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Introduction

Innovation is a major driver of success of a business. In insurance it is believed

that the competitiveness of entetprises to a great extent depends upon their

innovations. Therefore. the most of ihe companies in the insurance inCustry, in

both life and non-lifb segments. are using analrtics tr: drive innovative ciranges

in their business proccsses. and often the result is more satisfied consumers,

increascd profitabiliq'. and lou,er risk,

Perfbrmance of insurance companies in Sri Lanka remains lorv rvith the overall

insurance penr-tration at 1.09 percent in 2015, slightly increased from 1.01percent

in 2014. This has been attributed to little awareness of insurance products among

the citizens, negative perception of insurance practices, poor service, and

unhealthv competition among insurers and so on (Cummins & Pauline, 20i3;

Naclinc ct al., 2012). Therefore continttoush,search for development of nerv r'vays

of conducting business throu-eh innovalion is r.ital tbr insurers.

An irrnor,ation is an introduction of a good. servicc or procedure that is new oI

si-unificantly' intprovcd regarding its characteristics or intended rtse. Damanpour

( 1991) defines innovation as the introduction of- a new or signilicantly improved

prociuct or service that adr,ances the range and quality of the product that is

off'ered currently. lnnovation, therelbre, is considered an obvious means of
generating revenue and thus improving performancc (Kiragu, 2016).

In a rece nt rcview of researcli on innovation in insurance, Cutnmins and Pauline

(20i3). state that one of the most significant economic developr-nents ol'the past

decade has been the devclopment of innovative risk-financing techniques in the

insurance industry. Most o1' tl-rese market innovations are strongll' related to

pricing slrategies. product package design properlies. product placenient and

promoLion activities along the lines oI'lbur P"s of marketing (Kotler, 1991).

In the modern rvorld of hyper corrpctition, insurance companies do not only focus

on product innovation, thel, also explore process innovation to create more value

tbr thcir products, scn'ice rlelir,ery as u,'ell as t'cduce cost to consutners. Nadine

et ai. (2012), proved that contract parameter (i.e. the guaranteed interest rate and
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the annual and terminal surplus participation rate), combinations maximize

customer value in insurance industry.

Yet, in insurance the research on innovation has so far received poor affention

from scholars, especially in empirical researgh. This article aims at filling that
gap and present results from an empirical study of innovative activities carried

out in the insurance sector in Sri Lanka. The main objective of this study is to

determine the influence of innovation on performance of insurance companies in

Sri Lanka. More specifically, it attempts to explore the different types of
innovation processes employed by the insurance businesses in Sri Lanka, and the

customer's perception towards those innovations.

Methodology
After an extensive literature and research review, the few independent variables

available were identified forthis purpose (Kiragu, 2016;Nadine et al., 201,2).The

conceptual model in Figure 1 outlines the relationship between innovation and

performance, and the operationalization of study variables is summarized in
Table 1.

Figure 1 Conceptual framework

Due to the problem of empirical measurement of innovation and the specific

characteristics of insurance industry, a questionnaire was designed using Q-Sort
techniques, based on few focus group discussions. A sample survey was used

with a total of 175 (rrl75) customers selected from three insurance companies,

which comprises one state-owned and two private insurance companies.

Questionnaires were administered to the sample, and 168 were correctly returned,

which represents a 96 percent response rate. Five-point Licker scale, ranging

from l:strongly disagree to 5:shongly agree was used to measure the customer

perception towards the product, process and market innovation. The

organizational performance was measured using company's average Net Profit
after Tax (ltIPAT). Data was analyzed using SPSS statistical package (Ver. 17)

for descriptive and inferential statistics.

lnnoyation in Insurance

Product Innovation

Process Innovation

Market Innovation
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Table 1 Operationalization of variables

Variahle Indicators

Product

innovation

Process

New goods or services, signifrcantly improved goods or services,

regarding characteristics or intended uses; including significant

improvements in technical spbciflcations, components and materials,

incorporated softwaxe, user friendliness or other functional

characteristics

New or signifrcantly improved production or delivery method,

innovation including significant changes in techniques, equipment and/or software

Market New marketilg methods, involving signiflcant changes in product

innovation design or packaging, product placement, product promotion or pricing,

Source:Gunda1,etal.Q0ll).i{assanetd.(2013).Aralavetal.(2013),antlOECDlIanual
2005) cited b.t, Kiragu, R. IIr , (2016)

Results and discussion

The respondents \\:ere asked to indicate their demographic details and those are

irutlined in Table 2. Data established that the sample is dominated by middle-age

(58%). nale {640h\ with seccndary- education (54%). and married (76%)

respondents.

The insurance companies were asked to indicate the t1'pes of innovation

introduced by them during 2013-2015. Ihere r'vere 14 innovations, and they

indicated that proccss innor'ation rvas the most predominant type (64.3%).

iblloned b1 product innovation (2.1.1%) and market innovatiotr (14.3%).

Table 2 Sample profile

Demographl' Freq. Percent Demography Freq. Pcrce trt

Gender Male

Female

M Status Married
UM

Education Primary

108 63.9

61 36.1

128 i5.7
4t 24.3

t2 1.1

Age 18-25

26-35
36-45
46_<

Income .- 50,000

50'- 100.000

t2
26

98
JJ

5l
86

.iz

7.t
15.4

58,0
19.5

30.2

50.9

18.9
Secondary 91 53.8

Tertiarv 66 39.1 100.000 <

Cronbach's alpha was used to determine the internal consistency

innovation to gauge its reliability. Since all coefficients are above

indicates sound and reliable measures for further analysis,

Table 3 Reliability statistics

Independent Variables Cronbach's alpha Items

0.799

0.751

0.718

of these

0.70 and

Product innovation

Process innovation

Market innovation

6

6

6
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Product innovation and organizational perforrnancei Based on the perception,

respondents were tasked to rate the extent to which product, process, and market

innovation can influence on performance of insurance industry. A scale of 1-5

was used where 1 indicates "strongly disagree", and 5 indicates"strongly agree"
respectively. The results are presented in Table 4.

Table 4 Innovations and organizational performance

Independent variable Mean SD

Product Innovation

Process Inaovation

Product Innovation

4.18

4.54

3.43

0.,123

0.57 6

0.836

5.0 3.0

5.0 3.0

5.0 2.0

The surve.v established that insrrance companies u.ith innovative processes have

the ability to attract clrstorners, which obtained a high mean of 4.54 (SD : .576).

Moreover. it reveals that the customers believe that the "innoyatiye products can

intprove bu,siness performonce in in,yurattce induslry". and ranked with a mean

of 4.18 (SD : .723). The sur.l'ey' data further confirm that the customers are in the

vieu'ol"insurance bus{nesses u'hiclt invest,t in ntarket innot:ation can enhance

its ruarket share b7'attructing nev'c'u,\lorttcrs'' rvith a mean of 3.,13 (SD: .836).

The correlaticu matrix is used 1o determine the extent to lr,hich diff'erent

innovations are associated rvith changes in companr,'perfbrmances (i.e. average

NPAT). 'ilhe correlation analysis is displayed in Table 05.

Table 5 Correlation matrix
Pertbmance ot- Product

Insurance firnr innovation
Process Market

innovation innovation

Correlation

Coeflicient

Sig. (2-tailcd)

1.000 .87.18 *

.000

.697*'k

.0(.x)

.569*

.031
** Correlcition i,t .signilir:tml at lhe 0.al leyel (2-tailed)
* Correlation is significant ct the 0.[)5 le,-el {2-iailed)

Figures in Tabie 5 revealthat. fi'orn customer's point of vieu'. allthc indcpcnclcnt

variables a-ssociated positively lvith performance insurance firm at var_r'ing

degrees. Pertbrmance of insurance firm and product innovation had a positive

correlation coefficicnt value of 0.874 (p<0.01). and this is tbllorved b-v proccss

irurovation (r: .687, p<0.01), and market innovation (r'-.569, p<0.05).

Conclusion and recommendations
The main objective of the study u,as to assess the influence of imovation on

performance of insurance companies in Sri Lanka. The results proven that ou1 of
the three types of innovation studied (i.e. prodr:ct, process and market). process
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innovation is the most predominant in the insurance industry. Further, it confirms

that all three types of innovation positively and significantly influence on

performance of insurance companies. Yet, of the three types of innovation

surveyed, process innovation had the. highest mean value indicating strong

agreement level, followed by product innovation and lastly by market innovation,

showing neutral agreement.

The study recommends that management of insurance companies in Sri Lanka

should place greater emphasis on imovation in order to improve performance of
their businesses. Further research should adopt a multiple informant approach,

wider scope of study and the use of both objective and subjective measures to

assess performance. These will give useful insight into the relationship between

the variables under study.

Keyw or ds : Inn ov at i on, ins ur aruc e, o r ganiz at ion al p e rfo rman c e, p er c e pt i on.
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