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Should index-linked insurance
products make a comeback?

The Insurance Regulatory and Development Authority of India {Irdai) recently formed a committes o
re-axaming the need for index-linked insurance plans (lps), which were available in the Indian market
before the insurance regulator banned them in 2013, llips, when they were around, invested
policyholders' money mostly into indices related to governmeant securities or bonds. Disha Sanghvi
asked axperts if there's a casa for these products to make a comaback and whather or not they will
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llips will boost
the choices
avallableto
the customers

Inlﬁl haas played a presctive
rodle A paving the way for
custorer cenliic products,
The recent initiative
fosrm-a working group e
study  index-linked  prod-
wets s welcome siep, I
wontld firther angment the
chedces availabbe (o custem
ers. Indes-linked procioces
piake Tor o o] jrropaosi-
tion for hoth customers and
e Insurers The henefits
unier  this: product are
linked to a0 woell wstabalished
external benchmark, For in-
stame, e JO-vear govern-
menl  securilivs  (-sech
vielids or the Wiky S Inde:

Multiple  indices  and
their  respective  bench
miarks can be present under
the rodduct as per custem-
ors demand and availabiliby
ol the inrices, These prnd-
irts hiave the added advan-
tage of betler lransgarency
in terms of product work-
Inges il are eloser 1o the
exchange fraded  Tunds
(ETF=} that exist today in
the moeal fmd space,

Ipdex-linkedd  products
also - help  life insurance
companies opdimeally man-
wre e inherent interest
rabe risk in thedr products
thereby leading to Inwer
provisiening for fisk com-
pared Lo traditional prod-
s amned nlimatedy provids
b b eusbommer vadue,

These products
can help make
bonuses more

transparent

Yq-.'.., threre s a case for 01-
ins, pearticularhy i1 they
pmake boruses more s
parent. In traditiomal insar-
e pealicies, e pesen for
a particular bonus is ot al-
ways abvios and bomises
are expressen w5 an inereise
ine W surn assured oo ma
terity, which is not easy to
branshate dnto i annl pe-
LRECTL

IF Mips are pedniroduced,
then the bomuses shonld be
enpressed ws an anoual
trn, the reduction. in yiekd
shomlel D cappesd like (L s
done in unit-linked insur-
anee plams (UHps) and, at
beass in rhe initial years, a5
polivviiolders  understand
the new products, policy
surrender should Tave Tow
charges,

In terms of index, nnly in-
dices pblished by repaied
Uhird partics should be al
foowed and these shonld be
restrbcied s the pelatvely
less volatile  sovernment
and delt sernnties

This may also be o good
Ogprorl ity o experiiment
with fatl commission strue-
tres onver the years rather
Ulviare o Do Epdtial commis
sioe Fodluvecd by smaller o
el commissions Al the
changes suggested ane sig-
milicant, bt the time is
right 1o experineen with
thiose,

benefit policyholders if they are aliowed to be sald again.
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Won't be useful
if the costs are
similartoa
traditional plan

T are henchmirked to

an index and retinms are
pomiel W that index, Fhie
policies linked o govern-
menl Bonds may provide
regular returns and work
Hke pension plans.

The atirsctiveness of the
praduct will be buasesl on
vy it i strnctured in terms
of costs Coptatnly, (0 wold
nof be a wselul product i
the costs are similar o irs-
ditinnal  insurance  plans:
The bespchumark doveloped
or used will also have to be
EHTERHT R

Further, the policvholder
will have to compare the
mortality charge fna term
plage and an incdex-linked
prodduct.

Trvviestoers waai [ bse Detter
of I with a term plan given
the high s assared in
these plins amd can invest
separately in bong-duration
or [0-year constant matir-
iy b Do,

Il viou mecd resalar in
come, then a  sysirmatic
withodrawal plan in shart-
durstion bond funds anay
he & better idea considering
that these funds are more
figquied ek dor sl havee sur
render charges like an in-
AHTERSe policy.

Stendlardy, ETVS er dndex
funds will be more cost-ef-
fectivie and lepid eompared
withy wn ity Hip.
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Thiswillbea
win-win bet for
both insurers
and customers

here s a case e Wips o

coime hack. The 2019
product mopulalions sl
b Tl o ok =eem fo ex-
plicitly prehildat e
which was the case with the
205 megulations Tndex-
linked products were al-
wiays popudar with policy
hobders as they provicked 4
tinkmam . guirmiee vis-a-
vis thedr returns, besides of-
Ferdng an apportumiiy to in-
rrease retinms 7 the nar-
bt prerforin weekl,

(e coubd argue that a
sitnilar siruciure s pro-
widlied by participating prod-
nets, bl the pdvaniage that
Hipe baave over paarticipating
products s that e Lip
stricture i5 much  mome
[EEESTHIEE

Given  volatile  markets
where custnmers are ook-
ing for guarantess more
U ever, Tl insircrs may
have o lower retarns guar-
antecd wnder pure  non-
peirticipaling produils,
These products will falfil
the dual purpnss of allow-
Lin iesirers Lo b guacn-
tees lower and allow cis-
Toeers fo g access o bl -
ter returns 5 Lhe markels
hstimes hack:

In this environment, this
= prncre of @ wan-win progso-
sition both from customers’
an ekl as insnrers perspes-
LIz



