ShriSushil Kumar Shinde
Union Home Minister, Govt of India

I always welcome the suggestions / recommendations on various business and economic issues from the
business world. Such inputs help a lot on taking the best possible steps in the interest on Industrial growth.
My congratulation to all the persons of this newly formed industrial body- Indian Business Chamber.
I believe that this newly formed young and vibrant “Indian Business Chamber” will work with full
dedication and honesty towards sustainable growth of the nation.
All the best for your future endevour.

I am very happy to know
that the Indian Business
Chamber, has joined, as
new entrant, the club of
business representative
operating in India, to offer
guidance, support and
open new avenues for
Industrial growth.
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I convey my best wishes to
the Indian Business
Chamber and hope that its
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Taking Insurance to the Masses: Micro Insurance Made Easy

That there is poverty in India is visible to any casual observer. What is not so revealing is
many times people are not born poor, but poverty is thrust upon them due to financial
calamities caused due to death, disability, disease and destruction of property which result in
destitution of people especially if they operate at the fringes of the economy. A fairly priced,
simple, comprehensive and efficiently serviced insurance can significantly reduce poverty
and its attendant social evils.
Such insurance should also integrate the need for protection against various perils with the
need to have long term savings that would come in handy to meet financial contingencies
especially during old age and sickness.

Thus there is a compelling need for review of micro insurance guidelines to move from the
rural & social sector quota system to a forward looking financial inclusion proposition where
all the underprivileged sections of the society, irrespective of their residence or occupation
can be covered.
Micro insurance, as it’s commonly referred to, cannot grow rapidly and sustain deeper
persistency if it’s mandated on the lines of cross subsidy between rich and poor, urban and
rural as subsidies have their limitations. The real growth will happen if it is facilitated as a
normal process of viable business by removing the identified obstacles and initiating reforms
of the prevailing regulations.

For success and sustainability, such an inclusive insurance plan should ideally be outside
the responsibilities of the welfare state and stand on its own on sound commercial principles
of business viability. Thankfully, innovative product design, distribution process and
technology can make it happen.

While innovating on these lines, following are the critical success factors that need to be
ensured:


Should be capable of being operationalized quickly reflecting the present ground
realities and leveraging the existing infrastructure.



Should be simple to understand and easy to implement even in remote areas of
India
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The costs should be affordable and at the same time, benefits should not be
marginal but significant to attract the customers.



Should not enhance the risk to the insurers to make the business unviable.



Should facilitate flow of small savings into long term funds that could be used for
nation building.



Should protect the interests of all stakeholders, avoid mis-representation, misselling, fraud and excessive profits to any one class of stakeholders – agents or
shareholders.



Should generate part-time/full time employment opportunities among unemployed
youth and make them partners in the growth of financial services industry

Finally, this needs to be an industry wide initiative where all stakeholders work together to
create a financial revolution in India.
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Taking Insurance to
Indian Masses: Main Challenges
Life Insurance in India is yet to make a great impact
on the rural and even urban areas in the country.
According to the latest figures available,

Dr. T C Nair
Director- Star Union Dia-Ichi Life
Insurance and Former Whole Time
Member, SEBI and IBCHAM
Advisory Board Member

the penetration of life insurance in India has been
just 3.17 per cent in 2012 which is far lower compared to most developed countries although
better than countries like Brazil, Russia, China, Pakistan and Malaysia. Insurance coverage is
generally being estimated on the basis of the ratio of premium underwritten in a given year to
the amount of GDP. At the same time insurance protection (sum assured as a percentage of
GDP) is 55 per cent while it ranges between 150 to 250 per cent for some emerging and
matured economies. What it clearly indicates is nothing but the fact that sky is the limit for
insurance penetration so far as India is concerned.

The year 2012 also does not give a very encouraging picture so far as growth of life insurance is
concerned. Figures available show that the life insurance industry in India in fact witnessed a
drop of about 10 per cent in regard to premium collected thus indicating deceleration in the
growth of this segment of the financial sector for a variety of reasons which included challenges
in regard to product strategy and design, cost, taxation, distribution factors, compensation
patterns followed by the industry, inadequate customer service and other issues which have
bearing on governance and regulation of the industry. The case of non-life insurance has
however been somewhat different.

One reason for low penetration of insurance continues to be lack of awareness of the benefits of
insurance on the one hand and growing competition faced from the other segments of the
financial markets to mobilise resources. Another major reason for low penetration of insurance
into the Indian market has been lack of offices of insurance companies in rural, semi urban and
even urban areas across the country. Having an office of public sector general insurance as well
as LIC in every town with a population of 10,000 or more will go a long way in increasing
insurance penetration. Estimates available show that the insurance business through
Bancassurance is only about 7.5% of the total insurance premiums and only about one-sixth of
the existing 100,000 bank branches are engaged in selling insurance. There is need for a
remarkable change in this scenario if marked changes are to be brought about into penetration
of the insurance sector.
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The high cost of distribution in rural areas is another major reason for very low insurance
presence and penetration. Allowing all categories of banking correspondents to sell micro
insurance products will address this difficulty. While IRDA has been continuously planning for
low cost distribution of insurance to the wider masses the industry in fact has not been as yet
able to catch up with the requirements for a variety of reasons which need to be discussed,
threadbare.

A fourth factor which has been holding mass penetration of insurance services in India has been
lack of trained staff. While selling of insurance remains a co-profession, it is yet to get accepted
as an activity worth taking forward by most educated. Lack of appropriate training has also
resulted in selling solely for commission and often mis-selling products on a larger scale. Unless
the industry equips itself to overcome these challenges it would not be able to capture the
confidence of the masses at large who look forward to insurance for protection and also a way
to enhance their financial savings.
A fifth reason for low penetration of insurance in India has been inefficient and ineffective
claims management. Delays in claims settlement while can give rise to high costs can also result
in total dissatisfaction of the customers. Although, there has been remarkable improvement in
this area over the last few years there is much more to be done if insurance industry in India is
to grow on lines of the developed world.

Another disturbing factor which has been plaguing the insurance industry in India is frauds.
According to Ernst and Young, the Indian insurance sector incurs a loss of more than 8 per cent
of its total revenue collection in a fiscal year. Fraudulent claims are a major hazard not only the
insurance industry but in regard to other financial services segments which including banking.
Although IRDA has initiated some steps towards elimination of frauds there is much yet to be
done to make insurance industry totally a fraud free zone.
IBCHAM while appreciates the initiatives IRDA has taken in the recent past to create public
awareness on the benefits of insurance, is of the view that there is also need for continuous
interaction with the regulators so that appropriate strategies and modalities are worked out by
the industry participants to facilitate faster penetration of the insurance industry into the rural,
semi-urban and urban areas. While the IRDA has in the recent past has taken a number of
initiatives through e-education and enhanced media coverage for wider dissemination of
information on developments in the insurance sector the industry participants have also been
undertaking innovative measures to reach out to the masses.
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Insurance industry in India is under transformation and it is expected to grow much faster than
before for a variety of reasons such as growth of the financial sector as a whole in general and
various services segments, in particular. This is especially the case in view of the new thrust of
the government on financial inclusion. Insurance would now be taken to the masses as in the
case of banking and other related segments of financial services. Entry of private insurers into
the sector along with Life Insurance Corporation of India accordingly will have a greater role to
play during the coming years to achieve the much talked about and needed inclusion of the
masses by making available the benefits of insurance to them. It is expected that the regulator
along with the government will also be playing a key role in the development of insurance
industry by allowing a level playing field for all and bringing about the much needed
innovations into the sector.

IBCHAM is in the process of organising a number of interactive sessions to help the industry to
have discussions on the issues and challenges faced with a view to find solutions in consultation
with the regulatory authority and the government.
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Inclusive Insurance: Need of the hour
Insurance still remains an exclusive product for a
minuscule part of the population. Though life insurance
far exceeds the non-life insurance business,

Shri Rahul Chandra,

health insurance has caught up lately due to

Secretary General, IBCHAM

aggressive marketing by insurance companies
as well as Banks which offer group medical insurance to their account holders at substantially
reduced premiums. Though the sector was opened to private sector almost a decade back but
there have been several regulatory challenges which restricted the growth and withdrawal of
several foreign players.

The growth of insurance is recognized as a direct result of growth of prosperity and income
levels.

Despite substantial proactive efforts made by the sector to popularize insurance

products, it has not caught the fancy of the masses. Perhaps it is still not considered an
important part of financial planning and an effective tool for meeting uneventful damages.

The sector except for few State owned companies, still continue to reel under financial stress
with dearth of innovative, cost effective , multiple cover products to cater to larger population .
The product line which faced the wrath of the regulators and the general public due to lack of
disclosures, misspelling and uneducated distributors, still has not won the confidence of the
savvy customer.
The challenges that the Insurance sector faces is more operating space, larger innovation for
product line, better governance and transparency in the details of the policy and a spate of
reforms to address the need for insurance for the masses. Increase in the FDI limits in
Insurance sector could bring more product line and financial resources to widen the extent and
areas of coverage.
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Micro-insurance as a social protection instrument: Protection from major risks
for little money
Protection from major risks for little money
The lives of the poor in developing countries are characterized by constant economic insecurity.
Most of them do not have adequate financial reserves to properly cope with crises that are
caused by personal and environmental risks. Every illness, every accident, every family death
can push them deeper into poverty.
In most parts of the world, the extended family or village community provides a safety net in
times of crisis. That safety net is based on reciprocal exchange relationships. However, this
traditional form of protection often fails in the face of severe emergencies or crises that affect
entire communities, for example after a natural disaster. In such instances, people are forced to
go into debt by taking out more loans, to reduce the amount they spend on food, to take their
children out of school or, in extreme cases, to sell their productive assets, such as animals and
fields.
Formalized social protection can prevent the impoverishment of people with no or very little
income. Many governments have realized that. However, social protection systems – where they
exist – often only reach a small percentage of the population. In particular, informal sec-tor
workers typically have no access to such protection.
Micro-insurance is one way of cushioning the impact of general risks such as illness, old age, and
death. It gives people with low income an opportunity to buy appropriate insurance for small
premiums and thus to provide themselves for their own futures. This makes it easier for them to
cope with crises. Micro-insurance is a social protection instrument that can complement
existing social protection systems in a meaningful way.
By providing better protection against risks, micro insurance supports poor people’s initiative
to escape from poverty through their own efforts. People with low income have a chance to
invest more in their productive assets and in education and health if they have protection
against unpredictable risks.
Where governments actively support micro-insurance programs and link them closely to
existing governmental protection systems, public and private instruments can complement each
other, forming an overall system of social protection. The purpose of such a strategy is to give
the entire population coverage with regard to the main risks that are relevant for the poor.
A number of countries have therefore decided to actively encourage and foster the integration
of private risk Micro-insurance enables poor people to hedge against risks protection into
governmental protection systems. For instance, the Indian government adopted a law for the
social protection of informal sector workers, thus put-ting in place a legal basis for microinsurance as a social-protection mechanism. Governmental institutions help build the capacity
of local micro insurance providers by providing training to staff and by supporting their efforts
to form networks.
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Assistance in hard times: life and accident insurance
The death of a family member is always a painful experience. If that family member is also the
family’s bread winner, the entire household may fall into poverty as a result. Life or accident
insurance that is tailored to the needs of low-income people cannot take away families’ grief,
but it can help them overcome financial crises in hard times.
Cooperative endeavors between official German development agencies and the German
insurance industry show how this works in practice.
PayungKeluarga (“Family Umbrella”) is the name of the credit life insurance which Allianz
insurance company is selling to microcredit clients in Indonesia. If, after taking out a loan, a
family’s breadwinner dies, Allianz pays the outstanding credit sum back to the bank and
provides an additional amount to the family to see them through the difficult initial period.
Sujiyati from Jakarta lost her mother PayungKeluarga credit life insurance not only covers the
repayment of the portion of the loan that is still outstanding, it also gives her a bridging
allowance equivalent to 154 euros. This makes it easier for her to cope with the loss of income
caused by her mother’s death. Sujiyati uses 36 euros to pay for the funeral. Her neighbours and
family also chip in something of the remaining sum, she invests 98 euros in her small textile
business. She retains 12 euros as a contingency fund. So her mother’s insurance has prevented
the children from going into debt for the funeral. And it helps Sujiyati to continue to feed this
family of seven.
Source: BMZ-Federal Ministry for Economic Corporation and Development
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Micro-insurance reduces the risk of illness resulting in poverty
For low-income groups in developing countries and emerging economies, illness is one of the
biggest impoverishment factors. 1.3 billion people worldwide have no adequate or affordable
access to health care. In many countries, people who get sick have to pay for medical services
immediately and out of their own pocket. If there is no insurance, entire families often go into
debt when someone falls ill. On the other hand, inadequate medical treatment (or no treatment
at all) may result in a person’s losing their ability to work and thus, in permanent income loss.
So the reimbursement of payments for basic services such as treatment, drugs and
hospitalization is of crucial importance.
Illness is a particularly great risk for informal sector workers. In sub-Saharan Africa and Asia,
most people work in the informal sector, which means that they have no health insurance
through their jobs or from the government. Micro-insurance is a social protection instrument
that is able to partly close that gap.
In Africa in particular, mutuals are very common. They are community-based, non-profit
systems that are often set up by municipalities, cooperatives or associations mutuals are
typically very small and only cover a limited number of members.
Due to the small number of policyholders covered by mutual schemes, all of whom share similar
risks, the pooling of risks across healthy and sick people and young and old people is often
inadequate. Moreover, the low premiums collected are often only sufficient to pay for basic
services, even in cases where mutuals receive subsidies. Community-based micro-insurance
usually does not pay for surgery or HIV/AIDS or cancer treatment. Moreover, small, communitybased micro-insurance systems are often not financially viable because there is a lack of
management capacity, administrative costs are very high and the system is threatened with
bankruptcy as soon as many members fall ill at the same Micro-insurance gives people access to
important basic health services time. Due to these and other illness-specific factors, ill-ness is
considered one of the risks that are the most difficult to address through micro-insurance. Yet in
many countries, micro health insurance is the only form of protection available as there are no
public systems.
That is why in Cameroon, Germany engaged in development cooperation to help mutuals set up
a national net-work and gave them access to a support and reinsurance fund. In parallel,
German experts helped the government draw up a legal framework for micro health insurance
at the national level and to incorporate it in the national health insurance system. These
endeavors succeeded in increasing the number of people covered by mutuals.
Half of Tanzania’s population cannot afford visits to the doctoror to hospitals. That is why the
Tanzanian government supports the development of micro health insurance. With the support
of German development cooperation, policymakers and associations jointly setup Centers of
Health Insurance Competence (CHICs). They offer know-how to local micro health insurance
providers at low cost and also give them practical support with regard to management and
administration. In this way, community-based providers of micro -insurance are able to benefit
from established best practice and, as a result, become more professional and efficient in their
work.
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Support in the face of increasing weather risks: insured against all weathers
Time and again, extreme weather events such as flood sand storms threaten many people’s
livelihoods. Immediate effects such as damage to what little assets there are loss of income, the
cost of medical care and rising food prices are a great burden for low-income households.
That is why official German development agencies have been working together with Munich Re
to develop micro insurance solutions to protect people from the consequences of extreme
weather events.
Floods pose a threat to the livelihoods of many people in developing countries and emerging
economies. Micro-insurance helps people cope with weather risks.
In the Philippines, for example, severe typhoons regularly threaten the livelihoods of many poor
people. They destroy their homes and crops as well as their productive assets. Once the basis of
their livelihoods has been destroyed, people are often no longer able to repay their loans. This
result in further pressure on households that have already suffered, and it constitutes a great
risk for microfinance institutions as well as cooperatives: when the flow of credit repayments
stops, the cooperative may suffer financial deficits or even be ruined.
An innovative micro-insurance approach has been devised in response, aimed at helping both
the poor households and the microfinance institutions. In the event of loss the cooperative
receives a predetermined percentage of its credit volume, enabling it to continue to operate.
The insurance sum is then passed on, through an emergency fund, to those members of the
cooperative who were particularly hard hit. The emergency fund can be used to support poor
households in rebuilding their homes and replacing productive assets they have lost. This
enables people to make a living again and protects them from impoverishment.
Micro-insurance gives informal sector workers an opportunity for improved risk management,
thus helping them safeguard their livelihoods benefitting from the expertise of the private
sector insurance companies have embarked on a new avenue by offering micro policies. While
in the past they did not consider people with low incomes as potential clients but only as
recipients of assistance, they are now increasingly developing micro-insurance as a business
field, working together with local and international partners. In such endeavors, all players
contribute their respective strengths so as to ensure sustainable development of this business
field and thus give people more security. Local partners contribute their knowledge about local
structures; development agencies contribute their expertise with regard to the target groups
concerned; and enterprises contribute their actuarial and business administration know-how.
The approach of German development cooperation: strengthening partners, tapping potential in
the national and international development debate, micro-insurance has come to be recognized
as an effective risk management tool. However, for many of the partner organizations involved
in development cooperation (microfinance institutions, cooperatives, associations, labor unions,
insurance companies, supervisory authorities they are a new field of activity. This means that
the relevant institutions are often not yet familiar with the relevant requirements and insurance
standards. It is crucial for an institution to be competent in this regard if it wants to offer
financially viable micro-insurance and be accepted by the private sector as an equal partner.
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Low-income groups are not familiar with the way insurance works, either. As a result, they are
often sceptical both about insurance products and about insurance providers. This means that
those offering micro-insurance are facing great challenges – they need to educate and inform
their potential clients and ensure customer protection, and they need to offer insurance
products that are as simple as possible and easily understandable.
In view of these challenges, Germany’s development cooperation focuses on familiarizing
central players with risk management strategies and the underlying principles of insurance.
This relates, for instance, to the con-ducting of needs assessments, which are the basis for
developing products that meet target groups’ needs another important element of our relevant
development activities is the provision of training to partners in the south to pass on microinsurance-related knowledge.
Education and information about micro-insurance is an important part of Germany’s
development cooperation.
It is also vital that the financial viability of micro-insurance institutions be ensured and that
such institutions be supervised in accordance with international insurance standards. After all,
the development of economically viable insurance markets is an essential contribution to
financial system development and stability.
Internationally, the representatives of Germany’s development cooperation work closely
together with the Micro-insurance Network, which is an association of donors, multilateral
agencies, the insurance industry, academics, and nongovernmental organizations. The network
fosters the exchange of information and helps coordinate the development and dissemination of
insurance products for low-income groups.
With a view to strengthening and further developing the micro-insurance market, it is also
important to tap sources of finance for the providers of micro-insurance. From its development
cooperation resources, Germany supports the world’s first micro-insurance fund, Leapfrog
Investments. The fund’s vision is to give 25 million uninsured people access to micro-insurance.
For example, leapfrog supports an insurance company in South Africa that offers life insurance
to people living with HIV.
Micro-insurance is an efficient risk management instrument. However, protection for the entire
population is only possible if micro-insurance is combined with other social protection
instruments. Therefore, Germany’s development cooperation supports our partners in
identifying suitable instruments for hedging against poverty-related risks, and in integrating
micro-insurance into existing social protection systems by providing better protection against
risks, micro-insurance supports people in overcoming crises and poverty through their own
efforts.
Source: BMZ-Federal Ministry for Economic Corporation and Development
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Micro Insurance in India: A Safety Net for the Poor

India is enjoying rapid growth and benefits from a young population. Its middle class is growing
rapidly but 70 percent of the population is still rural, often very poor, and handicapped by poor
health and health services, and low literacy rates. What happens when a poor family’s
breadwinner dies, when a child in a disadvantaged household is hospitalized, or the home of a
vulnerable family is destroyed by fire or natural disaster? Every serious illness, every accident
and every natural disaster threatens the very existence of poor people and usually leads to
deeper poverty. These highlight the need for micro insurance. In India, liberalization of the
economy and the insurance sector has created new opportunities for insurance to reach the vast
majority of the poor, including those working in the informal sector. Market penetration is
largely driven by supply, not demand. Micro insurance in India has valuable lessons for rest of
the world, particularly in the regulation of the industry. Unlike micro lending -- the betterknown side of micro finance -- micro insurance has been a hard sell among the world’s poor.
The reasons include lack of understanding of how insurance products work, the poor
population’s general reticence to part with what little financial resources they have, badly
designed products and a shortage of localized risk management knowledge among providers.
Micro insurance, more than mainstream insurance, depends on innovative cooperation. Finding
well established local structures like the dairy cooperative movements will remain essential for
the growing micro insurance industry. Scaling up micro insurance needs partners like SKS
Microfinance, the fastest-growing MFI in the world. In this context the present paper explores
the history of micro insurance in India. The present paper focuses on the opportunities and
challenges of micro insurance in India and studies the three regulated distribution models of
micro-insurance in India.
Micro Insurance, Liberalisation, Poverty, Regulated Distribution
Models, Opportunities, Challenges
The emerging opportunity of micro-insurance is not only to promote business perspective but
also , social development and protection to the poor people. It has also been found that, out of
the estimated four billion people worldwide, who live on less than $2 a day. Fewer than 10
million people currently have access to formal insurance from a regular financial institution,
showing the tremendous growth potential the micro insurance segment holds today. Microinsurance provides opportunities for protection of the poor and their families against perils like
weather, catastrophes, illness, death, etc. Most of the poor work in the informal sector and
normally work under risky conditions. It is a group insurance that can cover thousands of
clients under a master policy.

Micro-insurance is a means of protecting low income households against specific risks n
exchange for a regular payment of premiums whose amount is proportional to the likelihood
and cost of the relevant risk.
Like everybody else, the poor also face a variety of risks such as risk of death, illness, disability,
accident, income and property and so on. Like all others, they also need to be protected from
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these risks. The recent developments in the Indian insurance industry after it was opened to
private entry are mainly geared towards serving the middle and upper income segments of
society.
1. The rural and social sector obligations imposed by the insurance regulator are regarded by
nongovernmental organisations (NGOs) and nodal agencies to be too mild to be able to serve
low-income people in any significant way.
2. How then to extend insurance coverage to the poor? Insurance to the poor cannot be made
viable (cost-effective) without the active involvement of nodal agencies and NGOs.
3. These agencies and organizations either directly provide insurance (for example, the
Sewagram Hospital) or negotiate a scheme, on behalf of the community, with the insurer, and
also collect premium and manage claims (for example, SEWA in Ahmedabad, ACCORD in
Nilgiris).
4. A group insurance scheme is a powerful way of insuring a number of poor people in one shot.
The role of a nodal agency is crucial as it helps in lowering transaction costs by managing the
scheme, building trust among its members, bringing about behavioural changes, checking
against the adverse selection and moral hazard problems , tailoring the product to the needs of
the group, and claims verification.
Spreading the idea of insurance among the poor, illiterate or semiliterate community is not easy.
It requires a great deal of sustained effort. Once people join an insurance scheme, the issue of
retaining them becomes crucial, particularly those who do not receive any benefits. An
insurance company cannot be expected to perform all these tasks, and if it does so it only jacks
up the premium. Only an organisation that is rooted in a community can carry out these tasks.
Hence the role of an NGO or some other nodal agency is absolutely crucial in micro-insurance.
Providing insurance to low-income people one major issue that comes up is whether offering
insurance to them is a Viable Business Proposition (VBP). The idea of Viable Business
Proposition (VBP) here can be captured as consisting of four key aspects: affordability,
insurability, marketability and profitability. Affordability is a critical issue when dealing with
the poor, and the existing experiments have been able to get around this issue by keeping the
costs low, and in some cases, partly subsidising the premium. The subsidy comes from diverse
sources: from government either directly or indirectly , from external donors and from internal
sources of the nodal agencies. In almost all cases, the schemes are successful in mobilising some
contributions from the insured themselves. Some social experiments that help the poor
generate income have been able to circumvent the affordability concern and have introduced
insurance. Profitability is an important condition to attract insurance companies to seriously
consider offering insurance to low-income people. All the four aspects cited above determine
whether or not insurance to low income people makes a Viable Business Proposition.
Micro-insurance is a highly diversified sector:
• Stakeholders: Micro-insurance is developed by commercial insurers, mutual funds,
microfinance institutions, NGOs, governments or semi-public bodies.
• Products: Micro-insurance covers an extreme broad variety of services like, for example, life
insurance, health, invalidity, cattle breeding, crop and asset insurance.
15 | P a g e

• Portfolio size: A micro-insurer may cover dozens as well as millions of policyholders.

Three major categories of financial products can help an individual or a family to manage risk:
• Savings accounts, from which clients may withdraw a sum to cope with economic problems;
• Emergency loans;
• Insurance products.
Hence micro insurance is very relevant in its place. Micro-insurance can protect individuals,
households or micro-entrepreneurs efficiently in case of major hazards. It can also encourage
investments in riskier yet more lucrative activities.
The universal principles of insurance and risk management to which micro insurance is no
exception are:
• It is only possible to insure future, random risks that do not depend on one policyholder only.
• Such events should concern a large enough group of individuals. Actually, the essential role of
the insurer is to mutualise the risks, in other words to make a group of individuals that is big
enough for the rule of greater numbers to apply and is exposed to identical risks.
• The maximum loss caused by the incident must be limited.
• The damage and its likelihood to happen must be measurable.

Setting insurance premiums is based on the assessment of how high the expected losses can be
and how likely they are to occur.
• The amount of the insurance premium must be compatible with the policy holders’ and
capacity to contribute and the viability of their business. Usually, making a policy an attractive
product depends on the cost of the premium, which should be lower than the benefits offered by
the policy.
• The legal and regulatory framework must be well understood if a micro-insurance product is
to be offered.
• The insurance provider must be capable of analysing and limiting the main risks he/she
covers: fraud, moral and anti-selection risks.
If the world has to capitalise on this enormous opportunity it has to come out with new ideas of
penetrating and reaching those at the bottom of the pyramid. The requirement for sustainable
financial structures at the bottom of the pyramid has spawned hundreds of cooperatives,
microfinance institutes and NGOs.
But amongst the many facets of microfinance, micro-insurance remains significantly underpenetrated; its growth restricted by challenges of reach and sustainability in India. Companies
need to solve the challenges of reach and sustainability.
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Rural India is one huge collection of villages, each a hub for a small population, but lacking
proper connectivity with other villages or cities. Reaching people in such locations is a challenge
as the cost of travel might itself exceed the transaction amount.
Two central regulations have shaped micro-insurance in India. The first is a set of regulations
published in 2002 entitled the ‘Obligations of Insurers to Rural Social Sectors’. This is essentially
a quota system. It compels insurers to sell a percentage of their insurance policies to de facto
low-income clients. It was imposed directly on those new insurers that entered Indian
insurance after the market was liberalized. The old public insurance monopolies had no
specified quotas, but had to ensure that the amount of business done with the specified sectors
“not be less than what had been recorded by them for the accounting year ended 31 st March,
2002”.
With the exception of the social-sector target, the regulations do not specify the income levels of
clients directly. They specify that clients must come from rural areas. With poverty in India
largely located in rural areas, the effect of such a stipulation is to ensure that policies are sold to
poor clients.
It is very difficult to make a judgment on the costs and benefits of the regulation without further
research. To begin with, the regulation has created a lot of interest by regulated insurers to
enter the micro-insurance sector.
For reaching the critical market segment that “needs” insurance but does not yet demand it
requires first identifying the relevant characteristics of the segment, then offering valuable
products through effective marketing.
II. Need and Importance of the Study
What happens when a poor family’s breadwinner dies, when a child in a disadvantaged
household is hospitalized, or the home of a vulnerable family is destroyed by fire or natural
disaster?
Every serious illness, every accident and every natural disaster threatens the very existence of
poor people and usually leads to deeper poverty. That’s where “micro-insurance” comes in.
Micro-insurance is specifically designed for the protection of low income people, with affordable
insurance products to help them cope with and recover from common risks. It is a market-based
mechanism that promises to support sustainable livelihoods by empowering people to adapt
and withstand stress. Two-thirds of human beings suffering in the most extreme poverty are
women often living within $1 per day, they are the most vulnerable.
III. Review of Literature
The literature available on this subject is quite vast. PrathmaRajan (2011) gave a detailed
understanding of the RSBY (RastriyaSwastyaBhimaYojana ) scheme by conducting several
rounds of interviews with both FINO and ICICI Lombard. Intense primary and secondary
research was involved during the process to ensure unbiased analysis.
Oscar Joseph Akotey, Kofi A. Osei, Albert Gemegah, (2011) investigated using the probit model
indicates that premium flexibility, income level and nodal agency are significant determinants of
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micro-insurance demand. Insurance knowledge, expectation (trust) and marital status were
also found to have positive and significant impact on the demand for micro insurance.
The analysis showed that formal education is not a significant determinant; rather one’s level of
insurance knowledge has a positive and significant impact on micro-insurance demand Stefan
Hochrainer, ReinhardMechler, Daniel Kull, (2010) found that micro-insurance instruments may
help low-income farming households better manage drought risk by smoothing livelihoods and
reducing debt, thus avoiding poverty traps. Yet many obstacles to optimal design, viability and
affordability of these schemes, are encountered. One of those is climate change and the authors
find that changing drought risk under climate change would pose a threat to the viability of
micro-insurance, as well as the livelihoods of people requesting such contracts.
Micro- Insurance Regulation in the Indian Financial Landscape (2008) a report of M- CRIL says
that conscious of the relatively recent experience of insurance regulation and the lack of its own
capacity to implement a strong regulatory regime, the regulator – the Insurance Regulatory and
Development Authority (IRDA) – has limited the scope within which micro-insurance may be
offered.
Roth, J & McCord, MJ (2008) in their book has been written for people who would like to know
how agricultural insurance could play a role in improving the livelihoods of the rural poor. It
will be useful for development agents such as donors, development banks and development
workers in NGOs, co-operatives, credit unions and Microfinance Institutions (MFIs). They also
analysed the successes, failures and challenges of providing agricultural micro-insurance in
practice.
Jim Roth and Gaby Ramm (2006) in a report of Federal Ministry for Economic Cooperation and
Development explores how micro-insurance began in India, and gives reasons for its dynamism.
It investigates into the supply and demand of micro-insurance in India, gives the various
channels for distribution, gives an examination of social security in India and its relationship to
micro-insurance.
IV. Objectives of the Study
• To explore the history of micro insurance in India.
• To study the opportunities and challenges of micro insurance in India
• To examine the three regulated distribution models of micro insurance in India
A. Section I
1. Development of Micro-insurance in India Historically in India, a few micro-insurance schemes
were initiated by Nongovernmental Organizations (NGO) due to the need felt in the
communities in which these organizations were involved or by the trust hospitals. These
schemes have now gathered momentum partly due to the development of micro-finance
activity, and partly due to the regulation that makes it mandatory for all formal insurance
companies to extend their activities to rural and well-identified social sector in the country
(IRDA 2000). As a result, increasingly, Micro-Finance Institutions (MFIs) and NGOs are
negotiating with the for-profit insurers for the purchase of customized group or standardized
18 | P a g e

individual insurance schemes for the low-income people. Although the reach of such schemes is
still very limited--anywhere between 5 and 10 million individuals---their potential is viewed to
be considerable. The overall market is estimated to reach Rs. 250 billion by 2008 (ILO2004).
The insurance regulatory and development authority (IRDA) defines rural sector as consisting
of (i) a population of less than five thousand, (ii) a density of population of less than four
hundred per square kilometer, and (iii) more than twenty five per cent of the male working
population is engaged in agricultural pursuits.
The categories of workers falling under agricultural pursuits are: cultivators, agricultural
labourers, and workers in livestock, forestry, fishing, hunting and plantations, orchards and
allied activities.
The social sector as defined by the insurance regulator consists of (i) unorganized sector (ii)
informal sector (iii) economically vulnerable or backward classes, and (iv) other categories of
persons, both in rural and urban areas. The social obligations are in terms of number of
individuals to be covered by both life and non-life insurers in certain identified sections of the
society. The rural obligations are in terms of certain minimum percentage of total polices
written by life insurance companies and, for general insurance companies, these obligations are
in terms of percentage of total gross premium collected.
In order to fulfill these requirements all insurance companies have designed products for the
poorer sections and low-income individuals. Both public and private insurance companies are
adopting similar strategies of developing collaborations with the various civil society
associations. The presence of these associations as a mediating agency, or a nodal agency, that
represents, and acts on behalf of the target community is essential in extending insurance cover
to the poor. The nodal agency helps the formal insurance providers overcome both
informational disadvantage and high transaction costs in providing insurance to the low-income
people. This way micro-insurance combines positive features of formal insurance as well as
those of informal insurance.
In the absence of a nodal agency, the low resource base of the poor, coupled with high
transaction costs gives rise to the affordability issue. Lack of affordability prevents their latent
demand from expressing itself in the market. Hence the nodal agencies that organise the poor,
impart training, and work for the welfare of the low-income people play an important role both
in generating both the demand for insurance as well as the supply of cost-effective insurance.
B. Section II
1. Opportunities and Challenges – Micro Insurance in India
1. Insuring Dairy Farmers in India is more than cash cows : When Allianz started offering microinsurance, it employed well-established microfinance institutions to deliver its policies. But
reaching out to all levels of society requires a more flexible approach, like partnering with dairy
cooperatives in India. About 70 percent of India’s 1.2 billion people live in rural areas, but the
Bajaj Allianz insurance business is 90 percent urban.
Clearly, there is room to grow. To reach out to new customers, Bajaj Allianz has relied mostly on
large, efficient microfinance institutions (MFIs). KameshGoyal, CEO of Bajaj Allianz, explains:
“Fifty percent of India’s population lacks access to any financial products. The challenge is
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scaling up the model while reducing costs”. Micro-insurance, more than mainstream insurance,
depends on such innovative cooperation. Finding well established local structures like the dairy
cooperative movements will remain essential for the growing micro-insurance industry.
2. Challenges
A number of risks faced by women could be minimized through micro-insurance. These
genderspecific risks include:
• Risks related to sexually transmitted infections (STI), pregnancy and childbirth;
• Risks related to economic crisis such as the death of the breadwinner, loss of assets;
• Protection at old age (less security for women due to informal working conditions, lesser
income, etc.);
• Risks related to hazardous working conditions.
Although these also affect men, the number of unskilled labourers is higher among women
workers. Women more often work under hazardous conditions: the carpet industry, refuse
dumps, garbage tips and recycling industries such polythene bags/vinyl recycling.
Some risks due to gender -specific conditions in the society require a comprehensive approach
beyond micro-insurance. The following issues need long -term interventions and cannot be
addressed by micro-insurance alone. But micro-insurance, as one risk management tool
complementing others, can have a more immediate positive impact on improving the situation.
Micro-insurance in India is a new concept and in the real sense, is yet to be tested for its
conduciveness to the needs of the target segment. The most significant constraint is the lack of
base line data on potential claims that can help the insurers to design or price products. The
consumption and saving patterns are also a critical aid to assess the insurance needs. The issue
of moral hazard and adverse selection is a matter of concern for the insurer.
Above all, spreading awareness among this segment of insurable population and capacity
building of the delivery organisations are major challenges.

C. Section III
A. Delivery Mechanism: Micro-Insurance Models
A key concern in the pricing of an insurance product is the element of cost of acquisition and its
delivery. Obviously, the delivery costs have to be contained to keep the cost of insurance
sufficiently low to attract the poor and to incentivise the insurer to venture into this segment
viewing it as a genuine market opportunity.
The Committee studied four different models for delivering micro-insurance services to the
targeted clientele:
1. Partner - Agent Model
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• Insurers utilize MFIs’ delivery mechanism to provide sales and basic services to clients.
• There is no risk and limited administrative burden for MFIs.
2. Full Service Model
• The provider is responsible for all aspects of product design, sales, servicing, and claims
assessment.
• The insurers are responsible for all insurance-related costs and losses and they retain all
profits.
3. Community Based Model
• The policy holders own and manage the insurance program and negotiate with external health
care providers.
4. Provider Model
• The service provider and the insurer are the same, i.e., hospitals or doctors offer policies to
individuals or groups.
D. Section IV
1. Conclusion and Suggestions
The availability of credit and insurance to the poor in rural India not only helps them but also
allows the financial intermediaries to increase their business.
Two facts have to be considered are (i) urban insurance markets are already saturated and (ii)
micro-insurance in rural India hasn’t really taken off. It means that if companies want to grow,
they need to harness technology to leverage the under-explored rural market.
Insurers must remember that, if assisted, the low-income policy holder of today can grow into
the middle-class of tomorrow, and hence create a bigger market for the future. Therefore, the
need to look beyond short-term gains, to leverage technology smartly, and reap profits patiently
in the long run. Doing well while doing good is indeed very possible. All one needs is innovation,
drive and a vision to grow together.
The development of micro-insurance cannot take place independently of economic
development, improved healthcare and education, and political stability. Since the lack of local
experts seems to be a major obstacle to development, the insurance industry needs to invest in
the education and training of such experts. What the developed world took several hundred
years to accomplish cannot be replicated within a decade even given all the new technology and
knowledge that is now available. What is needed, moreover, are strategic, country-wide
approaches such as the one adopted by the Philippines, in which the insurance industry,
government, donors and organizations representing the clients join forces. The challenges are
often too great to be met by individual players alone, and the now mature Micro-insurance
Network will continue its work to catalyse cooperation throughout the industry.
V. Suggestions
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1. Leveraging existing network for micro-insurance
2. Linking micro credit with micro insurance
3. Human Resource is required to be trained to cover the huge untapped market.
4. There is a need for developing adequate feedback mechanisms.
5. IRDA should take initiatives in widening outreach of micro-insurance products to the rural
poor as providing micro-insurance
(Source: International Journal of Management & Business Studies)
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ABOUT US

Indian Business Chamber (IBCHAM) is a young and vibrant National Chamber registered
withMinistry of Corporate Affairs, Government of India.It is dedicated to promote & protect the
trade & commerce inIndia.

IBCHAM is a non-government, not-for-profit, industry led and industry managed organisation,
playing a proactive role in building India's sustainable economic development. It is India's
premier business association, with a direct & indirect support of 1000 members from the
private as well as public sectors, including SMEs and MNCs.

IBCHAMcatalyses change by working closely with government on policy issues on enhancing
efficiency, competitiveness and expanding business opportunities for industry through a range
of specialized services and global linkages. Major emphasis is laid on projecting a positive image
of business, assisting industry to identify and execute corporate citizenship programs. We are
working effectively in partnership with various government units, National & International
NGOs, knowledge institutions and Multi-lateral agencies in pursuant of driving inclusive
development, which include health, education, livelihood, diversitymanagement, skill
development and water, to name a few and special support for the most vulnerablesection of
the society.

IBCHAMs’efforts are also focused on seizing the green advantage by advocating on behalf of
environmentallyresponsible businesses and providing a platform for our members to share
knowledge and best practices in workplace sustainability. An integral component of our mission
is to bring together both business persons already engaged in sustainability initiatives and
those who are not yet as knowledgeable or involved in such efforts. Our chamber believes in
investing in people, protecting our environment and creating long-term prosperity.
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IBCHAM advisory board
The Advisory Board of The IBCHAM is comprised of volunteers representing a broad
spectrum of business and industry from around the state. Members of the Advisory Board
help guide the direction, policy and activities of the Chamber. The dignitaries of advisory
board are as under:

Dr. T C Nair
Former Whole Time Member, SEBI and Director- Star Union Dia-Ichi
Life Insurance

ShriPrasanna MishraRetd. IAS
Former Secretary
Government of India

Dr. Chandra PalRetd. IAS
Former Secretary
Government of India
Shri Paul Joseph, Retd. IES
Former Principal Advisor,
Planning Commission of India

ShriSetu Shah
Sr. Vice President
MCX Stock Exchange

Shri Rajiv Bhatnagar
Former CMD, National Small Industries Corporation and advisor,
Ministry of Industry &Commerce, Govt. of Bahrain

ShriAnouj Mehta
Head- Finance (Infrastructure) and
PPP Group (India)
Asian Development Bank
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Prof. K V Thomas
Union Minister of State (I/C) for Consumer Affairs, Food & Public
Distribution, Government of India

Message
I am very happy to know that the Indian Business Chamber, has joined, as new
entrant, the club of business representative operating in India, to offer guidance,
support and open new avenues for Industrial growth.
I convey my best wishes to the Indian Business Chamber and hope that its valuable
service to the industrial sector will help our country march with renewed vigour
attaining new heights in economic development.

Shri Ajay Maken
Union Minister of State (IC) for Youth Affairs & sports, Government of
India

Message
It gives me immense pleasure to know that the Indian Business Chamber has been
formed to meet the growing requirements of the Indian economy and promote to
protect the trade & commerce in India in the current business competitive
environment.
I extend my greetings and wishes the Indian Business Chamber all the best in its
endevour.
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ShriSushil Kumar Shinde
Union Home Minister

Message
I always welcome the suggestions / recommendations on various business and
economic issues from the business world. Such inputs help a lot on taking the best
possible steps in the interest on Industrial growth.
My congratulation to all the persons of this newly formed industrial body- Indian
Business Chamber.
I believe that this newly formed young and vibrant “Indian Business Chamber” will
work with full dedication and honesty towards sustainable growth of the nation.
All the best for your future endevour.

ShriJyotiraditya M. Scindia
Union Minister of State for Commerce & Industry, Government of India

Message
I always welcome the suggestions / recommendations on various business and
economic issues from the business world. Such inputs help a lot on taking the best
possible steps in the interest on Industrial growth.
My congratulation to all the persons of this newly formed industrial body- Indian
Business Chamber.
I believe that this newly formed young and vibrant “Indian Business Chamber” will
work with full dedication and honesty towards sustainable growth of the nation.
All the best for your future endevour.

26 | P a g e

ShriJyotiraditya M. Scindia
Union Minister of State (I/C) for Power, Government of India

Message

I always welcome the suggestions / recommendations on various business and
economic issues from the business world. Such inputs help a lot on taking the best
possible steps in the interest on Industrial growth.
My congratulation to all the persons of this newly formed industrial body- Indian
Business Chamber.
I believe that this newly formed young and vibrant “Indian Business Chamber” will
work with full dedication and honesty towards sustainable growth of the nation.
All the best for your future endevour.
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