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Abstract

Over the years, since the financial opening up of the Indian economy in the early 
1990s, under the previous government, there has been an overselling of a lot of 
financial products. This over selling has led to huge problems to the consumers in 
the form of mis-selling or overselling. There have also been issues with relation to 
lack of proper financial education to the consumers by the financial bodies. The 
present study looks into the problem of mis-selling and how different consumer 
factors lead to this problem. A conceptual framework to this problem is given 
and based on that, information is analysed.
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Introduction

Mis-selling is a big issue in the financial services industry. Today’s financial 
institutions such as banks, mutual fund houses, insurance companies and so on are 
overloaded with data on customers through various data sources. The problem on 
mis-selling may reduce in the financial year beginning of 2020 April as a result of 
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government policy changes made in  the budget. The decision being that section 
80C of salary insurance was taken out as a saving tool along with ELSS and 70 
other exemptions.

The Insurance Regulatory and Development Authority has set a high target on 
the agents, which has led to agents not being able to achieve the target owing to 
high work pressure and lack of proper training.

Bali et al. (2011) mentioned that there is a lot of mis-selling happening over the 
last 1 year. According to the collection of data, a lot of multiple selling occurs in 
all the areas of insurance, for example, regarding getting benefits of insurance, 
wrong paper submission, fixing between the agent and customer and so on. Indian 
regulators works hard to reduce costs. One of its main focus areas to control or 
reduce costs is by proactively arresting mis-selling, which can be achieved 
through an effective mis-selling risk assessment programme, that is, verifying the 
agents and customers. Checking the proof of the agent claims on the customers, 
mystery shopping, that is, getting data relating to the various channel partners, 
brokers and so on compliance reviews including review of advertising expenses.

Baradhwaj (2011) had identified that client-related multiple selling can happen 
at variety of situations at the time of providing documents to the customers, such 
as wrongly mentioning of health, family history, occupation and so on in the offer 
documents (Ahmed & Hamdan, 2015). Distributor-related multiple selling could 
take by submitting fake documents, misappropriation of finances and so on. Tseng 
and Shih (2012) noted that at the agents lure customers by giving them fake 
promises at the time of obtaining the products and promoting these insurance 
products as investment products.

Sarkodie and Yusif (2012) noted in this study, the researcher tries to collect the 
different theories related to mis-selling and tries to analyse the factors that led to 
these theories being.

Problem Statement

The study aims to find the main factors behind mis-selling and the reasons why 
mis-selling occur in the financial services industry and the factors behind the 
growth of the same. Mis-selling is a malpractice used by salespeople to sell their 
products.

Objectives

Following are the objectives of the study:

1.	 Study the ethical and unethical aspect of selling in the insurance industry.
2.	 Understand various sub-factors influencing the sales of products such as 

corporate governance.
3.	 Understand the impact of financial regulation on sales of products.
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Literature Review

Cross-selling

This is another issue faced by insurance companies wherein banks sell insurance 
products to existing customer and customers may buy the insurance products as 
they are having some contact or relation with the bank. Vladimir et al. (2013) 
noted that cross-selling is widely used by various financial institutions in reaching 
to their customers by utilizing the faith and trust of the previous products which 
have been sold successfully to the customers. According to Kumar (2012), in a 
study with special reference to State Bank of India (SBI), it was observed that SBI 
was in the process of doing cross-selling to customers who were availing savings 
account services from the bank. This cross-selling may be in the form of trying to 
sell mutual funds, insurance products and wealth management product.

Cross-selling insurance business also follows some methods to get the best 
possible sales from a customer based on various factors such as (a) customer’s 
ability to buy and (b) their profession and purchasing power.

Rekha (2015), in her study, observed that cross-selling can be really successful 
for insurance companies. Following are some of the reasons of higher number of 
cross-selling:

1.	 Increased revenues
2.	 Cost reduction
3.	 Benefits of economies of scale
4.	 Building brand values
5.	 Reduced overheads

Li et al. (2011), in their study, have noted that companies that practice cross-
selling have a higher percentage of sales than companies that do not practice 
cross-selling. Companies formulate cross-selling strategies in multicultural 
societies, which can be very effective in making companies very strong in reaching 
their target market and customers. Companies also attain better goodwill of the 
customers as both the customer and the employees are happy in the long run as 
both know each other on a better level, and companies in service industries build 
better relations with the customers.

According to Dalal and Sapkale (2018), banks regularly charge their customers 
a premium for insurance products without their knowledge. Banks also force their 
employees to meet the target in the achievement of the sales target for the various 
insurance products. This is a practice when banks sell insurance companies 
products that may not be needed along with the existing insurance products. For 
example, the customers may be purchasing a mutual fund and along with this 
product they sell insurance as well.

Unethical Practices of Agents

Agents themselves follow unethical practices on a regular basis and this affects 
the growth of any business or industry. Financial products by themselves are 
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purchased as a result of the efforts of the agents and just advertisement done on 
the same by the companies. The majority of insurance policies are sold by the 
agents to their respective contacts with their knowledge of the existing known 
customers and friends. These friends and relations play an important role in 
influencing the customer to buy the insurance product and be a regular customer 
of the company (Singh et al., 2011). An insurance agent occupies a position of 
trust in the company and, on his word, the friends and family members invest in 
insurance and other related products. This trust may or may not be broken by the 
action of the agent in terms of good customer delivery or bad service, both of 
which may impact the sales of the insurance products in the long term 
(Balachandran, 2011). Agents try to sell insurance policies wrongly to customers 
to earn more commission and make the customer a victim of his sales practices. 
Agents are very successful in manipulating the thoughts of the customer through 
fear, coercion and other unethical practices.

The distribution channels in India can undergo multiple transformation with 
banking partnership and digital marketing from time to time. Anuj Agarwal 
(2011), in his study, noted this point.

As per Albert Schweitzer (2009), there is a requirement that agents’ behaviour 
should be good to the customers at all times and this good behaviour can result in 
attracting large number of customers for the agents in the long term. In order to 
sell insurance products, the agents may give the customer gifts such as cashback, 
coupons, premium discounts and so on.

Lack of Corporate Governance

In the insurance industry, most insurance companies lack governance at various 
levels of lower employee like agents, especially in developing countries. In the 
case of Bahrain, it was observed that agents regularly work in close connection 
with various top-level employees of insurance companies, and this was helpful in 
reduction of the mis-selling.

Lack of corporate governance is a practice of companies ensuring that the 
resources are not acquired unlawfully. Najjar (2012) noted that many companies 
have different methods for checking the accounts by chartered accountants, 
ensuring the investors are given details of the company functioning and so on. 
Indian companies listed in stock exchanges are in a better position.

Financial Regulations

The financial regulations from various insurance agencies in the United kingdom 
in the 1980s led to an issue of private pensions being part of the process of 
unnecessary burdening the customers with new products. In 1990s, there was an 
issue of private endowment policies, this whole product and the endowment 
product (insurance products were payment is made at the time of maturity) was 
illegal and as a result, the company had to pay huge amount in compensation to 
customers (Zepeda, 2012).
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Figure 1. Mis-selling and Factors Influencing Mis-selling Based on the Above Concepts. 

Aditya Nath Jha (2014) notes that since privatization in insurance field is 
allowing other companies to sell insurance, various channel partners have been 
allowed to sell insurance as well. Shivanand H. Lengti (2009), in his study, found 
out that the coverage of insurance customers have the choice to choose the perfect 
authority and forum. The article has found that the aggressive marketing of the 
insurance has changed over the years. The expectancies of customers have 
changed with respect to rules and technologies.

Conclusion and Implications

From the analysed studies, it was observed that many factors are responsible for 
mis-selling. These factors in total cannot be the only factors responsible for mis-
selling. Mis-selling is a by-product of many internal and external factors in the 
industry and the company (Figure 1).

Factors such as cross-selling can make the customers temporarily buy the 
product and create thoughts of huge benefits to customer as a result of past 
experiences, but it is just temporary. Sometimes the insurance companies lack 
corporate governance as a result of huge internal division, and this can create 
benefits to the customers and agents for personal gains. Corporate governance can 
be a tool which is misused in developing countries and this can be an issue by 
itself for many insurance companies. Sometimes financial regulations can be put 
in place to control all the wrong practices in mis-selling in these countries and can 
create problems for insurance companies.

Limitations

There are various limitations to this study. Some of them are stated below:

1.	 This study is limited to India.
2.	 It is done during COVID-19 times, and mostly secondary data is used.
3.	 The companies and businesses were subject to frequent lockdown, and 

insurance industry and sales staff was severely affected.
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Recommendations and Scope of Further Studies

Mis-selling can be a cause of concern, and a change in strategy is needed by 
financial institutions. Sales teams should ensure that mis-selling is minimized and 
successful marketing is done without the forcing the customers. This study can be 
further focused on the impact of mis-selling on customers and help companies to 
have a better understanding of the all sides of the story. The study can further 
focus on providing better training to the agent to improve their skills in selling the 
products.
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