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ABSTRACT 

Role of the insurance in social and economic development cannot be under estimated. 

Exploring new ways, making innovations and doing business involve risks to man's 

life, goods and property. Insurance provides financial protection. In case of loss, a 

person recovers his financial position as before the incidence. Thus a man takes big 

risks to make innovations keeping in view the insurance support. In Sri Lanka 

insurance has made an immense contribution to the development of the economy, 

progress and prosperity of the country. 

Unfortunately, insurance has not been given the importance it deserves in many 

countries. This is one of the neglected sectors in Sri Lanka too. The government's 

attention has repeatedly been drawn towards problems being faced by the insurance 

industry. But all efforts have gone in vain due to poor administrative & regulatory 

controls. It is evident from the treatment of the government with the insurance sector. 

It is worth noting that in spite of this fact, insurance companies have constantly been 

making a substantial contribution towards the government's revenues. 

The situation demands revolutionary steps to bring about a positive change in the 

insurance industry. Sri Lanka being a developing country can definitely be benefited 

with the development of insurance culture. Hence, we do have to concentrate on that 

aspect in the future. Only suggestions or forming rules do not serve the purpose. 

Number of suggestions on the promotion of the insurance sector, have already been 

made by the professional experts. The basic thing is to make sure their 

implementation and continuity. 

Using a sample of cross-sectional data from year 2000 to 2004 of companies 

operating in the insurance industry in Sri Lanka, an attempt has been made to shed 

some light on the issue of profit & competition in the general insurance business. 

Companies offering products and services in the insurance market are believed to 

trade under very competitive conditions. In order to test this widely-held claim the 

study investigate whether firms' pricing policies reflect competitive or monopolistic 

market features. 
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Under competitive conditions companies are forced to pass on any increase in costs in 

prices and thus their revenues will rise pari passu should wages, underwriting costs or 

other expenses increase. By contrast, a firm operating under monopolistic competition 

responds to an increase in marginal and average costs by increasing price and 

reducing output, resulting in a less than complete pass-through in revenue & profit 

falls. This study is to apply the research methodology described above, to the general 

insurance business in Sri Lankan insurance market. 

Firms in this industry generate revenue through underwriting of insurance risks and 

from investing their assets. As underwriting and capital markets are in general 

segmented, empirical approach of this study is based on the insurance and portfolio 

behaviour of firms and not on an integrated view of both. Previous investigations of 

this kind have focussed on the banking industry in Sri Lanka. Contrary to widely held 

views, this study find that competition is less than perfect. 
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