurance to retail clients, 
however, not many for several years, acknowledged this fundamental point. The 
overdependence on one, expensive channel was identified by many of the senior 
executives interviewed during the course of this research. The tied agency channel is 
inadequate, offering poor quality advice, poor product penetration and providing a 
very costly way to acquire new business that has very poor persistency. There was a 
time when captive agents wrote the bulk of an insurance company’s business but 
increasingly people are buying insurance products from alternative channels such as 
banks, brokers, online i.e. direct, corporate agents and micro finance institutions. In a 
way, this is good news for insurance companies. The long-term sustainability of the 
life insurance business model is in question due to a significant misalignment between 
agency based mono-distribution strategy and high commission costs. The market is 
already shifting from agent-centric sales to other channels. Future success demands a 
rapid realignment of distribution strategy. This change from an agent-centred sales 
model to a multi-channel model appears to be gathering momentum in the life 
insurance market. As per IRDA, less than 85 per cent of the life insurance sold in the 
country was face-to-face through Agents, tied Agents or direct sales forces, which are 
in stark contrast to the 100 per cent share enjoyed by traditional channels eight years 
earlier in 2000. 

 
For many life insurance providers, the distribution component of the value chain is 
consuming an ever-larger proportion of the insurance industry’s productive resources 
–now reaching the highest point with the sales function accounting for nearly 40 per 
cent of the entire industry’s operating expenses. Such spending creates pressure for 
change as customers and product providers agitate for more balance between costs and 
value delivered. The life insurance players need to develop alternative distribution 
channels, as the traditional channels alone are not financially viable. India Infoline 
article, (August 2004) maintains that insurance agents are still the main vehicles 
through which insurance products are sold but in a huge country like India, one can 
never be too sure about the levels of penetration of a product. Insurers in a top-down 
product development approach create products with features attractive to agents 
(Verma, 2004). Many new and innovative products conceived and developed by the 
LIC of India failed to take off because of the commission rates and the incentives were 
not very attractive to the agents and development officers. The commissions they are 
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paid and the international productivity standard of 4-6 sales per month makes this 
highly expensive distribution system overtime. It results in low productivity. Since the 
agents canvass business through personal contacts, more than half of an agent’s time 
goes towards prospecting, sometimes for deals that may not even fall in place. An 
illuminating research by Banumathy & Manickam (2004) concludes that agents offer 
good services before the policy is issued and while it is in operation but don’t offer 
good services at the stage of maturity when a customer approaches them for settlement 
of claims. It, therefore, makes sense to look at well-balanced, alternative channels of 
distribution. Jayakar (2003) in his study emphasized that new products innovation; 
distribution and better use of technology are helping the new private life insurers to 
take market share away from LIC, an only company before liberalization of insurance 
industry. With the privatization of insurance sector and with the entrance and cut 
throat competition with the private sectors gaining an ever increasing edge over the 
public sector. 
 
Though LIC is well established and have an extensive reach and presence, the new 
players find it expensive and time consuming to bring up a distribution network to 
such standards. Yet, if they want to make the most of India's large population base and 
reach out to a worthwhile number of customers, making use of other distribution 
avenues becomes a must. Alternate channels will help to bring down the costs of 
distribution and thus benefit the customers. 
 

7. DATA COLLECTION AND METHODOLOGY 
Convenient random sampling will be followed to select the sample. The appropriate 
sample size for this study at 95% confidence and 5% margin of error is coming out 384. 
We have decided sample size to be 400 considering that there will be some incomplete 
responses. 200 each, questionnaires was completed in Allahabad and Lucknow. The 
unit of observation and analysis of this survey is an individual, who is at present an 
investor of any life insurance company. 
 
To obtain a probability sample, considerable effort was devoted to selecting the 
appropriate sample plan. The unit of observation and analysis of this survey is an 
individual, who is at present an individual policyholder of any life insurance 
company. Our definition of present individual policyholder is “An individual who has 
currently (i.e., as on 31st March, 2017) invested in any Life Insurance Policy”. The 
population is defined as residents of Allahabad and Lucknow cities who have bought 
Life Insurance policy from any company. A preliminary version of the questionnaire 
was developed in English on the basis of insights from in-depth qualitative interviews 
with experts, insurance policyholders. The instrument was then translated into local 
language (Hindi) and then re-translated until a panel fluent in English and Hindi 
agreed that the two versions are reasonably comparable. Besides, personal observation 
was done where necessarily applicable. A pilot survey was conducted in the cities and 
the questionnaire was improved in that light. Interviewers were given a letter of 
introduction from university so that respondents would see that the study was 
authentic and for academic use only. A telephone number was provided too, in case 
respondents wanted to verify the identity of the investigators or clarify questions of 
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concern. Several difficulties were encountered during data collection. Few refused 
to grant interview because, being unfamiliar with such studies, they were suspicious 
of the interviewers or purpose of the study. 
 

8. TOOLS AND TECHNIQUES USED 
Tables bar diagram and structures are used in explanations to bring out the point more 
clearly. Tabulation of the primary data was done. On the basis of these tables, trends 
came out more visibly. Other statistical techniques those are used in the present study 
include: 

a) Percentage Method: to show the trend of the variable. 
b) Bar and Pie Charts 
c) Two-way ANOVA: to test the equality of the variances between two sets of 

variables. 
 

9. HYPOTHESES 
For analyzing the preference of prospects regarding selection of distribution channels 
on the basis of age, education, location (rural/urban) and profession, the following 
hypotheses are taken into consideration: 

 
H0: There is no significant difference in the selection of distribution channels by the 
Prospects/ policyholders on the basis of their age, qualification, location and 
profession. 
H1: There is a significant difference in the selection of distribution channels by the 
policyholders on the basis of their age, qualification, location and profession. 
H1a: There is a significant difference in the selection of distribution channels by the 
Prospects/ policyholders of different age groups. 
H1b: There is a significant difference in the selection of distribution channels by the 
Prospects/ policyholders on the basis of their level of education. 
H1c: There is a significant difference in the selection of distribution channels by the 
Prospects/ policyholders on the basis of their professions. 
H1d: There is a significant difference in the selection of distribution channels by the 
Prospects/ policyholders on the basis of their location. 
 

10. ANALYSIS AND INTERPRETATIONS 
10.1 Age-wise Analysis 
Investors in any industry comprise people from different age groups and their 
distribution channel selection pattern also differs significantly on the basis of age 
groups. For case in point, Alinvi & Maira Babri (2007) is of view that young customers 
become strategic group for companies within the financial industry. Therefore, 
understanding young customers’ perspectives is important for financial companies to 
be able to provide the services they demand. The sample in our study constitutes 
investors from the age groups of: 18- 25, 26-36, 37-47, 48-58 and above 58 and we have 
taken equal number of people from each group. Again, as we are interested to know 
the difference in the distribution channel selection pattern across different age groups, 
a two-way ANOVA is worked out for each of the following hypotheses: 
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H0a: There is no significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of their age. 
H1a: There is significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of their age. 
 

Table 2 

Sources of variation d.f. Sum of squares Mean square F-Ratio 

Row(distribution channel) 5 308 61.6 30.8 

Column(age groups) 4 0 0 0 

Error 20 41 2  

Total 29 349   

F0.05 (5, 20) =2.71 < Cal. F1 (Distribution channel Pattern) ----- H0a is rejected 
F0.05 (4, 20) = 2.87 › Cal. F2 (Age) ------ H1a is accepted 

 
It is inferred that there is significant difference in the preference of distribution 
channels by Prospects/ policyholders on the basis of their age. Further, it is inferred 
that there is no significant difference within the same age group i.e. people in the age 
group 18-25 do not differ significantly in preference. Similarly, it was found with all 
other studied groups viz. 26-36, 37-47, 48-58, 58-above. To find out which of the 
distribution channels differ significantly, the Critical Difference (the least difference 
between any two means to be significant) was calculated and the results are as follows: 
 
Critical Difference CD= t0.05 for error d.f.√MSE 2/r =6.58, where r = number of replications 
 

Table 3 

Category Distribution channel preference Row mean 

A Agent 10.2 

B Bank 8.4 

C Brokers 2.8 

D Direct Selling 9.2 

E Internet 2.4 

F Others 0 

 
By judging the critical difference and comparing these with each other, we find 
insignificant variation among the Brokers, internet and others whereas the treatments 
Agent, Direct selling and Bank differs most significantly from others. 
 
10.2 Educational Qualification-wise Analysis 
Our sample consists of the investors, who spread on a cross–section of the different 
educationally qualified groups starting from illiterate to doctorate degrees. The 
fundamental objective of this analysis is to find out whether the distribution channel 
selection varies with respect to the level of education or not. To authenticate this, a two-
way ANOVA is worked out for testing each of the following hypotheses: 

 
H0b: There is no significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of their educational qualification. 
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H1b: There is significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of their educational qualification. 
 

Table 4 

Sources of variation d.f. Sum of squares Mean square F-Ratio 

Row(distribution channel) 5 167 33.4 6.8 

Column(education level) 5 6 1.2 0.25 

Error 25 122 4.88  

Total 35 295   

F0.05 (5, 25) =2.60 < Cal. F1 (Distribution channel Pattern) ----- H0b is rejected 
F0.05 (5, 25) = 2.60 › Cal. F2 (Education level) ------ H1b is accepted 

 
As H0b is rejected and H1b is accepted at 5% level of significance therefore it can be 
concluded that there is significant difference in the preference of distribution channels 
among the Prospects/ investors on the basis of their educational qualification. Further, 
it is inferred that there is no significant difference within the same education group i.e. 
people in the group illiterates do not differ significantly in preference. Similarly, it was 
found with all other studied groups viz. 1st-5th, 6th-10th, 11th-12th, Graduates, Post 
Graduates-above. 
 
10.3 Profession-wise Analysis 
By and large, investors from different professions invest through dissimilar channels. 
The pattern of investment might have significant difference so far as their profession 
is concerned. For this purpose, a two-way ANOVA is furthermore worked out on the 
basis of following hypotheses: 
 
H0c: There is no significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of their professions. 
H1c: There is significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of their professions. 
 

Table 5 

Sources of variation d.f. Sum of squares Mean square F-Ratio 

Row(distribution channel) 5 168 33.6 37.33 

Column(profession) 4 23 5.75 6.39 

Error 20 18 0.9  

Total 29 227   

F0.05 (5, 20) =2.71 < Cal. F1 (Distribution channel Pattern) ----- H01 is rejected 
F0.05 (4, 20) = 2.87 < Cal. F2 (Profession) ------ H02 is rejected 

 
Thus it can be inferred that there is significant difference in the preference of 
distribution channels among the investors on the basis of their professions 
(Government employee, private employees, businessman, professionals, others). 
Further, Investors within the same profession e.g. group of government employees 
have extensive differences with respect to preference of distribution channels. 
Similarly, other group also showed variation in preference. 
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10.4 Location Analysis 
By and large, investors from different location (Urban, Semi-urban, Rural, Deep Rural) 
invest through dissimilar channels. The pattern of investment channel might have 
significant difference so far as their location is concerned. For this purpose, a two-way 
ANOVA is furthermore worked out on the basis of following hypotheses: 
 
H0d: There is no significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of location. 
H1d: There is significant difference in the preference of distribution channels by the 
Prospects/ policyholders on the basis of location. 
 

Table 6 

Sources of variation d.f. Sum of squares Mean square F-Ratio 

Row(distribution channel) 5 536 107 -36 

Column(location) 3 91 30 -10 

Error 15 -50 -3  

Total 23 577   

F0.05 (5, 15) = 2.90 > Cal. F1 (Distribution channel Pattern) ----- H01 is accepted 
F0.05 (3, 15) = 3.29 > Cal. F2 (Location) -------- H02 is accepted. 

 
Thus, it can be inferred that investors do not have significant differences in the 
preference with respect to their residential location. Further, Prospects/ policyholders 
within the same location group did not show significant preference difference e.g. 
urban group did not show significant difference in preference of distribution channels. 
Similarly, other location group (urban, semi-urban, rural, and deep rural) also did not 
show any significant difference in preference. We have calculated the Critical 
Difference (CD) to find out which of the row- means differ significantly. 
 
Critical Difference CD= t0.05 for error d.f.√MSE 2/r =6.58, where r = number of replications 

 
Table 7 

Category Distribution channel pattern Row mean 

A Agent 13.75 

B Bank 11.25 

C Brokers 1.25 

D Direct selling 13.00 

E Internet 1.50 

F Others 2.25 
 

By judging the critical difference and comparing these with each other, we find 
insignificant variation among the treatments of C, E, F (row wise), whereas the 
treatment A (Agent), B (Banks) and D (Direct selling) differ most significantly from 
others. The highest mean score for the agent and direct selling as shown above also 
corroborates our earlier observation in this context. 

 

http://www.himadritrust.in/pragyana


PRAGYANA  
International Journal of Multidisciplinary Research 

Jan.-Jun. 2021, Vol. 1, No. 1 

www.himadritrust.in/pragyana   16 
 

14. CONCLUSION AND FINDINGS 
Under this study, it has been tried to analyse the behavioural pattern of retail 
policyholders/prospects towards the selection criteria/ preference of distribution 
channels in the life insurance market. A couple of hypothesis in this regard were made 
and tested to reach to the conclusions and the research concludes with some important 
findings that will be valuable especially for the life insurance companies working in 
India. Our findings are as follows; 
 
(1) We have concluded that different distribution channels do not have the same level 
of acceptance and also the Prospects/ policyholders differ in the selection of 
distribution channels as per their age group. But the Prospects/ policyholders do not 
have considerable 
 

variation in their preferences except for direct selling, agency channel and Banks on the 
basis of their age. 

 
 
(2) We have further concluded that there is significant difference in the preference 
of distribution channels among the Prospects/ policyholders on the basis of their 
educational qualification. Further, it is inferred that there is no significant difference 
within the same education group i.e. people in the group illiterates do not differ 
significantly in preference. Similarly, it was found with all other studied groups viz. 
1st-5th, 6th-10th, 11th-12th, Graduates, Post Graduates-above. 

 
 
(3) There is significant difference in the preference of distribution channels among 
the investors on the basis of their professions (Government employee, private 
employees, businessman, professionals, others). Further, Investors within the same 
profession e.g. group of government employees have extensive differences with 
respect to preference of distribution channels. Similarly, other group also showed 
variation in preference. 

 
 
(4) Investors do not have significant differences in the preference with respect to 
their residential location. Further, Investors within the same location group did not 
show significant preference difference e.g. urban group did not show significant 
difference in preference of distribution channels. Similarly, other location group (urban, 
semi-urban, rural, and deep rural) also did not show any significant difference in 
preference. Again individual agents score higher than other avenues. 
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