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MANAGEMENT TRAINEE
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ABSTRACT

Customer satisfaction, Customer loyalty and influential marketing campaign have been treated as important parameters for a company’s
continued survival and to strong future growth. In earlier nineties data mining through its predictive modeling techniques bring revolutionary
grow in the banking sector. But, after reviewing many research papers, researcher feels that there is very less work done on Insurance sector,
especially on life insurance sector in context of India. So this paper is an attempt to study this virgin sector. This paper is researched by keeping
in view the two aspects. One aspect is concerned with the life insurance customers and other one is life insurance service provider. Now- a —days
it is happening that due to attractive advertisement strategies, more returns and better services; a new or an existing life insurance product is
getting tremendous popularity in the customer market. This insists a customer to switch from one life insurance service provider to another.
Similarly there are certainly many other reasons due to which a customer surrenders his life insurance policies. The other aspect aims to Life
insurance service providers who generally forfeits the life insurance policy; when a customer make any concealment of facts or feels difficulty in
paying the premium amount or one or the other reason. The practical dataset, which undertakes 63 attitudinal & 8 demographic factors are
analyzed by Factor Analysis, multiple regression & Anova to examine the interdependent relationships. The main findings of this study show that
purchase indecisiveness, information dilemma, client servicing through company and Superfluous benefits are the major factors for
switching/ forfeiture and surrender of Life insurance policies in India.

KEYWORDS
ANOVA, Customer Loyalty, Forfeiture, Factor Analysis, Multiple Regression.

INTRODUCTION

Customer loyalty has been treated as an important source of sustained competitive edge in terms of customer retention, repurchase, and long-
term customer relationships. Customer loyalty's link to profitability has also been well established in the management and marketing literature.
Numerous studies have given considerable attention to customer satisfaction with a company's products or services as an important
determinant of customer loyalty. The core proposition is if customers are experiencing a higher level of satisfaction, then they are likely to
remain with their existing providers, in turn leading to greater customer loyalty. Otherwise customer will like to switch to the other service
provider. Life insurance or “life assurance” is a contract between the policy owner and the insurer, where the insurer agrees to pay a sum of
money upon the occurrence of the insured individual or individuals’ death or other event, such as terminal illness or critical illness. In return,
the policy owner (or policy payer) agrees to pay a stipulated amount called a premium at regular intervals or in lump sums. There may be
different designs in some countries where bills and death expenses plus catering for after funeral expenses should be included in Policy
Premium. A customer when takes a life insurance policy, they consider it to be just a tax saving device. A Policyholder is expected to pay
periodic premiums, which can be either paid monthly, quarterly, half-yearly or annually. But the customers in India take it so casually that they
either forget to pay their premiums or feels that the policy doesn't quite fit into their scheme of things or they face any problem in maintaining
the policy. If this premium is not paid within one month of the due date, then the policy is considered to be lapsed and the policy holder is
supposed to surrender the policy. After studying the market scenario, the researcher came across many individuals who either have not been
able to pay the high premiums on their unit linked insurance plans (ULIPs) or they do not wish to pay the premiums on their low yielding
traditional insurance policies. Sometimes the individual buys the policies by concealing certain facts which are necessarily to be known by the
life insurance service provider. In such a scenario, the policy is considered to have lapsed and all the premiums paid are forfeited. More
importantly, the insurer doesn't entertain any claims once the policy lapses. However, it should be understood that the policy is not necessarily
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forfeited i.e. the policy's value doesn't become nil. The Insurance Act does not allow for forfeiture as every policy acquires a reserve based on
the premiums already paid. Therefore, this study's objective is to examine the causes of switching/ surrender and forfeiture of life insurance
policies. The life insurance sector of India is our empirical study subject, because this service industry meets with the properties of professional
services, experience and belief, and needs high contact with customers to develop intimate customer relationships and maintain relationship
quality. Moreover, the life insurance industry is a typical professional financial service and the outcomes of this research should not be ignored.

LITERATURE REVIEW

Many companies focus on building loyalty and profitability into their customer relationships. Despite this effort, customers in today’s
competitive environment are becoming less and less loyal, and the number of people who switch from one service provider to another is
increasing. The empirical framework for this study is the insurance industry, and our particular choice is life insurance sector in context to India.
More precisely, after the depth learning of the idea the researcher examined that a little work has been done in the risk assessment, claim
settlement and fraud detection and the idea of this research remains untouched. Williams et al. (1996) analyzed that Insurance is a business of
risks. Identifying and understanding areas of risk is an important task performed by an insurer. An assessment of risk is used to set the
appropriate premium for insurance policies. For the purpose the author particularly focuses on two data mining techniques i.e. decision tree
and rule induction to evaluate risk in terms of claim frequency and claim costs. Abbott et al. identified that data mining tools and are compared
on a fraud detection application on insurance sector analyzed their distinctive strengths and weaknesses, and learned lessons for the process of
evaluating the products. Daniels, et al. (2002) proposed an approach which is the combination of expert knowledge & neural networks. This
approach is applicable to a wide variety of risk management problems with reference to a case study on fraud detection in an insurance
company. Dimitri Vittas (2003) researched that there are some important gaps in corporate governance, internal controls, and risk
management in life insurance sector. In addition, solvency ratios are below international standards and do not include modern risk-based
capital requirements. Narsimha Rao (2007) concluded that there is a need to liberalize the insurance industry in India and facilitate the insurer
to provide insurance products to people at low cost and less effort. Prashanta Athma (2007) analyzed the factors which consumers take into
consideration before selecting Life Insurance Products and determine the extent to what these factors are taken into consideration for
choosing the life insurance products and found that both, product and non-product attributes have been found to be important in selecting a
policy but they have been rated differently. B. S. Bodla, Sushil Verma (2007) studied the behavior of buyer for the life insurance policies in
rural areas of Haryana. They found that respondents belonging to the age group 31-40 years dominate the rural insurance market, further
agents are the most important source of information and motivation as they are very much convinced by theor agent suggestion and buys
whatever is suggested by the agent. Mala Srivastava (2007) accredited in her study that as competition in life insurance sector in India is just
entered in 2001; therefore the increase in apparent service quality has more impact in retaining customer. Sunayna Khurana (2008) tried to
understand consumer behavior in the insurance sector to identify customer preferences regarding plans and company, their purpose of buying
insurance policies, their satisfaction level and their future plans for the new insurance policy. V.N.S.Pillai (2008) found that a number of
disputes arise during the payment of claims of life insurance policies. They may relate to payment of premiums, age of the insured or
misrepresentations by the person purchasing the policies. In the light of above the researcher identified 12 factors that caused the customers
to start thinking about switching/ surrender and forfeiture of life insurance policies in India. What has, so far, not been researched very much
specially in context to India? The method we are using in this study is the Factor Analysis (Principal Component analysis). Our contribution to
the research in this field is to identify and deepen the understanding of the role of various causes for customer switching/ surrender and
forfeiture of Life insurance policies in India.

AIM OF STUDY

Keeping in view the said fact the aim of this study is to identify and understand the causes that insist a customer to surrender their life
insurance policies and circumstances which may cause to the forfeiture of life insurance policies. The causes are explored in the form of
attitudinal and biographical factors of policyholders responsible for the surrender of insurance policies from the attributes collected from
policyholders of different age group, profession, family background.

RESESARCH METHODOLOGY

The present study is Explorative in nature, as it seeks to discover ideas and insight to bring out new relationship. Research design is flexible
enough to provide opportunity for considering different aspects of problem under study. Since the major emphasis is on the discovery of ideas
and insights which are responsible for lapse of insurance policy. A Likert scale, a type of psychometric response scale, is used in questionnaire.
While responding to a Likert questionnaire item, respondents specified their level of agreement to a statement in form of strongly disagree,
Disagree, Neither agree nor disagree, Agree and strongly agree. A recent empirical study showed that data from 5-level, 7-level and 10-level
items showed very similar characteristics in terms of mean, variance, skew ness and kurtosis after a simple transformation was applied. From
universe of 2000 of North West Haryana, a sample of 400 respondents was collected using systematic sample design. Every 5t person met on
date of meeting was considered as respondent of questionnaire. The data of 400 respondents was collected by questionnaire method. After
analyzing the questionnaire it was found that 10 questionnaires are incomplete so are of not any use. Remaining 390 questionnaires when
again analyzed 9 found to give rating in place of ranking. So at last data of 381 questionnaires has been taken for further study. The data
extracted from questionnaires is in the form of attributes and contains demographic and attitudinal details of the respondents. There are 8
demographic attributes represented by bgl to bg8 and 63 attitudinal attributes represented by m1 to m63 in this study. The research work
makes effort to comprise 63 attributes into finite number of factors which contribute towards attitude of respondent to lapse the policy.
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STATISTICAL TOOLS

Factor analysis has been applied to identify the reasons for forfeiture/ surrender/ switchover of life insurance product by the insured in life
insurance sector in India. The main purpose of applying factor analysis is to condense the information contained in a number of original
variables into a smaller set of new composite dimensions with a minimum loss of information (Joseph, 1995). All the attributes collected by
questionnaires may not be reason for making decision about lapse of insurance policy. Therefore it is very important to extract such attributes
so that important attributes can be analyzed. For this purpose descriptive of attributes has been checked using SPSS software. The cutoff point
selected is 3.25 on basis of past experience of researchers. The attributes having mean less than 3.25 are considered as unimportant for further
study and this has been extracted. Out of 63 attitudinal attributes 32 attributes are found with descriptive mean less than 3.25. So these 32
attributes has been rejected for further study and remaining 31 attributes will be used to make factors collectively. Similarly descriptive for
demographic variables has been checked and only two variables named bg2 and bg7 are found with mean greater than 3.25 so are selected for
further study. Now to comprise same type of the attributes in one factor, factor analysis has been used. It has been observed that Bartlett test
of sphericity is significant and Kaiser — Meyer — Olkin measure of sampling adequacy is less than .6 so insignificant. It shows that still there are
some attributes which are not important for making decision of insured. Moreover in anti- image correlation matrix all measures of sampling
adequacy are below than acceptable level 0.5. Therefore attributes having measure less than .5 in anti- image correlation matrix should be
rejected. So attributes named m2, m9, m10, m17, m25, m35, m39, m42, m45, m46, m52, m54, m55, m61 has been extracted and factor
analysis is again applied on remaining 17 attributes. From table 4, it is observed that Bartlett test of sphericity is significant and Kaiser — Meyer
— Olkin measure of sampling adequacy is greater than .608 i.e. grater than .6 so significant. But anti- image correlation matrix reveals that the
two attributes named m33 and m34 have measure less than .5 so needed to be extracted. Therefore these two attributes are extracted and
factor analysis has been applied again. Now it has been observed that Bartlett test of sphericity is significant and Kaiser — Meyer — Olkin
measure of sampling adequacy is .665 greater than .6 so is significant. Now in anti- image correlation matrix (table 1) all the attributes are well
above the acceptable level of .5. Therefore these are the attributes which are responsible for lapsing of policy.

Anti-image correlation Table-1
ml .628(a) 0.227 -0.343 -0.021 0.355 -0.234 0.063 0.125 0.195 -0.221 -0.102 -0.251 0.097 -0.221 -0.133
m13 0.227 .557(a) -0.038 0.3 03 -0.38 -0.128 -0.035 -0.244 0.01 -0.03 -0.083 -0.217 -0.081 -0.097
mi8 -0.343 -0.038 .702(a) 0.089 -0.158 -0.109 -0.138 -0.011 0.139 0.066 0.045 -0.126 -0.245 0.214 0.352
m20 | -0021 | 03 0.089 670(a) | 0184 | -0232 | 0328 0.026 20055 | 0073 0549 | 0181 | -0429 | 0165 0.081
m21 | 0355 | 03 0158 | -0.184 | .600(a) | -0444 | 0422 | -0538 | 0239 0185 | 0313 0178 0.121 0469 | 0.067
m22 -0.234 -0.38 -0.109 -0.232 -0.444 .685(a) 0.27 0.045 0.218 -0.205 0.149 -0.011 0.147 0.481 -0.138
m23 0.063 -0.128 -0.138 0.328 -0.422 0.27 .624(a) 0.206 0.093 -0.31 -0.21 -0.159 0.225 -0.013 -0.11
m32 0.125 -0.035 -0.011 0.026 -0.538 0.045 0.206 .790(a) -0.004 0.092 -0.238 -0.049 -0.24 0.393 -0.054
m4l | 0195 | -0244 | 0139 20055 | 0.239 0218 0093 0004 | 642 | 0415 | 0189 0216 | 0.047 0278 0242
ma3 | -0221 | 001 0.066 0.073 0185 | -0205 | 031 0.092 0415 649(a) | -0.08 0.109 0146 | 0.019 0.484
m47 -0.102 -0.03 0.045 -0.549 0.313 0.149 -0.21 -0.238 0.189 -0.08 .547(a) 0.041 0.252 -0.109 -0.073
m56 -0.251 -0.083 -0.126 -0.181 0.178 -0.011 -0.159 -0.049 -0.216 0.109 0.041 .807(a) 0.231 -0.231 -0.007
m58 0.097 -0.217 -0.245 -0.429 0.121 0.147 0.225 -0.24 0.047 -0.146 0.252 0.231 .684(a) -0.273 0.041
m59 | -0221 | -0081 | 0214 0.165 0469 | 0.481 20013 | 0393 0.278 0.019 0109 | 0231 | -0273 584(a) | 0.027
me0 | -0133 | -0097 | 0352 0.081 0.067 0138 | 011 0054 | 0.242 0.484 0073 | 0007 | 0041 0.027 730(a)
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INTERPRETATION OF FACTORS

Table 2 displays the total variance explained at four stages. At initial stage, it shows the factors and their associated eigen values, the
percentage of variance explained and the cumulative percentages. In reference to the eigen values, it is expected that four factors are to be
extracted because they have eigen values greater than 1. if these four factors are to be extracted, then 70.926% of the variance would be
explained. The scree plot graphically (graph 1) displays the eigen values for each factor.

Table 2

Initial Eigenvalues Extraction Sums of Squared Loadings Rotation Sums of Squared Loadings
Com
pon Cumulative % of Cumulativ
ent Total % of Variance % Total Variance | Cumulative % Total % of Variance e%
1 4.42 29.47 29.47 4.42 29.47 29.47 3.207 21.38 21.38
2 2.702 18.011 47.481 2.702 18.011 47.481 2.595 17.3 38.68
3 2.109 14.062 61.543 2.109 14.062 61.543 2.439 16.26 54.94
4 1.407 | 9.383 70.926 1.407 9.383 70.926 2.398 | 15.987 70.926
5 0.978 | 6.522 77.448
6 0.769 | 5.123 82.571
7 0.617 4.116 86.688
8 0.49 3.269 89.957
9 0.428 | 2.853 92.81
10 0.279 | 1.863 94.673
11 0.243 | 1.619 96.292
12 0.185 | 1.235 97.527
13 0.167 1.115 98.642
14 0.13 0.87 99.512
15 0.073 0.488 100
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Factor-1

Perusal of rotated component matrix (table 3), it is noticed that attributes m20, m22 and m58 have highest loadings (close to 1) of .838, .603
and .622 respectively on factor 1. This shows that factor 1 is combination of these three original attributes. So factor 1 is interpreted as
combination of “availability” (m20), “kind of scheme to be launched” (m22) and “surrender earlier also” (m58). Factorl is named as “purchase
indecisiveness”. This factor reveals that now -a- days customer generally surrenders their life insurance policies if they feel difficulty in taking
decision while purchase of policy. They found difficulty while taking decision and therefore surrenders the policy. So, the policy provider should
explain buyer with the proper features so that they can decide properly about purchase of policy.

Table 3
Component

1 2 3 4
m20

0.838 -0.009 0.324 0.082
m23

-0.817 0.292 0.181 -0.081
m59

-0.715 -0.125 0.322 0.198
m58

0.622 0.219 0.056 -0.248
m22

0.603 0.325 0.263 -0.305
m32

0.594 0.147 0.367 -0.519
m43

-0.07 0.844 -0.197 -0.134
m60

-0.106 -0.82 0.217 0.124
m18

0.217 0.727 0.308 0.032
m41l

0.047 0.297 -0.861 0.056
m13

-0.071 0.014 -0.735 -0.077
m21

0.072 0.403 0.628 -0.588
ml

-0.12 0.015 0.148 0.856
m56

-0.31 -0.04 -0.217 0.705
m47

0.187 -0.39 0.256 0.551

Factor-2

Similarly interpreting factor 2 from table 8, it is noticed that attributes m18 and m43 have highest loadings of .727 and .844 on factor2. This
shows that factor 2 is combination of these two original variables. So factor 2 is interpreted as combination of “service satisfaction” (m18) and
“information through catalogue” (m43). So factor 2 is named as “information dilemma”. It means the customer is not getting proper
information about the policy so face difficulty. Therefore, it is required for policy provider to give proper and true information to the policy
holder to decrease the rate of lapse of policy.

Factor-3

Now again interpreting factor3 from same table 2, it is noticed that only attribute m21 has highest loading of .628 on factor3 so it alone
represents factor3. The attribute is client handling so factor3 is named as “client servicing through company”. If the proper service is not given
to client, he feels insecurity with his payment so lapse the policy. Therefore, a good service by company to client may be helpful in decreasing
the rate of lapse of policy.

Factor-4

Similarly m1 and m56 have highest loadings of .856 and .705 on factor 4. So “objective tax benefit” (m1) and “surrender due to dispute” (m56)
collectively make factor 4 as “Superfluous benefits”. So, a policy provider should give time to time counseling to the policy holder to maintain
his interest and to dissolve the conflicts. The main objectives of the policy should be precisely explained to the policy holder. Therefore from
research it is found that these are four major factors which are responsible for lapse of insurance policy.

Now it is important to know how demographic variables affect these variables.

As the study is also concerned to know the biographic factors responsible for the lapse of policy so further analysis of these four factors is
required.

Is there any impact of sex and occupation on factors contributing to lapse of policy?

To know this impact two —way ANOVA has been applied.
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** Impact of sex and occupation on purchase indecisiveness: The Levene’s test revealed that the homogeneity of variance assumption has not
been violated. It illustrates that the main effects for sex and occupation are very significant. Therefore, both sex and occupation collectively
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impacts the purchase indecisiveness of client. Moreover table 20
depicts that there is a significant interaction effect (p<.05) for
sex*occupation. That is, the impact of sex on purchase
indecisiveness does depends on occupation of the client, F (4,371) =
18.144, p<.05. Graph 2 also shows that for businessman and
professionals, the sex has no impact on purchase indecisiveness.
However for service, sex has a small impact but for farmers and
students, sex has a considerable impact: male is dominating in
purchase indecisiveness.

** Impact of sex and occupation on information dilemma: The
Levene’s test (table 3) reveals that the homogeneity of variance
assumption has not been violated. It illustrates that the main effects
for sex and occupation are very significant. Therefore, both sex and
occupation collectively impacts the information dilemma of client.
Moreover table 22 depicts that there is a significant interaction
effect (p<.05) for sex*occupation. That is, the impact of sex on

purchase indecisiveness does depends on occupation of the client, F (4,371) = 13.608, p<.05.

Table 3
Type Il Sum Mean Partial Eta | Noncent.
Source of Squares df Square F Sig. Squared Parameter Observed Power(a)
Corrected Model 123.049(b) 9 13.672 29.091 .000 | .414 261.823 1.000
Intercept 709.743 1 709.743 | 1510.193 | .000 .803 1510.193 1.000
bg2 10.218 1 10.218 21.741 .000 | .055 21.741 .996
bg7 29.494 4 7.374 15.690 .000 | .145 62.758 1.000
bg2 * bg7 25.581 4 6.395 13.608 .000 | .128 54.432 1.000
Error 174.358 371 470
Total 6183.250 381
Corrected Total 297.407 380
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Graph 3 also shows that for businessman, serviceman and professionals, the sex has no impact on purchase indecisiveness. However for
farmers and students, sex has a considerable impact: male is dominating in information dilemma.
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Impact of sex and occupation on client servicing through company: The Levene’s test revealed that the homogeneity of variance assumption
has not been violated. It illustrates that the main effects for sex and occupation are very significant. Therefore, both sex and occupation
collectively impacts the client servicing of client. Moreover table 24 depicts that there is a significant interaction effect (p<.05) for
sex*occupation. That is, the impact of sex on purchase indecisiveness does depends on occupation of the client, F (4,371) = 9.343, p<.05. Graph
4 also shows that for student, farmer and serviceman, the sex has very less impact on client servicing. However for business man and
professional, sex has a considerable impact: for businessman male is dominating and for professional female’s decision is dominating in
client servicing.

CONCLUSION

After analyzing the fact sheet as per the causes in terms of variable m1 to m34 it is concluded that most popular and major reason for a
customer who surrenders the life insurance policy is whenever he/ she takes wrong decision in purchase of policy and male plays dominating
role in lapsing policy in case of farmers and students due to indecisiveness in purchasing but in case of serviceman and professionals sex don’t
play any role. The research explored other reasons for lapse of the policy as information dilemma, client servicing through company and
superfluous benefits. Being information dilemma as reason for lapse of policy, male’s decision plays dominating role for farmers and students.
But if client servicing is factor for lapse then male’s decision is important in case of businessman and female’s decision is important in case of
professional.

FURTHER RESEARCH

Further research could extend these results to other insurance policies. This might involve an examination of the theoretical antecedents, as in
the experiment, or the behavioral consequences. More generally, such an analysis would provide an important link among research on
customer attitude and demography — variables that have typically been analyzed in separate research streams. Other research could examine
the reasons consumer believe that they can or cannot decide the purchase of different insurance policies. Further research could also assess
the extent to which differences in perception and behavior vary across customers and are moderately by individual differences, such as
involvement and risk aversion.
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