
Consumer Education in Insurance
CoRnrcr RIsr PtncEPTIoN

ARMAN OZA MENTIONS THAT MASS-MEDIA CAMPAIGNS THAT THROW LIGHT ON THE IMPACT OF VARIOUS RISKS ON THE

LIVES OF A FAMILY AS WELL AS THE BAsICs OF INSURANCE CONCEPT WILL GO A LONG WAY IN BRINGING THE LAYMAN

CONSUMER TO A LEVEL WHERE HE CAN UNDERSTAND HIS NEED VIVIDLY.
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I nsurance as a risk manaeement toot
a '
I offers an ex-ante risk Lransfer option
I
I to the consumer in consideraLion of the

premium. Risk transfer decisjon js [argety

prompted by the way in which the risk

being insured, is perceived by the potentia[

buyer. A risk transfer witl take ptace onty

if the underl.ying risk is perceived to be

graye enough in comparison to the cost

(premium) of transfer. Risk perceptjon

agajn is influenced by a number of factors

like risk appetite, levet of information,

awareness about risk transfer optjons and

credibit ity of the risk transfer mechanism.

Moreover, in order to be abte to build a

perception, at least a bare understanding

about the possibit ity (probabiLity) of a toss

producing event taking ptace as weLL as its

financiat impact (severity), is very much

required. Regardtess of this, some covert

o r  over t  p rocess  o f  iden t i f y ing  and

quantifying the risk does take ptace before

t  a  buy  dec is ion  is  made on  insurance.

Generatty speaking, a risk-averse person

wit[ buy more insurance than a risk taker.

Insurance products usua[y offer protection

against low frequency events onty. On the

other hand, r 'nsurance consumers prefer

coverage aga ins t  more  probab Le ,

immediate risks, notwithstanding their

p r o b a b t e  i m p a c t .  H e n c e ,  I o w e r  t h e

frequency of a loss prone event, higher is

the perception required to trigger an

insurance purchase. AtI these factors make

insurance purchase a much more comptex

transaction. Buitding up of the right risk

perception in the publ.ic psyche is thus

fundamenta t  to  the  emergence o f  a

demand driven, heatthy and sustainable

insurance marke t .  The whote  issue o f

consumer education in insurance should be

viewed from this perspective.

Ind ia  i s  a  count ry  o f  h ighLy  d iverse

p o p u  I a t i o n  m i x  i n  t  e r m s  o t  s o c i a  t ,

e c o n o m i c ,  r e t i g i o u s  a n d  c u l t u r a I

conditions, These attributes contribute

towards equalty diverse risk behaviour. A

[arge section of the poputation is obsessed

by a fatatist bias that deters them from

being risk-sensitive. Awareness levets about

variety and comptexity of risks confronting

them is retativety low. [inanciat ptanning

is more often resorted to as an ad-hoc

exercise rather than as a habit. Att this has

resuLted in a low overatI risk consciousness

among the  popu l .a t ion .  Aga in  the  r i sk

appetite tends to change in different

situations. Thus a person who is averse to

stock market risks may become a risk taker

white considering l ife insurance. On the

other hand, someone who meticuLously

buys tife and health insurance may become

a risk taker by driving rashty on roads.

White a fund of information on insurance
"prod  uc ts  i s  ava i tab le ,  fundamenta I

aspects of risk management neither from
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The benefits from
insuronce, being
distont os well os
contingenf,
olwoys remoin
under o cloud of
suspicion for the
mosses.

part of our formal education system nor
are they propagated wetl enough in the
pubt ic  domain .  The benef i t s  f rom
insurance,  be ing  d is tan t  as  wet l  as
contingent, atways remain under a ctoud
of  susp ic ion  fo r  the  masses .  Aga in
affordabitity is an issue for a large secnon
of the poputation. Life insurance is being
projected more as a tax savings and
investment instrument rather than a risk
mitigation toot. Non-motor persona[ [ ine
produc ts  s t i t I  cons t i tu te  a  negt ig ib te
portion of the non-tife portfotio. Al.l. this
has resutted in an under-insured nation
wilh low tevels of insurance density and
penetration. Reat demand for insurance ts
[argety absent and whatever business that
is being transacted is more suppty onven.
Insurance is  o f ten  so td  bu t  i s  se tdom
bought.

It is thus pretty ctear creating a sustainabte
demand for insurance woutd require me
buitdjng up of rjght risk perception among
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the consumers. Untike other products or
servjces, the benefits of insurance are not
immediatety feLt and hence unLess the
consumer is futly convinced about buying
insurance per se, it witl be very difficutt
to ensure continued purchase. Insurance
is a long term business for insurers as wett
as intermediaries. Unless the concept is
sotd in the right earnest, issues like acverse
setection and moraI hazard wit[ keep
bothering the industry and a sustainabte
as wetl as profitabte portfoLio of risks witt
never emeTge, ln this context the roLe of
suppty side in educating the customer
becomes criticat. Unfortunately very tittte
effort has gone in on this front - both at
the  mic ro  as  wet l  as  macro  teve ts .
Substantiat investment is being made in
per iphera t  marke t ing  ac t iv i t ies  l i ke
cetebrity endorsements and brand buitding
tha t  hard ty  convey  any  fundamenta t

message to the consumer. At the same
time, precious littte is being done. To offer
right inputs and tools on the concept to
the customer at the point of sate is atso a
rare sight.

At the micro levet, point of saLe is an ideal
occasion for imparting consumer education
since the consumer is fuLty attentive at this
point, Intermediaries and satespersons
need to be trained in an effective manner
to achieve this end. Rather than mere
product detaiting they shoutd be assessing
the  r i sk  appet i te  o f  the  insured and
suggesting products accordingly. Even
white detaiting the product, rather than

JUst painting a rosy picture about the
coverage and services offered, it wiLL be
in the interest of everybody to exptain the
timitations (or exctusions) of the product

and atso exptain the precept undertying
these timitations. For exampte, instead of
just saying that outpatient treatment is
exctuded in a heatth insurance poticy, it
woutd be hetpfut to explain that insurance
as a  mechan ism cannot  cover  h igh

frequency risks, or that such risks are Desr
to retain rather than transfer. A wett
informed consumer woutd bear a bigger
bus iness  po ten t ia I  and shoutd  no t  be
considered a threat.

The suppty side needs to understand that
insurance se l l ing  is  much more  than
pushing a product in the market or more
crudety just 'ctosing a deat. ' Insurance
caters to onty one area of the risk quadrant

and in order to optimize the benefits of
insurance,  the  consumer  needs to
understand risk handting techniques for
non-insurabLe risks as wetl, ln other words
apar t  f rom t rans fer r ing  the  r i sks ,  an
individuat has to learn about retainjng,
controtling as wetl as avoiding certain risks.
Onty  then the  benef i t s  w i t t  f tow jn  a
perceptible manner. Being a yitat ptayer
of the game, an insurance salesperson
shoutd be giving vitat tips on these areas
as we[t. Enabting the customer in taking
informed decisions is not onty a matter of
e th ics  bu t  aLso makes be t te r  bus iness
sense. A customer with the right risk
perception is atways tikety to buy more
insurance and more importantty continue
buying insurance over a period of t ime.
Customer dissonance, which is a major
jssue in insurance, arises mostly because
of Lack of proper ctarity (if not mis-setLing)
at the point of sate. Utmost good faith is a
reciprocal obligation. Just as we expect
the consumer to take a long term view on
insurance, intermediaries and insurer5 a$o
need to go beyond short term goats of
bracing big votumes quickly.

The efforts to convey the right message at
the  mic ro  leve l  a tso  need to  oe
complemented at the macro levet. Again
the focus has to be on buitding the right
r i sk  percept ion  ra ther  than mere ty
parroting words [ike "insurance", security"
and guarantee". WelI designed mass-media
campaigns that throw tight on the impact
of various risks on the tives of a famity as



wetI as the basics of insurance concept wiLI

go  a  long way in  b r ing ing  the  layman

consumer  to  a  [eve [  where  he  can

understand his need vividty. Rather than

being sporadic in nature these campaigns

have to be carried out for long periods and

preferably in a phased manner. Separate

strategies for rurat and urban consumers

have to be devised. Media Like tetevision

and internet can be extensivety used in this

Introducing
suitobly drofted
curriculo qt the
school level will ot
leost ensure ihot
the upcoming
generotion
underslsnds the
importonce of risk
monogement
through insuronce
in the right
eornest

regard. Cues can be taken from sociat

marketing campaigns |'ike "pulse polio". In

the recent past, many insurance schemes

have been Launched by the government.

The Rashtrjya Swasthya Bima Yojna (RSBY)

is one such exampte. Insurance awareness

campaigns  can be  c lubbed w i th  such

schemes to ensure better outreach as weLt

as increased risk consciousness among the

poputa t ion .  As  a  na t ion ,  the  re tu rns

generated by such campaigns in terms of

increased insurance penetration wil l be

much more than the costs involved.

The concept of risk and risk management

and thereby insurance, needs to be the

part of schoot curriculum right from the

primary school Level. As of now, insurance

is not taught even at the post-graduate

levetin the management djsciptine by most

universjt ies. This is the major reason why

even educated peopte fail to comprehend

the concept futty. lntroducing suitabLy

drafted curricuLa at the school level wil l

a t  l e a s t  e n s u r e  t h a t  t h e  u p c o m l n g

generation understands the importance of

risk management through insurance in the

right earnest. To start with insurance

compan ies  can bee encouraged to

approach schoots and cotteges for short

dura t ion  tec tu  res  and presenta t ions

exptaining the basics of insurance. Long

back ,  a  s imi la r  e f fo r t  was  made bY

Petroleum Conservation and Research

Association whereby the P5U oil companies

were encouraged to organize lectures in

schoots on the importance of petroLeum

conservatlon.

Appropriate reguLations are atready in

ptace for ensuring that the consumer gets

a fair deat. Consumer education however,

is not an issue that can be deatt with

through regulation atone. Neither is it

someth ing  tha t  can  be  taken uP as  a

project and finished once for aLl.. It calts

for a mature behaviour and affirmative

action on the part of the industry. lt has to

become a part of the cutture that is driven

by  a  conv ic t ion  tha t  a  r i sk  l j te ra te

consumer is in the interest of one and att

in the industry. Fair ptay is not a one way

process - neither is foul ptay,
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