SOME RANDOM THOUGHTS
PART I
Insurance is a technique of sharing of risks or spreading of losses.  In the words of the Elizabethan Act of 1601, “by means of which policies of assurance….. the loss lighteth rather easily upon many than heavily upon few”.  The risks apply to all but are individual in operation and the uncertainty prevails as to for whom the bell tolls. This technique of sharing of risks has been taken to its perfection by what is known as ‘Reinsurance’ or re-reinsurance or ‘Retrocessions’. The effectiveness of the sharing technique i.e. insurance and reinsurance can be measured from the fact that the 2001 9/11 WTC claim amounting to USD 70 billion and odd is being shared by about 400 insurers spread all over the world.   It has not resulted into any insolvency.  Very large claims relating to satellites, Boeings, Petrochemicals, Oil, Gas, Public Liability, hurricanes, earthquakes, (and what have you) running into hundreds of crores of rupees affect practically each and every insurer around the globe and is being borne patiently by each one of them. In other words, the technique pervades the entire gamut of losses including catastrophic losses, large losses on large risks, very large number of small losses, and now it can be truly said that there is no ‘risk’ which cannot be passed on to the broad shoulders of the insurers. The essence of a contract is what you have been led to expect shall come to pass and what has been promised shall be performed and the claim figures quoted above illustrate with awe the magnificent performances.  To vary the words of Lord Krishna who said I am the intellect of the intelligent, it can be said following Him, I am the sharing technique of the Insurance. In other words, the perfection of sharing technique is search after truth.

This technique was known to Babylonians, the Phoenicians and the Greeks.  The word Yogakshema meaning insurance occurs in Rig Veda.  The technique was known to Hindus; their joint family system partakes of insurance. The antiquity of the technique can be gathered from the fact that the Babylonians are no longer a matter of history but are a subject of archaeology as to how they lived and where they lived.

Apart from the antiquity of the technique, the earliest known bonds – the bottomry and respondentia – are important for the light they throw on the methods of premium computation.  Consider the bottomry bonds :
“ A loan on bottomry was an advance of money on a ship during the period of voyage. If the ship arrived safely, the loan was repaid with the agreed rate of interest (which corresponded to the modern premium), but if the ship was lost, the borrower was freed from the obligation to repay the loan “.

It is obvious that in the above the premium was paid only by the ‘successful’. Is this method superior to ours where the premium is paid by all those who are ‘successful’ and those who are not ? When would their method break down? Is it possible to go to the other extreme and stipulate that the premium shall be paid  only by those who are ‘not successful’ ?

The philosophy of insurance is all embracing.  When a person attends a condolence meeting and says… I share your loss, that is insurance at its best and the highest. It is the highest social service, nay, it is social insurance. (Unfortunately the politicians and the actuaries have appropriated the word ’social insurance’ to mean something else). The entire family of related words, ‘sure’, ‘assure’, reassure’ in their daily uses would suggest that insurance is a way of life.

What is the service that insurance performs? Take for example the insurance on property. So long as the property remains, one can enjoy it and after it is destroyed one gets the money value for it.  In other words insurance enables one to have the best of both the worlds.  This idea is very beautifully expressed in Gita. Chapter 2, Verse 37, ‘Oh Arjuna!  If you are killed you get the kingdom of heaven; if you survive, you get the kingdom of earth. (In any case, you get the best of both the worlds).  Therefore get up and be determined to fight.  Lord Krishna assured Arjuna and thus He is the first insurer for us… At another place, Lord tells Arjuna that ‘Oh, Arjuna, leave all your schemes of protection and come to me. I shall relieve you of all your anxieties… (I am the insurer). Thus insurance is religion - what else is religion but that which relieves one of anxiety.  If an insurer were to look at Gita, many other principles of insurance could be derived from its various verses.  The famous shloka of Gita teaches the principle of Utmost Good Faith.

Does insurance support any political theory? The theory of insurance requires that the Community as a whole shall share the losses sustained by any of its members.  Thus insurance is true communism.   As Prof. Kendall put it, ‘it is not for mortals to succeed (and we are all mortals); they can only guard against the risk of failure’.  And the Insurers are the guardians and the guardianship can reach its perfection when it is undertaken by the community as a whole – in other words in a true communist society.  However, insurance in practice is treated as a business and the theory is modified to the extent that the losses of the few are not borne by the community but by the insuring public (with its multiplier effect) in the ultimate analysis.  Immediately the losses are borne by the insurance companies and their shareholders (with the multiplier effect) and the reinsurance companies and their shareholders (with the multiplier effect).  The technique now employed is that the premium paid by those who insure form a fund, or a pool out of which the unfortunate persons who suffer losses are compensated.  Though modern insurance business cannot be conducted without creation of a pool, it should be emphasized that creation of a pool (and consequently profit or loss to a company) is not fundamental to the theory of insurance.  The question then arises – is successful insurer a successful cheat – is insurance is a fraud.  No, like an adviser whose business is to mind the business of others (cf. astrologer whose fate is to read the fate of others), the insurer minds that part of business of others which they are not prepared (or should not be prepared) to mind themselves.   But in doing so, he does not act as a broker. He bears the risks himself, He bears the risks by employing the technique of sharing of risks.  But it should be remembered that he bears the risk of the business of bearing risks i e. the profit or loss of the business belongs to him.

That the theory of Insurance supports communism can be proved in an alternative manner as follows:  It would be appreciated that the premiums in General Insurance are low as compared to those in Life Insurance because the former are yearly contracts and cover only a few perils whereas the latter provide cover against all risks including wear and tear.  In latter there are no excepted perils.  If General Insurance were to reach its zenith it is necessary that the list of excepted perils is narrowed down as much as possible.  Cover should be afforded against all conceivable perils, all decrements to which a risk is heir to, wear and tear, pulling down, obsolescence, etc. so that every policy ultimately resulted into a claim.  This would also help the process of planning. Then General Insurance can also become a long term contract.  Further the premium can be calculated and spread over the entire community – it can be collected in the form of a tax and here also various elegant alternatives may be available. Say the tax may be collected in future or divided between the present and the future or may be levied only on few on a progressive pattern i.e. on those who can bear (bear the risk).  This once again leads one to the conclusion that only a communist state can do full justice to insurance.

General insurance boasts that its contracts are contracts of indemnity. If the monetary value of the extent of insurable interest were to be taken as a measure of indemnity, except in trivial cases there would be no contracts that would be true indemnity contracts.  In fact, the life Insurance contracts would be nearer to indemnity than General Insurance contracts since in the former case, the insurable interest is unlimited (and hence every policy is a case of under-insurance); in the latter case the exact extent of insurable interest as measured by its monetary value is indeterminable.

For successful operation of insurance the adequacy of premium is essential. Premium is based on the chance of an event happening and the probable extent of loss it would generate (frequency X size). For such calculations it is necessary that sufficient number of risks of similar class are available to average out the experience.  If this be so, how is it that the insurers are ready to insure rare risks, like the nails of an artist or the eyelashes of an actress, not to talk about twin insurance or the disappearance insurance of the drama actors or ‘cutting a sorry face’ insurance of a television artist.  Cannot a Theory of Equivalence of Risks like the Theory of Indifference curves in Economics be evolved?  Why should not all the risks in the respect of Accident Department be taken as similar risks for the purpose of averaging out?   Why not go further and treat all the risks in all the Departments as similar risks for purpose of averaging out?  Thus when a rare risk is offered, the premium would be based on the chance of loss (frequency X size) if a large number of such risks were offered. And further, given the adequacy of a premium, an underwriter would be indifferent as to whether he is offered a first class fire risk or a third class fire risk or insurance on a rice shipment from Persian Gulf or any accident risk.  The Theory of ‘averaging out’ would then interest only for the purpose of costing or budgeting. Theory of statistics leads to some curious conclusions.  If there is a first class fire risk with a rate of ¼% and there is a loss, it would take 400 years to recoup the loss (provided there are no further losses) or in other words for stability of claims experience large sample size is required.  In contrast, if there were a 10th class risk with 90% as premium, a very small size indeed would be necessary to stabilize the experience.  The inescapable conclusion is, to put in a familiar language, third class risks are better than first class risks given the adequacy of the premium.

What is a sane approach to claims? It should be intuitively clear that claims are necessary for our livelihood. Unless there were claims, there would be no insurance.  But if there are too many of them (more than what you have allowed for in your premiums) an insurer would go out of existence.  Thus an insurer can’t live without claims nor with too many of them.  A handy proverb is that claims are necessary for our livelihood, but their minimization for our bonus.

Since all the policies do not expire simultaneously with financial year coming to a close, it is necessary that a reserve for unexpired risks is provided for such policies.  It should be emphasized that till a policy goes out, it would not be possible to determine profit or loss on it.  However, there is no justification for Indian Insurers providing 100% or more as unexpired risks reserves.  Then why write business at all ?

Insurance is evolving. The crucial dates are Marine – 15th Century; Fire 17th Century; Life 18th Century and Accident Insurance 19th Century.  How is it that though the risks now covered in Accident Insurance, say theft, were plaguing humanity for many centuries, this Branch of Insurance is only a century old. But were not deaths taking place earlier.  How is it that Life Insurance developed only in the 18th Century?  Were not fires taking place earlier.  How is it then that fire insurance developed only in the 17th Century?  How is it that of all the things marine Insurance developed in the 15th Century!  The answer to the last question provides an important clue as to why other branches of insurance did not develop earlier.  Necessity is the mother of invention.  When the traders found that a single mishap may upset their calculations and turn their profits into losses a demand for protection grew which later culminated into marine Insurance.  The process continues and the insurers are devising covers to meet the complex and sophisticated needs of the society.  Even in a static branch like life insurance, composite covers belonging to General Insurance are being thrown in in a good measure.   In Accident, the scope is infinite.  The insurers are trying to meet the challenge of increasing demands on their services and the State is naturally concerned with their regulated development.  How will the Indian Insurers shape would gradually be known after the Government/IRDA takes out all the Acts/Rules/Regulations.  In a larger context, the giant insurers/reinsurers of USA, Europe and Japan may set the trend.  Political stability in Asia (and Terrorism world over) would be followed by interesting developments and may put meaning and content into Insurance.

Insurance deals with human affairs. So long as there is life on this planet, there would be insurance.  We cannot but wait and watch with interest its further journeying.

PART II – SOME ODD QUESTIONS AND EVEN ANSWERS:

Q:  What is the most formidable problem faced by an insurer?

Ans:  He has to determine the sale price without knowing the cost price.  It is beyond the insurer to draw a line as to where the claims should stop.  If we appreciate this nerve-raking situation, we would appreciate the various principles of insurance like good faith, insurable interest, indemnity, subrogation, contribution, underinsurance or condition of average as also the fine print that goes with the contract.

Q:  Five lac persons cross the roads of Mumbai every day out of whom five die. It stands to reason that either all should die or none should die.  What explains this phenomenon?

Ans:  The nature of risk.  It applies to all but is individual in operation.

Q:  What is the cyclical nature of risk ?

Ans:  The catastrophic risks may strike us once in hundred years.  Similarly, earthquake risks may have a cycle of 20 to 50 years.  Even fire risks may have a cycle of over 10 years.  According to Puranas, the cycle for life on this planet is two crores eightysix lac years whereafter the life disappears.  The life has disappeared on this planet over one hundred and twenty times.  In one of these cycles, dinosaurs disappeared.   It is fascinating to watch as to how the insurers provide for these catastrophic risks.

Q:   What is the silver lining in very large claims ?

Ans:  When a very large claim arises, almost 400 insurers in the world get affected and when I say 400 insurers, the shareholders of the 400 insurers and their families with multiplier effect get affected.   In other words, any large loss is shared by the entire world community.  Thus the Upnishat ideal that the entire world is a family – Vasudhaiva kutumbakam – is realized through insurance.

Q.    When can an insured get the best out of insurance ?

Ans:  As stated earlier, insurance enables us to get the best of both the worlds. However, you can go about your business peacefully or calmly only if you are fully insured i.e. only if there is no underinsurance; the insurance is on a reinstatement value basis and there is consequential loss insurance.

Q:  What is risk management ?

Ans:  The idea of risk management is beautifully expressed in Gita where the Lord says that you should arrange your insurances in such a way that you become unconcerned as to whether loss takes place or not; whether property remains or not, you are unaffected.  You are unattached whether good strikes you or evil strikes you.  The phrase used is tat tat prapya shubhashubham.  You then become equipoised.  Amen !

(N.K.PARIKH)
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