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1 Introduction1 
 

Life is always prone to risk, more so when people are poor.  Poverty on the one hand limits 

their options to manage risk, and on the other hand, it aggravates vulnerability.   Each 

reinforces the other.  Insurance entails an attempt to find a solution to this problem. 

 
A vast majority of the 250 million poor people in India live in rural areas.  Like in most of the 
developing world, these people have hardly any access to insurance services.   Table 1 below 
and Box 12 on the next page provide some indicators on the state of the economy and 
development in India. It is apparent that access to basic services in India is still very limited.  
This can be attributed partly to the high cost (high per unit transaction costs, travel costs) and 
risks (seasonality, price, production, correlated outcomes) associated with providing these 
services.  The challenge of sustainable service provision is quite daunting.  However, as a 
result of changes in the Government of India’s policy on insurance and a regulatory 
framework on access to insurance services in India, particularly in the rural areas, has started 
to improve.  Insurers have chosen to address the challenges in providing insurance services in 
rural areas through linking up with strategic partners, especially with those such as 
microfinance institutions (MFIs) that provide complementarities in access to the community.  
In an attempt to understand these linkages, the Food and Agricultural Organization of the 
United Nations (FAO), with support from the Ford Foundation, is conducting a worldwide 
review of innovative linkages between formal and non-formal financial intermediaries in 
Africa, Asia and Latin America. 
  
Table 1 
Indicator on Status of Economy and Development of India 
 

Indicators Status 
Population (End 2004, millions) 1 091  
Annual Population Growth (2002-04) 1.5%  
Population Density (person/sq km) 332  
Population below Poverty Line 25%  
Life Expectancy (2002, in years) 63.7  
Infant Mortality (2003, per thousand) 63  
GDP Growth Rate (2003-04) 6.5%  
Agriculture Growth Rate (2003-04) 0.6%  
Industry Growth Rate (2003-04) 8.0%  
Services Growth Rate (2003-04) 8.2%  
Per capital Gross National Income (2003, US$) 530  
Availability of phone lines (as % of population) 4.63  
Availability of personal computers (as % of population) 0.72  
Access to Insurance Coverage (as % of economically active workforce)3 1.4  

                                                
1 M-CRIL would like to thank Ms Maria Pagura (FAO) for her role in selecting us and for coordinating the assignment.  She 
conceived the primary format and was part of the team for the field visits.  The team needs to thank Md Riaz, Sr Manager of 
AVIVA, India.  Acknowledgement is also due to Mr Riaz for his support in understanding the business principle and 
philosophy of AVIVA.  For field support the team needs to thank Mr AK Maity, Village Welfare Society (VWS) and other 
senior staff.  We also need to thank Mr G Srikanth of AVIVA, India who coordinated the visit to BASIX, and Mr NV 
Ramana , Managing Director, BASIX and Mr Satthaiya, VP (Insurance) at BASIX.  Mr Deepal Patil of AVIVA, Ahmedabad 
coordinated the visit to SEWA, where discussions were held with Ms Shilpa Pandya and Ms Sheela Menon.  Their help and 
support in information collection was of great value.  I would like to thank Mr Sanjay Sinha, Managing Director, M-CRIL 
for his insightful guidance and support in understanding the objectives of the study and in editing the draft.  
2 Discussion on the India’s country profile has been developed from the website 
http://www.cia.gov/cia/publications/factbook/geos/in.html 
3 Source: IRDA monthly journal, August 2005.  
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Rate of Inflation (2003-04, %) 6.0%  
Human Development Index (HDI) Value, 2002 0.595  
Human Development Index Ranking (2004) 127  

Source: Basic Statistics, Economic and Research Department, Asian Development Bank, May 2005.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
Source: Discussions in Wachovia’s India Country Report, April 2005 & India Country Report, Asian Development 
Bank, 2004   

 
 
 

Box 1:  
India: Country Profile 
 
India is the seventh largest country in the world in terms of geographical area and second largest in terms of 
population.  It also has the distinction of being the largest democracy in the world.  It is fast emerging as a 
regional power in Asia thanks mainly to the recent growth of the economy.  Today it is the fourth largest 
economy in the world (using purchasing power parity figures).  However, with more than 25 percent of the 
population still living below the poverty line, it is also home to the largest absolute number of poor people in 
the world.  
 
India's diverse economy encompasses traditional village farming, modern agriculture, handicrafts, a wide range 
of modern industries, and a multitude of services. In recent years, services have become the major source of 
economic growth, though two-thirds of the workforce is in agriculture. The current government of the United 
Progressive Alliance (UPA) led by the Congress Party has made a commitment to furthering economic reforms 
and developing basic infrastructure to improve the lives of the rural poor and while improving economic 
performance. Government controls on foreign trade and investment have been reduced in some areas, but high 
tariffs (averaging 20 percent in 2004) and limits on foreign direct investment are still in place. The government 
has indicated it will do more to liberalize investment in the civil aviation, telecom, and insurance sectors in the 
near term.  
 
Privatization of government-owned industries has proceeded slowly and continues to generate political debate; 
continued social, political and economic rigidities hold back key initiatives. The economy has posted an 
excellent average growth rate of 6.8 percent since 1994, reducing poverty by about 10 percentage points. India 
is capitalizing on its large numbers of well-educated people skilled in the English language to become a major 
exporter of software and business processing services and workers in these fields. Despite strong growth, the 
World Bank and others worry about the combined state and federal budget deficit, running at approximately 9 
percent of GDP. The huge and growing population is the fundamental social, economic, and environmental 
problem for the country. In late December 2004, a major tsunami took at least 60,000 lives in India, caused 
massive destruction of property, and severely affected the fishing fleet. 
 
In the year ended 31 March 2005 (FY 2004), the Indian economy remained buoyant; GDP grew by 7.0 percent 
during the first 2 quarters of the year, following 8.5 percent growth in FY2003. For the year as a whole, the best 
estimate for growth is 6.5 percent.  This strong expansion is on account of marked improvements in investment 
as reflected in the leading macroeconomic indicators, such as production and imports of capital goods, 
production of commercial vehicles and non-food credit offtake. Further, a strong growth in consumer durables 
in FY2004 also indicates a pickup in consumption demand. 
 
The major challenges faced during the year include the devastation caused by the 26 December 2004 tsunami, a 
slowdown in agricultural expansion, a high price of oil that is fueling inflation, and the re-emergence of a 
current account deficit. The tsunami, which affected the coastline of some mainland southern states of India 
besides the entire Andaman and Nicobar Islands, led to large-scale loss of life and displacement, widespread 
damage to property, destruction of coastal fisheries and agriculture, and temporary disruption to tourism in 
coastal areas. The adverse impact of the tsunami is, however, localized, and the level of national economic 
activity has not been significantly affected. 
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Specifically in the context of India, this study sets out  
 
� to examine the main constraints to insurance service provision,  
� to identify the important pre-conditions for this type of linkage to emerge,  
� to identify key design factors and processes of the linkage, and, most importantly,  
� to evaluate the impacts of the financial linkage, particularly at the policy and at the  
       institutional levels as well as  
� to determine how that impact has resulted in significantly expanded access to financial  
       and insurance services to rural clients.   
  
1.1 Current State of Insurance in India 
 
For the first time in several decades, the insurance market in India today is no longer a 
monopoly of the state insurers.  Today, there are 14 organisations in the life insurance market 
while there are another 13 in the general non-life insurance business.  While the market share 
of the former public sector monopoly, Life Insurance Corporation of India, has been on the 
decline since the arrival of new private players, the consumer has the choice of a range of 
products and the new players have improved the overall service quality in the insurance 
market. LIC’s market share has decreased from 95 percent of the policies in 2002-03 to 87 
percent 2004-05 as shown in Table 2 below.   
 
Table 2 
Market Share of Life Insurance Companies in India  
(for the Year 2005, up to 30 June) 
 
Insurance Company Market Share, 

Premium (%) 
Market Share, 
Policies (%) 

LIC  74.87 87.25 
ICICI Prudential  7.53 2.91 
BIRLA Sunlife  1.84 0.80 
Bajaj Allianz  4.18 1.81 
SBI Life  1.69 0.88 
HDFC Standard  3.20 1.32 
TATA AIG  1.93 1.57 
Max New York  1.44 1.55 
AVIVA  1.14 0.48 
Om Kotak Mahindra  0.77 0.33 
ING Vyasa  0.53 0.36 
AMP Sanmar  0.47 0.27 
Metlife  0.39 0.35 
Sahara Life 0.02 0.14 
 Source: IRDA Monthly Journal, August 2005  

 

While expanding their business largely in urban areas, the private players are also trying to 
consolidate their positions in the rural market.  The next five to six years are expected to 
witness further expansion in the urban market after which it would begin to consolidate.  
Once the urban market attains a market penetration in excess of 50 percent of the potential 
(which it would by the end of 2010 going by the current rate of growth of around 18 percent), 
the focus of the market is likely to shift to rural areas.   
 
Essentially, the growth of the insurance business in rural areas is constrained by a number of 
factors.  Notable amongst these are 
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� Lack of adequate insurance infrastructure: Despite the nearly fifty-year-old presence 
of public sector companies in this market, insurance continues to be an urban 
phenomenon.  The necessary infrastructure for the insurance like an adequate healthcare 
system to scrutinize claims is yet to develop in rural areas.  This puts a severe constraint 
for new entrants into market.  A relatively better presence of such services and facilities 
in urban areas coupled with the better purchasing power of urban clients makes them a 
substantially more attractive option. 
 

� Long gestation period of insurance coupled with uncertainties in the rural market:  
In general, the risk of moral hazard runs very high in the insurance business.  This risk 
gets particularly pronounced in the rural areas as the presence of insurance company is 
further removed.  Apart from the risk of moral hazard, different parts of rural India also 
suffer from regular bouts of natural calamities like drought, floods and disease epidemics.  
These uncertainties of environment coupled with the lack of trust between insurers and 
clients and the problem of moral hazard limit the insurance market in rural areas.   
 

� Lack of professional and trustworthy partners:  It might be very difficult for the new 
entrants into the insurance business to develop their own service delivery channels.  They 
seek the help of Non-Government Organizations (NGOs), cooperatives and other such 
organizations working in the rural areas.  Lack of understanding of the insurance business 
and professionalism among such partners often creates problems of coordination with the 
insurers.   

 
� Low profitability:  Despite the business potential, insurance in rural areas is not 

considered a very profitable proposition.  This can be attributed to the high costs 
associated with doing business in rural areas, lack of knowledge about the rural client, 
lack of technology and system, lack of outlets to deliver and process the policies and 
claims efficiently.  Apart from these reasons, factors in the bullet points are also 
responsible for this.  However, a part of the blame also lies with the insurance companies 
that have been less than innovative in their product design and processes.   

 
Since these sectors are not considered profitable and are seen more as regulatory compliance 
requirements than serious market commitments so far the growth of insurance in the rural and 
social sectors has largely been on account of push factors.  However some of the main 
insurance companies have taken the lead in looking at the rural market as potential area of 
growth.  Keen to register their presence in the rural market with the cream in the urban 
market being fiercely competitive, these companies have tried to develop market channels 
and linkages in the rural areas.  These methods include employment of direct selling agents 
for insurance in rural areas, employing corporate agents for the sale of insurance products and 
developing master policy holders to sell group insurance.  However, there has not been much 
experimentation in terms of product and process development specifically for rural clients.  
 
1.2 Methodology 
 
As Table 2 above suggests, there are 14 players in the life insurance market in India.  Though 
LIC continues to have the major share of this market, other new entrants are striving hard 
both to increase market size (through overall demand growth) and to increase their share of 
the existing market.   
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Considering the objective of the study of analyzing the linkage between large private 
companies and MFIs to provide financial services to rural populations, the prospect of 
selecting a public sector insurance company was ruled out.  Among the private players, all 
are relatively new entrants into the market – having started at most 5-6 years ago – and are 
grappling with competition not only from the LIC but also with each other.  While most view 
insurance in the rural areas as regulatory compliance4, some do view this as a market with 
genuine potential.  There are three notable insurance companies who have taken bold steps to 
reach out to rural clients and have undertaken initiatives to improve the process.  These are  
 
a    ICICI Prudential Insurance Company Ltd   ICICI Prudential, started in 2001, has 
made serious forays into the rural market.  It has developed a robust rural distribution model 
involving tied agents, brokers as well as referral arrangements with NGOs, microfinance 
institutions (MFIs) and companies.  It is working closely with partners like Uttaranchal Co-
operative Marketing Federation, Gramasiri (an MFI), Cargill, Anarde Foundation, ICICI 
Bank and ITC's e-Choupal to educate people about how life insurance can be used as a 
protection and savings instrument.  Through these relationships ICICI Prudential is present in 
more than 15 States including Andhra Pradesh, Madhya Pradesh, Tamil Nadu, Rajasthan and 
Uttar Pradesh.     
  
b   TATA-AIG Insurance Company Ltd   Tata AIG's operations in rural India involve 
partnerships with several non-government organisations some of whom are also MFIs which 
provide small loans that have to be repaid in short periods of time and are essentially used by 
low-income individuals with few collateral assets. The rationale behind the initiative was to 
have a partnership with institutions that 

would be self-sustaining in the long run.  It has launched a project to provide insurance 
coverage to landless and daily-wage labourers in Andhra Pradesh, with funding support from 
the British government's Department for International Development (DFID).  The main 
features of the project are relevant and affordable long-tenure plans; livelihood creation 
through enlisting of women’s community enterprises; mentoring and monitoring through 
rural organisations; and specialised promotional activity tuned to the requirements of the 
target market.  

During the financial year 2004-05, Tata AIG has covered 427 000 lives taking the total 
number of lives covered since inception to over 1.2 million. Under the rural and social 
initiative in the last fiscal year, the company issued around 57 000 policies, of which around 
41,000 were individual insurance policies.  In the social sector, it covered over 16 000 lives 
against an obligation to cover 15 000 lives. Nearly 85 percent of the microinsurance policy 
holders purchased insurance for the first-time ever. The rural sector contributed 17.8 percent 
of Tata AIG's policies, above the mandatory 14 percent required of life insurance companies 
in the fourth year of operation.  

c   AVIVA Life Insurance Company India Private Limited   AVIVA was a relatively late 
entrant into the Indian insurance market.  However, it has taken its foray into the Indian 
insurance market very seriously.  It aims to capture the majority share of the Indian rural 
insurance market in the next ten years.  AVIVA has also developed partnerships with several 
NGO-MFIs, cooperative societies, banks and other rural voluntary organizations to provide 
insurance services in rural areas.  As on 31 July 2005, it had 18 partners spread across the 

                                                
4 These regulatory requirements are discussed in detail in the Section 2.2 (Section on IRDA). 
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states of West Bengal, Andhra Pradesh, Gujarat, Tamil Nadu, Orissa, Uttar Pradesh.  It has 
partnerships with some of the leading MFIs and women’s organizations in India 
 
Some of the leading such institutions being partnered by AVIVA include the big names in 
microfinance like Bhartiya Samruddhi Financial Services Limited (BASIX), Self Employed 
Women’s Association (SEWA) and Village Welfare Society (VWS).  While BASIX and 
VWS are microfinance institutions carrying out their operations in a commercial fashion, 
SEWA is registered as a trade union and provides a variety of services for women.  Since all 
the partnerships are more than 18 months old, and at least some of the partner organisations 
have sound financial health, the innovations introduced by AVIVA through its partner 
organizations in the rural insurance market of India was selected for this study.  It would be 
worth noting here that while other players have also used the similar kind of partnership 
models, AVIVA’s model is unique in its customized and dedicated service provision to the 
partners.   
 
2 Development of Life Insurance Business in India5  
 
This section covers the history of insurance in India discussing the role of the Government 

and the development of the regulatory framework for insurance provision in the country. 

 
The transition of Indian insurance from an open competitive sector to national-isation and 
then back to a liberalised market over a period of just over a hundred years indicates the 360 
degree journey of the sector.  The insurance sector was brought under government control 
within ten years of independence and from then, until the re-opening of the sector in the 
1990s, the state-owned companies functioned under the yoke of bureaucracy, but still had 
millions of policyholders as there was no alternative.   
The business of life insurance in India in its existing form started in India in 1818 with the 
establishment of the Oriental Life Insurance Company in Calcutta. However the recorded 
history of the insurance business in India began in 1914 when the Government of India 
started publishing returns of Insurance Companies in India.  The Indian Life Assurance 
Companies Act, 1912 was the first statutory measure to regulate this business.  Later, in 1928 
the Indian Insurance Companies Act was enacted to enable the Government to collect 
statistical information about both life and non-life insurance business transacted in India by 
Indian and foreign insurers including provident insurance societies.  In 1938, in order to 
protect the interests of the insuring public, the earlier legislation was consolidated and 
amended by the Insurance Act 1938 which contained comprehensive provisions for detailed 
and effective control over the activities of insurers.  However, thereafter, though there were a 
large number of insurance companies and the level of competition was high, there were also 
allegations of unfair trade practices.  The Government of India, therefore, decided to 
nationalise the insurance business.  An Ordinance issued on 19 January 1956 nationalised the 
Life Insurance sector and the Life Insurance Corporation of India (LIC) was formed.  The 
LIC absorbed 154 Indian and 16 non-Indian insurers as well as 75 provident societies.  After 
that, the LIC was the only life insurer in India until late 1990s when the insurance sector was 

                                                
5 Discussion in this section has been drawn from Agarwala A N. 1961. Life Insurance in India: A Historical and Analytical 

Study. Allahabad: Allahabad Law Journal Press; http://www.irdaindia.org; Indian Insurance: At The Crossroads 
http://www.securities.com/Public/Public98/RBI/Speech/speech010913 & Insurance in India - A historical perspective 
http://www.banknetindia.com/finance/ihist.htm. 
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reopened for private sector investment.  Some of the important milestones in the life 
insurance business in India are summarized in Table 3.   
 

Table 3 
Milestones in the History of Life Insurance in India 
 
 Year Milestones 

 
1912 The Indian Life Assurance Companies Act enacted as the first statute to regulate the life 

insurance business. 
 

1928 The Indian Insurance Companies Act enacted to enable the government to collect statistical 
information about both life and non-life insurance businesses. 
 

1938 Earlier legislation consolidated and amended by the Insurance Act with the 
objective of protecting the interests of the insuring public. 
 

1956 245 Indian and foreign insurers and provident societies taken over by the central 
government and nationalised.  LIC formed by an Act of Parliament, viz. LIC Act, 1956, with 
a capital contribution of Rs 50 million from the Government of India. 
 

1994 Malhotra Committee Report on the insurance sector reforms submitted to the Government.  
The report with revolutionary recommendations widely debated in the public, media and 
parliament.   
 

1999 IRDA (Insurance Regulatory and Development Authority) Act passed by the parliament.   
 

 
 

2.1  Insurance Sector Reforms: The Policy Environment 
 
Until 1993 there was only one state owned company for life insurance and four subsidiaries 
of GIC for general insurance in India.  The market was a complete government monopoly and 
the penetration of the market was very limited by global standards.  In 1993, the Malhotra 
Committee, headed by former Finance Secretary and RBI Governor RN Malhotra, was 
formed to evaluate the Indian insurance industry and recommend its future direction.  The 
Malhotra committee was set up with the objective of complementing the reforms initiated in 
the financial sector.  In 1994, the committee submitted its report with the following 
recommendations 
 
 
i Structure 

� Government stake in the insurance companies should be brought down to 50 percent 
� Government should take over the holdings of GIC and its subsidiaries so that these 
� subsidiaries can act as independent corporations 
� All the insurance companies should be given greater freedom to operate 

 
ii Competition 

� Private Companies with a minimum paid up capital of Rs1billion (US$ 23.5 millions) 
should be allowed to enter the industry 

� No Company should deal in both Life and General Insurance through a single 
      entity 
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� Foreign companies should be allowed to enter the industry in collaboration with  
      domestic companies 
� Postal Life Insurance should be allowed to operate in the rural market 
� Only one state level Life Insurance Company should be allowed to operate in 
      each state 

 
iii Regulatory Body 

� The Insurance Act should be changed 
� An insurance regulatory body should be established 
� The Controller of Insurance (currently a part of the Finance Ministry) should be 
      made independent 

 
iv Investments 

� Mandatory Investments of LIC Life Fund in government securities should be reduced 
      from 75 percent to 50 percent 
� GIC and its subsidiaries should not hold more than 5 percent in any company (their 

holdings to be brought down to this level over a period of time) 
 
v Customer Service 

� LIC should pay interest on delays in claims payments beyond 30 days 
� Insurance companies should be encouraged to set up unit linked pension plans 
� Computerisation of operations and updating of technology to be carried out in the 

insurance industry. 
 
The committee emphasised that in order to improve customer services and increase the 
coverage of the insurance industry, it should be opened to competition. But at the same time, 
the committee felt the need for caution as any failure on the part of new insurers could 
destroy public confidence in the industry.  Hence, it was decided to allow competition in a 
limited way by stipulating a substantial minimum capital requirement of Rs1,000 million 
(US$ 23.5 millions) for insurance companies.  While the insurance companies would be 
autonomous in order to improve their performance and enable them to act as independent 
companies with economic motives an independent regulatory body would be established to 
safeguard the public interest. 
 
2.2 Insurance Regulatory and Development Authority (IRDA) 
 
Reforms in the Insurance sector were initiated with the passage of the IRDA Bill in 
Parliament in December 1999.  The key objectives of IRDA were to promote competition so 
as to enhance customer satisfaction through increased consumer choice and lower premiums, 
while ensuring the financial security of the insurance market. The IRDA opened the market 
in August 2000 with an invitation of applications for registration.  Foreign companies were 
allowed ownership up to 26 percent.  Companies were required to submit business plans 
detailing the proposed capital structure, the nature of business they planned to carry out and 
their plans for selling insurance to the rural and social sectors.   
 
Even prior to the IRDA Act, in anticipation of liberalisation, a number of multinational 
insurance companies had begun exploring the possibility of setting up operations in India.  
The first step for them was finding a local partner and working towards signing a 
Memorandum of Understanding with that partner.  Certain Indian companies were also keen 
to enter the insurance market and were themselves seeking international partners.   



 9 

The IRDA since its incorporation as a statutory body in April 2000 has stuck to its schedule 
of framing regulations and registering private sector insurance companies.  The approval of 
institutions for imparting training to agents has also ensured that the insurance companies 
would have a trained workforce of insurance agents in place to sell its products.  It has also 
established a framework of regulations in conformity with global good practice.  
 
In order to ensure the widespread coverage of insurance services especially to rural areas the 
IRDA, through a notification in 2002, has established norms for coverage in the rural and 
social sectors to be met by both life and general insurance companies.  As Table 4 shows, the 
life insurance companies must cover at least 18 percent of the number of lives in rural areas 
by the end of their sixth year of operation, starting from 7 percent in the first year.  For the 
general insurance companies the equivalent figures are 5 percent by the end of sixth year 
starting from at least 2 percent in the first year.   
 
Table 4 
Regulatory Norms for Life and General Insurance Companies 
 
Year 
 

1 2 3 4 5 6 

Rural Sector       
Life Insurer (as % of total policies) 
 

7 9 12 14 16 18 

General Insurer (as % of total policies) 
 

2 3 5 5 5 5 

Social Sector       
All insurers 
 

5 000 7 000 10 000 15 000 20 000 20 000 

Source: IRDA, Final Regulation Rural Sector Obligations, 2002. 

 

Similarly, the social sector requirement for both types of insurance companies is coverage of 
20,000 policies by the end of six years starting from 5,000 policies in the first year.  While 
the IRDA defines rural areas by population limits of the policyholder, the social sector is 
determined by the occupation of the policyholder.  As per the IRDA definition “Social 
sector” includes unorganised sector6, informal sector7, economically vulnerable or backward 
classes and other categories of persons, both in rural and urban areas.  Similarly the rural area 
means any place with a population of less than five thousand (as per the latest census), a 
density of population of less than four hundred per square kilometer; and more than twenty 
five per cent of the male working population is engaged in agricultural pursuits. 
 
3 Insurance Linkages 

This section discussed the linkages established by AVIVA Life Insurance in its attempts to 

provide insurance services to the rural clientele of India.   

                                                
6 “Unorganised sector” includes self-employed workers such as agricultural labourers, bidi workers, brick kiln workers, 

carpenters, cobblers, construction workers, fishermen, hamals, handicraft artisans, handloom and khadi workers, lady tailors, 
leather and tannery workers, papad makers, powerloom workers, physically handicapped self-employed persons, primary 
milk producers, rickshaw pullers, safai karmacharis, salt growers, seri culture workers, sugarcane cutters, tendu leaf 
collectors, toddy tappers, vegetable vendors, washerwomen, working women in hills, or such other categories of persons. 
7 Informal sector includes small scale, self-employed workers typically at a low level of organisation and technology, with 
the primary objective of generating employment and income, with heterogeneous activities like retail trade, transport, repair 
and maintenance, construction, personal and domestic services and manufacturing, with the work mostly labour intensive, 
having often unwritten and informal employer-employee relationship 
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AVIVA Plc is the UK’s largest and the world’s sixth largest insurance group.  It is one of the 
leading providers of life insurance and pensions products to Europe and has substantial 
businesses elsewhere around the world.  With a history dating back to 1696, AVIVA has a 30 
million-customer base worldwide.  It has more than £273 billion of assets under management.  
AVIVA was also the first foreign insurance company in India to set up its representative 
office in 1995.  In India, AVIVA has a joint venture with Dabur, one of India's oldest, and 
largest groups of manufacturing companies.  A professionally managed company, Dabur is 
the the country's leading producer of traditional healthcare products.  In accordance with 
government regulations AVIVA holds a 26 percent stake in the joint venture and the Dabur 
group holds the balance 74 percent. AVIVA has 34 Branches (including rural branches) in 
India supporting its distribution network. Through its branches and its Bancassurance partner 
locations, AVIVA products are available in 165 towns and cities across India. AVIVA has 
also opened four rural branches in Faridkot, Udaipur, Nasik and Nagpur. 

As mentioned in Section 1 of this report, AVIVA has developed institutional linkages with 
18 different partners to provide insurance services in the rural areas.  As part of the study, 
linkages with three of them, namely Bhartiya Samruddhi Finance Limited (BASIX), Village 
Welfare Society (VWS) and Self-Employed Women’s Association (SEWA) were examined 
and are discussed below.   
 
3.1 BASIX 
  
Bhartiya Samruddhi Finance Limited (BASIX) – registered as a Public Limited Company 
(Non-Banking Finance Company) – was established in 1996, with the aim of providing 
sustainable financial services to the rural population for the promotion of livelihoods. The 
organisation is backed by its holding company, BASICS Limited, that provides financial 
services through Samruddhi and a Local Area Bank (Krishna Bhima Samruddhi LAB) – now 
operational in the three districts of Raichur, Gulbarga (Karnataka) and Mahabubnagar 
(Andhra Pradesh) since February 2001– and research, consultancy and support services 
(through Indian Grameen Services, a Section 25 Company) to its clientele.  
 
BASIX’s mission is to promote a large number of sustainable livelihoods, including for the 
rural poor and women, through the provision of financial services and technical assistance in 
an integrated manner. Following an impact assessment study carried out by Indian Marketing 
Research Bureau (IMRB) in 2001, it came to light that while 51 percent of clients reported a 
net increase in their income, 23 percent reported an effective decline in their earning.  The 
reasons for this decline were related to their productivity and risks associated with small 
enterprises.  Based on the findings of the impact study, BASIX developed a livelihood triode.  
Access to various financial services were essential part of this triode.  Rural people need all 
the three financial services, savings, credit and insurance though at varying scales with time.  
BASIX has the vision of providing all poor households, especially those of its clients, with 
access to risk-management services covering their lives and livelihoods together with 
insurance companies that provide these services willingly on a financially sustainable basis.   
 
As part of its mission to deliver comprehensive livelihood promotion services to rural 
customers, BASIX began its initiatives to deliver insurance services four years ago, 
coinciding with the opening up of the Indian insurance sector. From the beginning, BASIX 
has actively partnered with multiple insurance companies to design insurance products for 
rural customers. In the area of life insurance, BASIX worked with ICICI Prudential to begin 
with and is currently working with AVIVA Life Insurance Company (since October 2002). 
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BASIX is also working with Royal Sundaram General Insurance Company for the delivery of 
a livestock insurance product and ICICI Lombard for the delivery of rainfall insurance. 
BASIX is also actively working with the above and couple of other insurers for designing a 
suitable health insurance product for its rural clients. In 2003, BASIX was also given a 
Corporate Agency license by IRDA to distribute the retail life insurance products of AVIVA.  
As illustrated in Box 2, BASIX’s clients have gradually started to use the insurance services 
with greater eagerness as they have started to experience the benefits of coverage.    
 
BASIX was quite early in initiating its partnership with ICICI Prudential in 2001.  The 
product being offered by ICICI Prudential was quite simple with a coverage of Rs10 000 
(US$21) at an annual premium of just Rs100 (US$2.10).  The reluctance of ICICI Prudential 
to experiment with product design apparently due to lack of foresight was responsible for the 
termination of the relationship between ICICI Prudential and BASIX.  ICICI Prudential was 
not quite ready for investment in research and design of product at that point in time.  As it 
turned out, the commitment of BASIX was not compatible with the pragmatism of ICICI 
Prudential.  ICICI Prudential was relatively new to the market and was testing the water when 
BASIX requested coverage of more clients as well as the investment in experimentation.  
 
AVIVA, which was a late entrant into the Indian market in 2002, had a different approach to 
the rural and social sector.  In contrast to ICICI Prudential’s short term strategy of meeting 
the rural and social sector regulatory requirement, AVIVA viewed the market with a long-
term perspective.  It was willing to experiment with the products and valued BASIX’s 
expertise in community understanding.  In essence, AVIVA’s chose a more ‘tailor made’ 
approach to partnering with MFIs and various organizations rather than a ‘one model fits all’ 
approach.  In fact, this ‘tailor made’ approach is the way they run all of there partnerships, 
whether their partners are big or small, urban or rural, corporate or non-corporate.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

Box 2 
Case of Mr Madhusudhan Rao & Mrs Madhulata Rao 

 
A resident of Nijampet village in Rangareddy district of Andhra Pradesh, a southern Indian state, 
Mr Madhusudhan Rao has been a client of BASIX for the last four years.  He is a small farmer with 
land holding of around 8 Acres.  He also owns 3 cows, four buffaloes and two oxes.  He has a 
family of four comprising of his wife, a son and a daughter.  He was first introduced to the concept 
of insurance when he borrowed first from BASIX to buy a buffalo and the company required him 
to have insurance coverage not only for himself, but also for cattle.  Initially not convinced with the 
idea of spending money for this purpose, he agreed to the proposition very reluctantly on 
persuasion from his wife.  Incidentally his cattle died in a nearby river.  But for the insurance 
coverage from Royal Sundaram Insurance Company, he would have been stretched to repay the 
borrowed amount.  However this incident made him understand the benefits of insurance.  Today, 
he has bought insurance coverage worth Rs50 000 (~US$1,200) for himself and another insurance 
coverage worth Rs25 000 (~US$600) for his wife. 
 
Apart from insuring lives, he has also insured the lives of all the cattle he owns, even though he 
does not have any debt.  He has also bought medical insurance coverage for himself and his wife.  
The coverage of insurance is Rs25 000 (~US$600).  The outlook of whole the Rao family has 
changed since the time he first bought an insurance coverage for himself and his cattle. 
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In October 2002, after co-designing a life insurance product and getting it approved by  
IRDA, AVIVA and BASIX entered into a master policy agreement.  According to this 
agreement, all the clients of BASIX were to be brought under insurance coverage.  The 
policy with each of the members was to be renewed each month upon payment of premium 
that was to be part of the equated monthly instalment (EMI) to be paid by the client against 
the loan from BASIX.  This product was given the name ‘Credit Plus’.  There is a revenue 
and profit sharing arrangement between both the partners.  In December 2003, BASIX signed 
a Corporate Agency agreement with AVIVA to sell the life insurance product to rural 
customers outside the purview of Credit Plus. Under this arrangement, the unit offices of 
BASIX with the help of its Customer Service Agents are functioning as retail outlet for 
selling the insurance products of AVIVA.  BASIX can sell AVIVA’s products even to non-
members.   
 
Table 5 provides comparative details of BASIX’s relationship with ICICI Prudential and 
AVIVA while Table 6 outlines the insurance products offered by BASIX. 
 
Table 5 
BASIX’s relationship with ICICI Prudential and AVIVA8 
 

Parameters 
 

ICICI Prudential9 AVIVA 

Product Design 
 

Unwilling to experiment Product designed in 
coordination with 
BASIX 
 

Commitment to Rural 
Market 

Meeting the short term targets on regulatory 
compliance, the first priority 
  

More long term with 
willingness to 
experiment with 
product and offering 
multiple life insurance 
products 
 

Sustainability of services Very low priced product with a focus on 
meeting compliances rather than making it a 
self-sustaining model 
  

Product pricing done in 
mutual agreement with 
BASIX.  Also a 
revenue and profit 
sharing arrangement 
provides adequate 
incentive to the channel 
partner to perform and 
guard against moral 
hazard and adverse 
selection. 
 

BASIX’s responsibility Very limited with only reporting being 
BASIX’s job and not certifying the validity 
of claims  
 

Apart from reporting, 
certifying the claims of 
clients is also a 
responsibility of 

                                                
8  Adapted from Chadha, Manisha 2004, “Insurance for the Poor – A Case Study of India”, Institute for    

    Development Policy and Management (IDPM), Manchester, UK.  
9   It is important to note here that these policies were in practice only during the initial days and ICICI  
    Prudential also has a more long term strategy in place for the rural market. 
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Parameters 
 

ICICI Prudential9 AVIVA 

BASIX.  BASIX’s 
certification is the only 
and most essential 
condition forr the claim 
settlement.  
  

Source: Discussion with the BASIX staff 
 

 
Table 6 
BASIX’s Life Insurance Products 
 

Source: Discussion with senior staff of BASIX 

 
 

Similar to the AVIVA arrangement, at a later stage BASIX entered into an arrangement with 
Royal Sundaram General Insurance Company to provide livestock insurance to rural clients. 
It has also entered into an agreement with ICICI Lombard to provide coverage to rural 
farmers against weather risk.  The general insurance products being offered by BASIX are 
detailed in the Table 7 below. 
 

Parameters Credit Plus 
 

Jan Suraksha Amar Suraksha Anmol Suraksha 

Eligibility Credit Clients, 
Age 18-45 yrs 
 

Rural Dweller, Age 
18-45 yrs 

Rural Dweller, Age 
18-45 yrs 

Rural Dweller,  
Age 18-45 yrs 

Selection Existing Loan 
Clients 
 

By field staff of 
BASIX 

By field staff of 
BASIX 

By field staff of 
BASIX 

Sum Assured 1.5 times loan 
amount 
 

Rs20,000-50,000 
(~US$450-1 125) 

Rs20,000-100,000 
(~US$450-2 250) 

Rs10,000-100,000 
(~US$225-2 250) 

Term Monthly, 
multiple terms 
till the full 
repayment of 
loan amount 
 

5,10 years 5,10,15,20 years 5,10,15,20 years 

Premium 1.8% of the loan 
amount 
disbursed 
 

Based on age of 
client and term (Paid 
one time or 
annually) 
 

Based on age of client 
and term (Paid one 
time or annually) 

Based on age of 
client and term 
(Paid one time or 
annually) 

Benefit Sum assured on 
natural death 

Sum assured on 
death, double the 
amount in case the 
death is accidental 
 

Sum assured on 
natural death, Return 
of premium on 
maturity 

Sum assured + 
(6.5%*sum 
assured*no of 
completed policy 
years) on natural 
death and maturity 
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Table 7 
BASIX’s General Insurance Products 
 

Source: Discussion with senior staff of BASIX 

 

 
BASIX’s model for micro-insurance delivery and its partnerships can be illustrated as follows 
 
 
 
 
 
 
 

 
Over the last three and half years BASIX has covered the lives of all its clients.  Through the 
corporate agency of AVIVA, it has also sold its products to rural non-credit clients.  It also 
has plans to introduce health insurance coverage to its rural clients in the near future.  It has 
already started negotiations with insurance companies to provide this service.  Table 8 
presents BASIX’s coverage of life insurance with the details on premium collection, total 
policies, number of lives covered and the number of claims settled.    

Parameters Livestock Insurance 
 

Weather Insurance 

Eligibility Credit clients with livestock 
loans from BASIX and an 
animal within prestated age 
limit 
 

Small, medium or large groundnut or 
castor farmers of KSB Local Area 
Bank districts  

Selection Credit Officer in discussion 
with borrower 
 

Credit Officer in discussion with 
borrower 

Sum Assured Estimated value of animal 
ranging from Rs5 000 – 20 000 
(US$111- 444) 
 

Limited liability per farmer ranging 
from Rs14 000-30 000 (US$308-666) 

Term 12, 18 or 24 months depending 
upon the terms of repayment  
 

Agriculture season 

Premium 5% of the loan amount 
disbursed collected with loan 
instalment  
 

Rs400 (US$8.8) for small farmers & up 
to Rs600 (US$13.2) for big farmers per 
hectare of land 
 

Benefit Differential percentage of sum 
assured depending on policy 
months completed, age and 
condition of animal 
 

Sum assured if rainfall is below 75-80 
percent of the normal level 
 

Insurers 
(AVIVA, Royal 

Sundaram, 
ICICI Lombard) 

BASIX Customer 

Offers Products 

Input on products 

Insurance Delivery 

Feedback on product 
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Table 8 
Life Insurance Coverage by BASIX 
 

Year Number of 
Policies 

Sum Assured 
(in INR) 

Premium collected 
(in INR) 

2000-01 1 475 22 125 000 - 
2001-02 300 4 500 000 - 
2002-03 3 180 48 916 250 48 366 
2003-04 49 912 640 28 950 2 807 725 
2004-05 75 229 973 391 434 3 341 072 
 2005-0610  27 711 410 381 000 815 118 

 Source: BASIX’s MIS Reports  

 
While all the credit clients continue to be covered under the master policy, the growth in the 
retail sale of insurance policies under the corporate agency has been relatively low.  Out of 
the 27 711 policies insured during the first three quarters of the current year, only 1 936 are 
under the retail sales through corporate agency (i.e. approx 7% of the total policies).     
 
BASIX receives a commission of 36 percent of the premium collected under the master 
policy agreement.  Since the marginal cost at the field level for the insurance services under 
the master policy agreement is nominal, this has been a profitable proposition for the MFI.  
However, by their own admission this cannot be said for the retail business under the 
corporate agency.  Though no empirical study has been carried out so far to assess the costs 
associated with retail business of insurance, possibly the initial investments, additional paper 
work and compulsory training of field staff (which has a cost) might be the reasons for the 
low or no profitability of the retail segment of the business.  
  
This has been a profitable proposition for AVIVA also.  Against the cumulative premium 
collection of more than Rs7 millions (US$0.16 million), only 225 claims have been settled so 
far amounting to a value of Rs3.2 million (US$73.3 thousands).  Though AVIVA has put one 
full time dedicated staff to manage its relationship with BASIX, the other costs are relatively 
very low.   
 
A significant achievement under the partnership has been the development of MIS software 
for insurance products at BASIX.  This software is very effective in generating the relevant 
reports in appropriate formats.  AVIVA and BASIX also have plans for marketing this 
software on a commercial basis.  However there are some areas of problems also in the 
relationship.  One of the foremost concerns of BASIX has been the time taken in claim 
settlement.  Another area is the number of claims rejections by AVIVA.  Against the 
cumulative claims of 261 (till June 2005) reported and certified by BASIX, only 225 were 
settled.  In order to resolve these issues both the organisations hold meetings at the senior 
staff level.  Though there is no fixed periodicity for such meetings, at least one such meeting 
takes place every six months.  The presence of a dedicated relationship manager for BASIX 
also helps in sorting matters out.   
 
3.2 Village Welfare Society 
 
Village Welfare Society (VWS) was started in 1978 for providing relief to the flood affected 
people of West Bengal. The organisation was registered under the West Bengal Societies Act 

                                                
10 For the first quarter of the year till June 2005 
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in January 1982 with the objective of promoting social and economic development in the 
area.  During initial years, it carried out interventions in areas of non-formal education, safe 
drinking water and vocational training for weavers.  VWS started a savings programme for 
women members in 1989 after the CEO’s exposure visit to Bangladesh earlier that year.  
After obtaining its first commercial loan in 1995, the organisation has increasingly 
concentrated on microfinance activities.  The other activities being pursued at VWS at 
present include old age home, child guidance centres, training support to zari craftsmen and 
awareness generation programme.  These activities are completely separated from the 
microfinance programme and apart from the use of common infrastructure and some of the 
staff, there is nothing common between these programme and microfinance programme.   
 
VWS is presently working in 7 districts (6 in West Bengal around Kolkata and Raipur in 
Chattisgarh) through 19 branches. At the end of financial year 2004-05, it had an outreach of 
39 549 women clients organised into 2,081 groups (15-20 member SHGs and 5 member 
MEGs, micro-enterprise groups) based on the ASA Grameen model.  Earlier it used to lend to 
smaller NGOs involved in the microfinance activities, however this has been stopped now.  
All the groups and centers of VWS are located in the rural areas or the sub-urban areas near 
Kolkata. 
 
With the idea of covering the risk of loss of portfolio due to client death, VWS started an in-
house insurance scheme for its clients in the Year 2000.  It charged 1 percent of the loan 
disbursed as the premium and coverage at any point in time was limited to the loan amount 
outstanding against the client.  The coverage included the life of the client only.  However, 
through experience VWS came to the conclusion that their portfolio is equally prone to risk at 
the death of their client’s spouse.  Apart from being wrong from the regulatory point of view, 
the provision of insurance services on its own resulted in a substantial contingent liability 
adversely affecting the risk perception of the organisation.  This was specifically pointed out 
as one of the major risk factors in various ratings of the organization.   
 
As a result of this situation, and with a view to extend life coverage to client spouses also, 
VWS entered into an agreement with Max New York Insurance Company Limited (MNL), a 
joint venture of the Indian Max Healthcare group and the US based New York Life Insurance 
Company.  MNL was offering a very simple life insurance product with a coverage of Rs5 
000 (US$111) for an annual premium of Rs50 (US$1.10) only.  MNL was paid an amount of 
Rs30 (US$0.66) out of this.  The commission for VWS was low.  However, the linkage 
between the two failed on account of MNL’s reluctance to provide insurance coverage to 
clients beyond a certain number.  Their relationship was also strained due to MNL’s slow 
response in settling claims and the volume of paperwork required to be carried out by clients 
for this purpose.  VWS had very limited say in designing the product.  It received a modest 
sum as commission for coverage and there was very limited interaction with MNL to share 
the client feedback.   
 
In 2003, VWS also had a brief collaboration with the Birla Sun Life Insurance Company 
Limited (BSL), a joint venture of the Indian AV Birla Group and the British Sun Life 
Insurance Company.  However, the product design of BSL led to confusion as the premium 
varied based on the age of the client.  In some cases premium was very high – Rs110 or 
~US$2.50 for coverage of Rs10 000 (~US$225) for clients more than 50 years of age; with 
the minimum premium being Rs40 (~US$0.9) for the same coverage.  Essentially, the clients 
were not adequately educated on the reason for the variable premium.  Convincing the older 
clients to pay higher sum for the same coverage was not easy and there was wide spread 
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resentment against this policy.  On the other hand, BSL was not willing to be flexible in this 
matter and this led to the breaking of ties between the two organisations.      
 
Finally in March 2004, VWS tied up with AVIVA as a master policyholder.  The two agreed 
that AVIVA would provide the life coverage to all credit clients of VWS and their spouses.  
The terms of the policy were decided in mutual consultation between VWS and AVIVA.  
Coverage for the each of the lives is Rs10 000 (~US$225) or the loan outstanding amount 
upto Rs20 000 (~US$450), whichever is higher.  VWS charges 1.5 percent of the loan 
amount as the premium for coverage.  It pays Rs37.90 (US$0.86) to AVIVA as premium for 
coverage and the rest is held by it as commission.  Clearly the commission amount for VWS 
varies on the loan amount.  In order to have a foolproof coverage over for its portfolio, VWS 
has inserted a term in the agreement that upto 10 percent of all the clients of VWS with loan 
amount upto Rs25 000 (~US$563) would also be covered under the master policy coverage.  
At this point in time, only 2.3 percent of the total clients have loans worth more than Rs20 
000 (US$450).  In order to understand the factors that led to the success of linkage between 
the AVIVA and VWS, it would be useful examine the differences in the terms of the linkage 
with AVIVA in comparison with Max New York Life and Birla Sun Life Insurance 
Company, as shown in Table 9 below. 
 
Table 9 
Comparison of Terms of the Linkage 
 

Terms MNL/BSL AVIVA 

Product Design Completely inflexible with 
focus on risk aversion or too 
simplistic 
 

Product designed flexible and 
adaptable, allowing for VWS 
input based on client needs. 

Documentation Too tedious with MNL insisting 
on a four page form (which was 
itself prone to errors) to be 
filled by clients. 
 

Simple – one page self 
declaration of health by the 
client is all that is required.  

Sustainability of services 
 

Little commission to VWS VWS making adequate surplus 
due to services 
 

Responsiveness to client 
feedback and coordination with 
master policyholder 
 

Inflexible attitude of insurer and 
reluctance to receive client 
feedback 

Regular and monthly 
coordination meeting between 
the VWS and AVIVA staff 
 

Source: Discussion with VWS staff 

 

Unlike its linkage with BASIX, AVIVA has not given the responsibility of underwriting to 
VWS.  Therefore, the claim settlement is an important part of their relationship.  The primary 
information on client or spouse death is reported by VWS to AVIVA on a monthly basis.11  
The dependent of the client or spouse must send seven documents to AVIVA through VWS.  
These documents are an identity card, VWS loan application form, VWS membership form, 
death registration certificate, post mortem report, Unit Manager’s application for the 
settlement of the assured amount and the residence certificate.  Once these documents, sent to 
AVIVA, are verified it takes around 45 days for the claimant to receive the money. 

                                                
11  It is worth noting here that the family is provided immediate assistance of Rs2 000 (~US$45) by VWS on the day the 
death is reported.  This amount is later deducted once the insurer settles the claim. 
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The case in Box 3 below illustrates the benefits to VWS clients of its insurance linkage with 
AVIVA. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

So far VWS has provided only life insurance coverage to its clients.  It has plans to provide 
health insurance services also.  The detail of life insurance coverage provided to its clients is 
detailed in the Table 10 below. 
 
Table 10 
Life Insurance Coverage by VWS 
 

Details 2003-0412 2004-0513 2005-0614 
Number of lives insured 13 836 32 977 80 811 
Number of deaths    
Client   NA15 17 9 
Spouse NA 62 38 
Claimable cases NA 56 26 
No. of claims settled16 NA 29 26 
No. of cases pending NA 5 15 
Premium received Rs199 624 Rs534 000 Rs323 000 
Amount of claims  NA Rs290 000 Rs260 000 

 Source: VWS’s MIS Reports  
 

As is evident from Table 10, the relationship of VWS with MNL and BSL was soured 
primarily on account of the insurance companies’ reluctance to settle claims largely due to 
technical reasons.  However, the VWS relationship with AVIVA has been good so far.  VWS 
management, however, argues that it would have been better off with the provision of 
insurance services on its own considering the complications and time consumed in paper 
work and formalities.  A regular coordination meeting with the staff of AVIVA, however, 
does provide a good mechanism for resolving these issues.  

                                                
12 In linkage with MNL and BSL 
13 In linkage with MNL, BSL and AVIVA.  With MNL and BSL till Dec 2004, as some of the older policies  
    were valid. 
14 Till June 2005 and in linkage with AVIVA alone. 
15 Not Available 
16 A number of claims made by VWS to BSL and MNL were rejected due to technical reasons.  

Box 3 
Case of Masooda Begum 

 
Massoda Begum has been a client of VWS for the last three years.  She has been borrowing 
small amounts for her working capital requirements for the Jari (gold braid embroidery) job 
work being undertaken by her husband.  In November 2004, she borrowed an amount of Rs3 
000 (US$68) from VWS for meeting these working capital needs. However, her husband, Md 
Abid Hussain died of a heart attack in February 2005.  It was a huge setback to Masooda 
Begum and her kids.  She has seven children, the oldest being 18 years old and the youngest 6 
years.  The responsibility of the children and looking after the work of her husband was a big 
burden.  However, thanks to the coverage from VWS’s linkage, she received a sum of Rs10 
000 (~US$225) in May 2005.  With the money she received from AVIVA, she repaired her 
house which was in dilapidated condition; she also procured some more raw material for jari 
work that is being taken care by her eldest son.  The insurance coverage has been a big 
support to Masooda Begum and her family.  
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3.3 Self Employed Women’s Association (SEWA) 
 
The Self Employed Women’s Association (SEWA) was registered as a trade union in 1972.  
SEWA's main goal is to organize women workers for full employment and self-reliance.  It 
organizes women of informal sector and works towards attaining its main goal.  In order to 
help its members need for financial services – credit and savings, SEWA Bank, a cooperative 
bank was started in the year 1974.  However an in house study in 1978 revealed that the need 
for financial services goes much beyond the realm of savings and credit.  It was also observed 
that nearly 50 percent of the borrowers were having problems in meeting their repayment 
obligations due to health reasons.  Since most of these members were living in poverty in the 
urban slums of Ahmedabad city, their access to health services was severely constrained due 
to lack of money to pay for it.   
 
Understanding the need for a health security net, SEWA requested all its members to donate 
one-day’s wage to a social security fund in the late 1970s.  This fund became the initial 
corpus of the Mahila SEWA Trust.  From this fund three schemes were created – Maternal 
Protection Scheme, Widowhood Protection Scheme and Death Benefit Scheme – all in 
response to member’s needs and demands.  However the fund was not going to be adequate 
to meet the needs of members considering the fund size and lack of expertise in handling this 
kind of business.  Also the repayment rate of loans in the SEWA Bank was increasingly a 
matter of concern, as many of the borrowers were unable to meet the obligations primarily 
due to the lack of a social security net.  However, outsourcing social security risk was a 
problem at that point in time.  LIC was the only life insurance service provider and was 
hardly a choice for SEWA considering the bureaucratic and lengthy processes employed by 
LIC for nearly everything it was doing.  With great reluctance a scheme was worked out and 
LIC agreed to provide life coverage worth Rs1 000 (US$50) to members of SEWA for an 
annual premium of Rs6 (US$ 0.30).  Initially the insurance function in SEWA was 
undertaken by the SEWA Bank, as it was considered one of the most important financial 
services.  During the same time, SEWA Bank also launched a deposit linked insurance 
scheme wherein if a client made an FD (Fixed Deposit) of Rs100 (US$5), the interest accrued 
would be automatically credited and the amount would be transferred towards the premium 
payment.  
 
The coverage, especially with the exclusions of health and spouse’s life was definitely not 
adequate considering the various insurance needs of SEWA’s members.  However, in the 
absence of any other option, this arrangement continued till 1992.  In 1992, through the 
initiative of one of the local officers of United India Insurance Company (UIC), a combined 
insurance package consisting of life and health insurance of the members was developed.  
During the same year the insurance business was completely taken away from the SEWA 
Bank and a separate wing of SEWA, Vimo SEWA, was started for this purpose.  Since then, 
the insurance product has evolved a lot faster with many features being added to it at regular 
intervals.  The history of this product development is tracked in Table 11 below. 
 
Table 11 
Insurance Time-line at SEWA 
 
 Year Partner Insurance Company  Premium Coverage 
1978 LIC Rs6 (US$ 0.3) Life Rs1 000 (US$50) 
     
1992 LIC and UIC Rs15 (US$ 0.5) for Life Natural Rs3 000 
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 Year Partner Insurance Company  Premium Coverage 
Death (US$100) 

  Rs15 (US$0.5)  
for Non-life 

Accidental 
death 

Rs6 000 
(US$200) 

   Health Rs1,000 (US$33) 
   House & 

Household 
Assets 

Rs5 000 
(US$166) 

     
1994 LIC & UIC Same as above with an 

additional premium of 
Rs15 (US$0.5)  
 

Same as 
above along 
with 
Spouse’s 
Life 

Rs3 000  
(US$1 000) 

1995 -Do- Same as above but 
health insurance 
delinked from the 
package and SEWA 
started offering the 
health insurance on its 
own 
 

Same as 
above 

Same as above 

1996 -Do- Total Premium 
increased from Rs30 
(US$1) to Rs36.5 
(US$1.2) with the health 
insurance continued to 
be provided by the 
SEWA itself  
 

Same as 
above 

Same as above 

1999 LIC & New India Assurance 
(NIA) for general insurance 
other than health 

Total premium same as 
above 

Same as 
above; but 
health 
insurance 
coverage for 
the spouse 
included  
 

Same as above 

2001 -Do- Health insurance again 
outsourced to NIA. 
Total premium amount 
also changed to Rs72.5 
(US$2) 
Life – Rs22.5 (US$ 
0.55) 
Non-Life & Assets – 
Rs25 (US$0.64) 
Administrative 
Expenses – Rs25 
(US$0.55) 

Natural 
Death (both 
member & 
Spouse, 
separately) 
 
Accidental 
Death (Only 
member) 
 
Accidental 
Death 
(Spouse) 
 
Health (both 
member & 
spouse, 

Rs5 000 
(US$125) 
 
 
 
 
Rs40,000 (US$1 
000) 
 
 
 
Rs15 000 
(US$375) 
 
 
 
Rs2 000 (US$50) 
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 Year Partner Insurance Company  Premium Coverage 
separately) 
 
House & 
Household 
Assets 
 

 
 
 
 
Rs15 000 
(US$375) 
 

2003 LIC, NIA AVIVA (partly, 
only for life) & Om Kotak 
Mahindra Life Insurance 
Services (partly, only for life) 
 

Three different schemes 
of insurance offered, 
details provided in 
Table 13 

Details in 
Table 13 

Details in Table 
13 

2004 AVIVA (for life) and ICICI 
Lombard (for general 
insurance) 
 

Different range of 
services offered 

Coverage 
based on 
premium 

Coverage based 
on premium 

Source: Discussion with Vimo SEWA Officials 

 

As clear from the above table, SEWA strives to provide complete insurance coverage to its 
clients  - including member’s health, children’s health, spouse’s life and health as well as 
household assets.  The separation of the insurance function from SEWA Bank and a separate 
cell for the provision of such services also catalysed the development of the insurance 
product. In 1992 when the Government of India created a special core fund of Rs10 Million 
(US$2.5 million) for the LIC, SEWA used the opportunity to provide both normal death and 
accidental death coverage to its members.  Thus, many of these changes in SEWA’s 
engagement with insurance services could also be attributed to policy changes at the national 
level. 
 
In 2000 and 2001, due to natural disasters in Gujarat, SEWA witnessed a large number of 
claims being made under the health insurance scheme.  This has put severe strain on the pool 
of money created by the member’s contribution.  Following this, it wisely decided to 
outsource the health insurance to New India Assurance Company. 
  
In order to provide timely and quality service to its clients it has also negotiated the terms of 
service with a number of life and non-life insurance service providers.  While for life 
insurance coverage it has tried the services of LIC, AVIVA and Om Kotak Mahindra Life 
Insurance Company Limited (OLIC), it has worked with UIC and ICICI Lombard for non-life 
coverage.  Its association with LIC worked for a very long period of time, nearly 22 years, 
though more due to lack of choice than the quality of service of LIC.  It also pilot tested 
insurance services with OLIC for a brief period of time.  It was in December 2004 that it 
finally settled with AVIVA for the coverage of life insurance services.  A comparison of the 
profile of AVIVA and LIC is presented in Table 12.  The table indicates the difference: while 
the LIC is a large public sector giant, bureaucratic, inflexible and lacking responsiveness to 
client needs, AVIVA was flexible and keen to accommodate client needs in the product and 
process design.  This was a good sign that the opening of the insurance sector had brought 
changes in the market on account of the wider range of service providers to choose from. 
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Table 12 
SEWA’s relationship with LIC and AVIVA 
 

Parameters 
 

LIC AVIVA 

Profile 
 

Large public sector company accustomed 
to a monopoly in the market 
 

A joint venture of a leading  
international insurance company and 
local healthcare company – both used 
to competition and 
accommodativeness in their markets 
 

Product Design 
 

Inflexible and unwilling to experiment Product designed in coordination 
with SEWA 
 

Commitment to Rural 
Market 

A monolithic organisation with the 
questionable commitment at the field 
level functionaries 
  

More long term with willingness to 
experiment with product and offering 
multiple life insurance products 
 

Sustainability of services Low priced product with the 
sustainability not being the prime 
concern 
  

Product pricing done in mutual 
agreement with SEWA.   
 

Source: Discussion with the Vimo SEWA staff 

 

 
Around the same time, the other insurance companies like Max New York Life Insurance 
Company, TATA-AIG, ICICI Prudential were also approaching SEWA for a partnership.  
However, they were keener on an arrangement on the lines of Bancassurance wherein the 
SEWA Bank would have sold their insurance products to its members.  SEWA was not keen 
on this kind of arrangement as SEWA Bank is an Urban Cooperative Bank and it has limited 
outreach (only in Ahmedabad City).  Moreover, AVIVA was the only one which agreed to all 
the requirements of SEWA (like providing for a dedicated person for coordination). 
 
It is very important to note that with the current market share of more than 87 percent in 
terms of policies covered; regulatory compliances in terms of coverage in rural and social 
sectors have hardly been an issue for the LIC.  On the contrary, SEWA with more than 500 
000 members from the rural and social sector was a “prize catch” for AVIVA.  Therefore, 
AVIVA also agreed to provide a full time employee dedicated to liaison and co-ordination 
with SEWA, a condition that LIC would never have agreed to.   
 
 
 
 
 
 
 
 
 
 
 
 
 



 23 

Table 13 
Vimo SEWA’s Insurance Schemes 
 

Risk Covered 
 

Scheme I Scheme II Scheme III 

Members’ Insurance Annual pre17 Rs100 
(US$2.2); or 

Annual pre Rs225 
(US$5); or 

Annual Pre Rs450 
(US$10); or 

 FD of Rs1 000 
(US$22.2) 

FD of Rs2 500 (US$ 
55) 

FD of Rs5 000 
(US$110) 

Natural Death Rs3 000 (US$66.7) Rs20 000 (US$444) Rs20 000 (US$444) 
Accidental Death Rs40 000 (US$889) Rs65 000 (US$1,444)  Rs65 000 (US$1,444) 
Accidental death of spouse Rs15 000 (US$333) Rs15 000 (US$333) Rs15 000 (US$333) 
Hospitalisation Upto Rs2 000 

(US$44.4) 
Upto Rs5 500 
(US$122) 

Upto Rs10 000 (US$ 
222) 

House & Asset Insurance 
 

Upto Rs5 000 
(US$111) 

Upto Rs10 000 (US$ 
222) 

Upto Rs20 000 (US$ 
444) 

Admin Charges for SEWA Rs25 (US$0.6) Rs50 (US$1.1) Rs100 (US$2.2) 
 

Husband’s Insurance Annual pre Rs55 
(US$1.2); or  

Annual pre Rs150 
(US$3.3); or  

Annual pre Rs325 
(US$7.2); or  

 FD of Rs650 (US$ 
14.4) 

FD of Rs1800 
(US$40) 

FD of Rs4 000 
(US$88.9) 

Natural Death Rs3 000 (US$66.7) Rs20 000 (US$444) Rs20 000 (US$444) 
Accidental Death Rs25 000 (US$556) Rs50 000 (US$1,111) Rs50 000 (US$1,111) 
Hospitalisation 
 

Rs2 000 (US$44.4) Rs5 500 (US$122) Rs10 000 (US$222) 

Admin charges for SEWA Same as above Same as above Same as above 
 

Joint Insurance Annual Pre Rs140 
(US$3.1); or 
FD Rs650 (US$14.4) 

Annual Pre Rs350 
(US$7.8); or FD 
Rs4,200 (US$93) 

Annual Pre Rs725 
(US$3.1); or 
FD Rs8,800 (US$14.4) 

Source: Discussion with Vimo-SEWA Staff 

 

Vimo SEWA has also introduced children’s health insurance in 2003.  All the children of 
members in the age group 3 months to 18 years are covered under the scheme.  However this 
scheme is available for only those who have bought the coverage for their husbands.  
 
A critical examination of current product design of Vimo SEWA as presented in Table 13, 
suggests that the services of Vimo SEWA though very important to its members are highly 
subsidized.  In order to cover its costs it depends heavily upon donor contributions and 
earnings from its corpus, as the administrative charges collected by it are too little to meet its 
costs.  It has also not been able to provide any incentives to its field staff also for the same 
reason.   
 
As the Table 14 below suggests, despite the numbers that SEWA has enrolled, the premium 
charged by it would hardly be adequate to cover the costs of the insurance company.  The 
costs would be further high for the Vimo SEWA.   
 

                                                
17 Annual premium means the amount that the member needs to pay to buy the insurance coverage for the year. If the client 
has an FD (Fixed Deposit) with the SEWA bank, then she does not need to pay any annual premium amount.  The interest 
out of the FD automatically gets deducted and transferred to the premium account.  
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Table 14 
The Insurance Record of Vimo SEWA for the last five years 
 

Year No of 
Policies 
covered 

Premium 
Collected 

No of 
claims 
settled 

Amount 
settled  

Admin cost 
collected from 
clients (as 
part of 
premium) 

2001 Life 92 928 2 316 392 431 2  039 000 579 098 
 Non-Life 71 678 685 326 1135 3 487 905 171 332 
 Health 92 928 1 142 260 1225 1 234 842 285 565 

2002 Life 92 928 1 218 482 169 837 000 304 621 
 Non-Life 71 678 324 421 6 11 781 81 105 
 Health 92 928 679 429 696 774  653 169 857 
2003 Life 109 758 2 887 220 418 2  005 000 721 805 
 Non-Life 85 42 979 300 2299 1 107 126 244 825 
 Health 112 12 2 066 455 2726 4 362 165 516 614 

2004 Life 104 525 2 385 000 401 2 309 000 596 250 
 Non-Life 71 937 1 219 000 627 857 354 304 750 
 Health 106 479 1 806 000 3728 6 189 742 451 500 

2005 Life 115 142 3 156 000 214 1 121 000 789 000 
 Non-Life 80 389 892 640 31 93 390 223 160 
 Health 133 683 4 530 000 2185 3 652 830 1 132 500 

Source: Records of Vimo SEWA 

 

As far as the life insurance is concerned, the insurance companies have hardly been able to 
meet even the claims being settled for the clients through the premium collected from the 
clients.  The situation is much worse in the non-life and health insurance where the insurance 
companies have incurred losses over the last five year period. 
 
In addition, it is apparent from the case study in Box 4 that the effectiveness of the insurance 
services also needs to be examined. Though in the absence of the services offered by Vimo 
SEWA, things would have been far more difficult for the family of the deceased, the question 
about the efficacy of the insurance service remains.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Box 4 
Case of Janakiben Parmar 

 
Pushpaben Parmar is a resident of Asarwa slums in the Kuberpura Bhilwas locality of Ahmedabad city.  
She lives with her husband and two younger sisters in a small shanty.  While she stays at home and takes 
care of affairs at home, her husband and two sisters go out to work.  While her husband works as a 
skilled labourer in a supermarket, her sisters work in an ice candy factory as unskilled labour.  The 
combined monthly income of the family is Rs3 000 (US$67).  Out of this, she also needs to provide for 
the living expenses of her in-laws who stay at their own home in another slum of the city. 
 
Pushpaben’s mother Janakiben was a rag picker.  She had been a member of SEWA since 1997.  After 
the death of her husband in 1990, she was the only bread winner of the family.  She had a fixed deposit 
account with the SEWA Bank and through this account she had the benefit of insurance.  She passed 
away in June 2005 after a sudden illness.  Her dependents received Rs5 000 (US$111) after 35 days of 
her death.  Though she spent only 3 hours in the Government run hospital, nearly Rs3 000 (US$67) was 
spent in her treatment.  Her claim for the medical reimbursement was denied as she had spent less than 
24 hours in the hospital.  Janakiben’s daughter also borrowed Rs6 000 (US$133) for her last rites.  The 
savings of her life time Rs4 000(US$89) was also spent in the last rites and paying her hospital expenses.  
Despite getting the claim amount of Rs5 000 (US$111), Pushpaben and her sisters would need to work 
harder to repay their outstanding borrowings of Rs2 000 (US$44.40). 
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4 Impact of Linkage 
 
As the illustrations in Boxes 2, 3 and 4 show, the linkages discussed in Section 3 are making 

a difference to lives of the clients.  The impact of these linkages, however, goes much beyond 

these instances.  There is an impact both on the insurers as well as on the linkage partners.  

In this section, the impact of these linkages is discussed. 

 
4.1 Impact on Clients 
 
The whole idea behind putting in the regulatory compliance requirement for the rural and 
social sector was to bring rural and socially backward clients under the coverage of 
insurance.  If the caselets presented in the Boxes 2, 3 and 4 are any indication, then it has 
been able to serve its purpose at least partially. Some of the visible impacts on the lives of 
clients are 
 
� Access to a new financial service: In all the three case studies (as presented in the Boxes 

1, 2 and 3), insurance was a completely new service to the clients.  These families would 
not have had access to such services considering the transaction costs (cost of travel, 
opportunity cost of time and lack of knowledge) involved. The intervention and linkages 
of the respective MFIs (BASIX, VWS and SEWA) with the formal insurance companies 
(AVIVA in this case) has made these services available to them.  With the corporate 
agency of BASIX, even the non-members living in rural areas have access to insurance 
products.  Though the current number of policy holders from retail sales of insurance is 
relatively low (1,936 as on 30 June 2005), this will increase with time.   
  

� Learning about insurance: As Box 2 shows, there is an increasing awareness among 
clients about insurance services.  This is a significant impact of the linkage.  As a result of 
this, clients are asking for more and better services from the linking agencies.   
 

� Better coverage of risk:  With insurance coverage, clients are better positioned to face 
the vagaries of nature.  This shows more in the case of livestock and weather insurance.  
Also the insurance coverage for other family members (as indicated in the cases of VWS 
and SEWA) have provided better cushion for the family members.  Considering the 
vulnerability of the family in the event of untimely demise of leading male member of the 
family, the product has been very well designed. 
 

4.2 Impact on the linkage partner (MFI) 
 
The visible impacts of linkage on the partner organisations are 
 
� Sound Instrument for Risk Management:  With the lives of poor clients insured, the 

micro- and collateral free loans of microfinance institutions do not face any risk on 
account of uncertainty of the life of the client.  Also, by extending insurance coverage to 
the client’s spouse VWS innovatively provides an extra layer of protection to their loan 
portfolio. 
 

� Improvement in Systems:  As the micro insurance business of the organisation grows 
the need for better systems for monitoring, scrutiny, information collection and reporting 
also comes up.  This can be achieved through a good incentive mechanism by the 
insurance companies.  This has been amply indicated through in the case of BASIX.  
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BASIX’s software for MIS was improved and in fact a separate module for the insurance 
was developed to incorporate the relevant reporting.  A regular and continuous monthly 
reporting to the insurer means that MIS of the organisation, despite being manual, must 
be well maintained and kept up-to-date (VWS).   
 

� Investment in human resources:  All three institutions regularly invest a significant 
amount f time and money in the mandatory training of its human resources for insurance.  
IRDA regulations require a basic training (of 100 hours duration designed by IRDA and 
delivered by training institutes designated by IRDA) of staff involved in the marketing of 
insurance business.  Professional training on insurance can bring about a change in the 
outlook and approach of the MFI staff, who normally do not receive any significant 
external training.     
 

� Improvement in bottom line:  Inadequate revenue sharing or poor incentive to the 
partner organisation has been one of the major reasons for the failure of linkages 
(demonstrated in the case of MNL and BSL linkage with VWS).  The judicious design of 
revenue sharing means that partner organisations, apart from sharing their operational 
expenses also add to their surpluses (or reduced deficit). This has worked as a major 
incentive for two of the partners.  Though, this does not hold in the case of SEWA 
considering its client focus and assured subsidies received from different sources, for an 
organisation like BASIX, the earnings from the insurance business has been substantial.  
Considering the nominal marginal cost involved, the earnings add significantly to the 
bottom line of the organisation.  

 
4.3 Impact on AVIVA 
 
The initial response of insurers to the mandatory rural and social insurance coverage was of 
scepticism and withdrawal.  Even most professionally run insurance companies were keen on 
meeting the rural and social obligations somehow or the other.  While AVIVA has learnt 
immensely from this experience, others are also learning the tricks of the trade very fast. 
AVIVA despite not having any infrastructure in the rural areas, could have a sound foothold 
thanks all to its linkages with various players.  The enhanced brand value with almost zero 
cost of its own, make these linkages all the more valuable.  The increased inclination to 
experiment with products (especially the micro insurance) in rural areas is another indication 
of the impact these have on the insurers.  The discussion with Mr Md Riaz, Senior Manager 
of AVIVA suggests that the linkage with BASIX and SEWA has been profitable from the 
first day while it has been taking some time to breakeven in the case of VWS.  This 
emphasises the need for more experimentation on the research to find appropriate and 
economically viable products in insurance.   
 
4.4 Impact on the Regulatory Environment 
 
IRDA has been quite happy with the way things have developed so far.  Buoyed by the 
response it has received so far it has enhanced the coverage ceiling for policies from rural 
areas to 18 percent of total policies in the sixth year of operation (IRDA circular to this effect 
came into force in May 2005).   As the experience of AVIVA suggests, the whole business 
can be profitable to all the parties if the product is designed in an appropriate manner.  With 
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the apparent success of these linkages, all insurance companies are more optimistic about the 
rural market18.   
 
5 Conclusion 
 
While the importance of insurance in the lives of people remains beyond doubt, its access in 
the rural areas has always been a challenge.  India, has taken significant steps in the 
liberalisation of its insurance sector in recent years particularly, through the regulatory 
environment, to make these services available to rural people.  Some of the insurance 
companies like AVIVA have seen the potential that this market holds for them.  Accordingly 
they have taken the right steps to develop this market through establishing appropriate 
linkages.  It is very important that the understanding of the MFIs – their partners in affairs 
related to the rural community – is leveraged well by the insurance companies.   
 
While the linkage discussed in the study have been apparently successful in meeting the dual 
role of enhancing the outreach of rural clients to the these services along with being a 
profitable proposition for the insuring companies as well as the linking organisations (with 
the exception of SEWA); there have a number of instances of failure of linkages as well.  The 
common problem shared by all the insurance companies is the lack of progressive and trust 
worthy partners in the rural areas.  On the other hand the common problem shared by all the 
linkage partners has been the delay in processing the claims and also the lengthy and 
technically heavy documentation required.  The problems of delay in the claim settlement 
were heard from the organisations that even have the right to certify the claims.   
 
On another level, there is a need to invest more in research and development related to new, 
more appropriate products for rural clients.  It is apparent from this study that a good revenue 
sharing formula can provide a very strong incentive to partners.  Insurance companies need to 
view this reality in a pragmatic framework.  It is also apparent that there is a need to keep the 
products and process of insurance as simple as possible.  A common but not agreed fact about 
the insurance companies has been to justify the investments being made in the rural sector.  
With the immediate return on investment in the rural market being less than the one earned 
from the urban market, the concerned managers with in the organisation are often hard-
pressed to justify the investment in the rural sector.    
 
The partners of AVIVA have so far shown the way for other insurance companies and 
partners to follow.  However, there is still a huge proportion of the population of India 
without any insurance coverage in their area.  It would be beneficial if more insurance 
companies considered their business processes to streamline operations so that more rural 
clients could be brought under the coverage of insurance effectively and at reasonable cost.  
This could be another fortune at the “bottom of the pyramid” for the insurers while the lives 
of the poor would be significantly better as a result. 
 

                                                
18 The Hindu, 2005.  Community approach for viable rural insurance, 4 July.   
     URL link: http://www.hindu.com/2005/07/04/06hdline.htm 


