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I. Introduction 
Bancassurance, i.e., banc+assurance, refers to banks selling the insurance products. Bancassurance term first 

appeared in France in 1980, to define the sale of insurance products through banks' distribution channels. This 

term is extremely familiar among the European countries as banks selling insurance products in most of these 

countries are a common feature. Banks are being used as an effective alternate channel to distribute insurance 

products either as 'stand-alone insurance products' or 'add-ons to the bank products' by way of combining the 

insurance with typical banking products/services. According to IRDA, 'bancassurance' refers to banks acting as 

corporate agents for insurers to distribute insurance products.  

Why Banks Are Highly Motivated To Enter Insurance Business?  

We summarize the arguments we have elaborated upon in this paper.  

(1) Overstaffing problem can mitigated without resorting to drastic and politically unacceptable solutions like 

large scale firing.  

(2) Banks seek to retain customer loyalty by offering them an expanded and more sophisticated range of 

products (than simple bank deposits of few varieties).  

(3) Insurance distribution will increase the fee-based earnings of banks.  

(4) Fee-based selling helps to enhance the levels of staff productivity in banks. This is a key driver for raising 

motivation among bank workers. Evidence from India shows that the profit margin for the insurance companies 

from products sold through banks is much lower than agent-distributed products. Most benefits go to the banks.  

(5) Financial benefits to a bank performance can flow in a number of ways, as briefly outlined below:  

• Increased income generated, in the form of commissions and/or profits from the business (depending 

upon the relationship)  

• Reduction of the effect of the bank fixed costs, as they are now also spread over the life insurance 

relationship  

• Opportunity to increase the productivity of staff, as they now have the chance to    offer a wider range 

of services to clients  

Abstract: The financial liberalization and financial innovations and global recession have drawn the 

worlds of banking and insurance closer together, de-segmenting the financial industry and spurring 

competition. Present day banks have become far more diversified than ever before. Therefore, their 

entering into insurance business is only a natural corollary and is fully justified too. So, ‘insurance’ is 

another financial product required by the bank customers. 

One of the more recent examples of Financial Diversity is "bancassurance', the term given to distribution 

of insurance products through branches or other channels of Banks. The concept that originated in 

France, now constituent the dominant model in European and other countries and the same is fast 

catching up in India. Banking institutions and insurance companies have found bancassurance to be an 

attractive - and often profitable - complement to their existing activities. Banks can prove to be vital 

distribution channel due to their existing wide network of branches all over.  

The Insurance Regulatory Development Authority (IRDA) had set up a committee to examine the scope, 

content and objective of a new set of regulations for the bancassurance model. The committee will also look 

into the desirability of differential treatment of insurance intermediation by banks and examine whether any 

changes need to be made to the role played by banks in the discharge of bancassurance function. The 

committee has been set up in response to requests from insurers to relax the requirement that a bank can 

enter into a bancassurance arrangement with only one life or one general insurer or one life and one general 

insurer.  

According to recent study, bancassurance is on the rise, particularly in emerging markets. The outlook for 

bancassurance remains positive.  In the paper we’d examine the factors behind bancassurance by examining 

the developments and recent examples and by performing quantitative tests.  
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Banks have some in-built advantages in some of these areas.  

(1) Banks can put their energies into the small-commission customers that insurance agents would tend to 

avoid.  

(2) Banks' entry in distribution helps to enlarge the insurance customer base rapidly. This helps to popularize 

insurance as an important financial protection product.  

(3) Bancassurance helps to lower the distribution costs of insurers. A study shows that the cost of selling 

insurance through direct sales force is approximately twice as high as the cost of selling through bancassurance. 

However, the cost of selling the products through independent financial advisers is approximately the same as 

bancassurance Acquisition cost of insurance customer through banks is low. Selling insurance to existing mass 

market banking customers is far less expensive than selling to a group of unknown customers.  

(4) Analysis of available information on the customer financial and social situation can be of great help in 

discovering customer needs and promoting or manufacturing new products or services. Banks believe that the 

quality of their client information gives them an advantage in distributing products profitably, compared with 

other distributors (e.g. insurance companies).  

(5) The realization that joint bank and insurance products can be better for the Customer as they provide more 

complete solutions than traditional stand alone banking or insurance products.  

(6) Banks are experiencing the increased mobility of their customers, who to a great extent tend to have 

accounts with more than one bank. Therefore there is a strong need for customer loyalty to an organization to be 

enhanced. Client relationship management has become a key strategy. To build and maintain client 

relationships, banks and insurers are forming partnerships to provide their clients with a wide range of bank and 

insurance products from one source.  

Why Insurance Companies Are Highly Motivated To Join Hands With Banks?  
Insurance companies have identified a number of benefits from involvement in bancassurance:  

1) Source of new business - previously unreached clients: the bank client base may well be (virgin territory) 

for the insurance company and so a new source of business. Possible reasons:  

a. Geographic: the bank clients are in a territory where the insurer has only a limited presence (if any), 

e.g. because the insurer agency structure there is limited.  

b. Demographic: the bank clients may form a very different group (e.g. by age, sex, purchasing habits) 

to the one, which the insurer has previously courted. For example, an insurer who previously 

concentrated on high net worth individuals (HNWIs) can now gain access to a wider range of 

customers who will not all be HNWIS.  

2) Source of new business - wider range of products (including banking products): the insurance company 

hopes to attract further business, from both existing and new policyholders, because of the fact that it can offer a 

wider range of services than before, i.e. it can give its customers access to banking as well as to insurance 

services.  

3) Source of new business - products not otherwise feasible: the economics of the bancassurance operation 

may allow the insurer to offer products, which are not feasible through the insurer existing channels. For 

example, sales costs incurred under existing channels may force premium rates for a product to be 

uncompetitive, so the product is not sold. The costs via the bancassurance channel may be low enough to make 

it feasible.  

4) Administration-economies of scale: the insurance company can offer to carry out the administration 

activities of the bancassurer business, if for example the bancassurer is a separate company. Combining the 

bancassurer business with the other business of the insurer can produce economies of scale in administration 

costs (including capital expenditure). This in turn allows the insurer to improve profitability and to price future 

products with narrower margins, which helps to make the insurer products more competitive.  

 

II. Bancassurance in India 

As far as banking sector's infrastructure is concerned, only a few countries could match with India for having 

largest banking network in terms of bank branches spreading almost throughout the length and breadth of the 

country. This is a direct outcome of the then prevailing deliberate policy thrust towards branch expansion. At 

end-March 2010, we have as many as 284 scheduled banks, of which 88 are commercial banks and 196 are 

Regional Rural Banks (RRBs). There are as many as 70,324 bank offices, of which, nearly 70% of the branches 

are located in rural and semi urban areas and the remaining around 30% are in urban and metropolitan areas. 

The population served by a bank office worked out to be around 16000 people at end-March 2010. Besides the 

commercial banking system, India has large rural credit cooperatives as also urban cooperative banking 

network. Taken together these institutional set up, the ratio of population served by a bank branch would work 

out to be far lower. Thus, on the one hand we have a very low insurance penetration and low insurance density 

as compared with the international standards; on the other hand, India has a widely stretched and well 

established banking network infrastructure. It is this contrasting situation to assimilate the two systems by way 

of 'bancassurance strategy' to reap the benefits of synergy. This is an opportune time for both banking and the 
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insurance sectors to come closer and forge an alliance for the mutual benefit. For, both the regulators, i.e., RBI 

and IRDA have already proffered appropriate policy guidelines and set in a congenial environment for such an 

endeavor. Besides, the Government of India's unequivocal policy to provide insurance cover to the low income 

households and the people at large at a minimum cost are also favorable. Moreover, going by the present trend 

of mergers and acquisition and consequent consolidation, the emergence of financial supermarkets and financial 

conglomerates could not be ruled out in India, therefore bancassurance could as well be one more financial 

activity of the banks. Bancassurance would therefore be uniquely suited to exploit the economies of scope for 

the banks in India. For instance, a survey conducted by FICCI revealed that 93 per cent of the respondents have 

preferred banks selling insurance products. Therefore bancassurance can be a feasible activity and viable source 

of additional revenue for the banks.   

Studies have also portrayed those adding life insurance activities to banking operations allowed banks to 

increase their assets under management substantially and to diversify their earnings. 

  

III. Entry of Banks in Insurance Business 

On December 28, 2000, the State Bank of India (SBI) announced a joint venture partnership with Cardif SA 

(the insurance arm of BNP Paribas Bank). Cardif is the third largest insurance company in France. More than 

60% of life insurance policies in France are sold through the banks. This was the first for an Indian bank to 

enter the insurance market. Other example that shows the type of 'natural partnership', HDFC Life Insurance is 

tied with HDFC Bank, ICICI Prudential with ICICI Bank and so on.  

Take the example of Aviva. Aviva has evolved a three-layered strategy. The first layer is a tie-up with ABN 

Amro and American Express. It caters to high net worth urban customers. The second layer is a tie up with 

Canara Bank. Through this nationalized bank with 2,400 branches, it reaches customers across the length and 

breadth of the country. The third layer, at a regional level, a tie-up with Lakshmi Vilas bank focuses on the 

region specific customers. This tie-up helps them reach customers in rural and semi- urban centers in Tamil 

Nadu and Andhra Pradesh. Allianz Bajaj does not have the same banking partners for the life sector as in the 

non-life sector. These two lists do not match. The same is true for several other companies. Fourth, some banks 

appear to have tied up with several insurance companies. For example, Citibank appears in the list of a number 

of life as well as in the non-life insurance company lists. This fact will become important as the warning of the 

RBI that banks "should not adopt any restrictive practice of forcing its customers to go in only for a particular 

insurance company" become an issue in the future. Fifth, the most recent addition to the list is the Oriental 

Insurance Company. In January 2004, it declared that it would distribute insurance policies through the post 

offices after it announced a joint venture with the Department of Posts. Given that the post offices have 

unprecedented reach around the country with 155,600 branches, it could distribute policies to the customers 

even in very remote areas. The Department of Posts is the only institution with a reach bigger than the banks in 

India. There are several other banks in the pipeline for the approval of the IRDA. They include the Punjab 

National Bank, the Principal Group and Vijaya Bank. Two of them are well-established banks in India. The 

Principal Group, an international financial institution, is mainly in pension business around the globe. In India, 

it is likely to enter in a partnership with a bank with national distribution network in order to ramp up pension 

products once pension becomes deregulated in India. The latest group to receive an outright charter for 

operating insurance operation is Sahara Group (on March 5, 2004). Sahara's entry is notable for two important 

reasons. First, Sahara is the only company to enter the Indian market without any foreign partner. It thus 

becomes the only purely domestic company to be granted a license to operate in the insurance sector. Second, it 

operates the largest Non- Bank Financial Company in India. It has over 50 million depositors. To put it 

differently, one in every 20 Indians has an account with Sahara. It serves the country through 1,700 

establishments. Since the company is diversified, it can use multiple channels for distribution of its product - not 

the least through its NBFC capacity.  

Latest example of bancassurance is PNB MetLife, MetLife India Insurance Company Ltd (MetLife India), has 

enter into a 10-year distribution arrangement with Punjab National Bank (PNB) and that PNB will acquire a 30 

percent interest in MetLife India. PNB, the second largest bank in India, will distribute MetLife India’s products 

on an exclusive basis through its branch network. For MetLife, the deal broadens the company’s distribution 

capability in a strategic focus market, giving the company access to 60 million customers through more than 

5,000 PNB branches. This will provide MetLife with the opportunity to increase its market position and to be in 

the top tier of insurance companies in India.  For PNB, the partnership with MetLife will provide expertise and 

bancassurance capabilities that will be an asset to PNB as it pursues its growth strategy in India and seeks to 

expand its leadership in the Indian financial services market.  

 

IV. Hypothesis and Analysis 

Hypothesis 1: For banks, if the business per employee is low, it is likely to be attracted to improve productivity 

by adding bancassurance in their portfolios. We take the variable "business per employee" as the measure for 

business activities of a bank.  
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Hypothesis 2: For insurance companies, non-performing assets of a bank will act as a brake on the 

bank/insurance company tie-up for insurance distribution.  

Hypothesis 3: If a bank profitable (by the standard of banking industry), it could be less likely to get away from 

core business. On the other hand, a more profitable bank might be willing to gamble some of its profits to a new 

line of business.  

Hypothesis 4: For insurance companies, the larger the network of bank branches (for banks with national 

presence), the more the likelihood of a bank/insurance company tie up for insurance distribution. Now we need 

some instruments to measure various factors discussed in the hypothesis listed above.  

1.  Set Hypothesis 2. We take the independent variable "net non-performing assets/net advances" as our variable 

to measure non-performing assets of the bank. 3. We take the "return on assets" ("ROA") as our independent 

variable. 4. We take the volume of business as the size variable. All of these variables are available in the 2001-

02 Banking Report of the Reserve Bank of India for each of the 95 banks operating at the time (some of them 

have since merged with others).  

V. Results 

Results are reported in Table. First, we note that the It shows that the variable "business per employee" is 

negatively correlated with bancassurance variable at a significance level of 5%. This confirms our Hypothesis 1. 

Asset performance is also negatively correlated with the non-performing assets. However, the association is 

weaker (only significant at 10%). Thus, we find qualified support for our Hypothesis 2. Hypothesis 3 did not 

have any support from our results. Hypothesis 4 is also marginally supported (at 10%). We also investigated a 

range of sub-variables. For example, we had investigated if branches in different geographical areas make a 

difference. The only variable that shows marginal significance (not shown in Table) is the number of branches 

in the semi-urban areas. The data for our analysis is only for a given time window. Thus, it was impossible to 

test short run versus long run effects. As more data become available over time, it will become possible to 

examine such effects.  

Table: Results of binary regression for the determinants of bancassurance Dependent 
Independent  

Variable 
Coefficient of      

correlation 
Z-Statistic Probability 

Business per 

Employee 

-0.001551 -2.4672  

 

0.0179  

NPA/Advances  
 

-0.0444  
 

-1.8661  
 

0.062 

Return on Assets  

 

-0.06125 -0.5825 0.4971  

variable: Bancassurance (binary)  

Log (size)- 0.0819, 1.9325, 0.0521  

Constant - 0.8489, 2.0379, 0.0416  

Notes: Method used is Maximum Likelihood - Binary Log it. (The results are very similar for  

Probit and extreme value methods). Convergence achieved after 4 iterations.  

Covariance matrix computed using second derivatives. Total number of observations is 95. The number of 

observations where "bancassurance" = 1 is 42 and the number of observations where "bancassurance" = 0 is 53.  

 

VI. Conclusion 

With the opening up of insurance sector and with so many players entering the Indian Insurance Industry it is 

required by Insurance Companies to come up with well established infrastructure facilities with good call centre 

service to attract and provide information to customer regarding different good policies & their premium pay 

scheme. Though the speed of spread is fast, but the proper implementation of bancassurance is still facing so 

many hurdles because of poor manpower management, lack of call centers, and no personal contact with 

customers, inadequate incentives to agents and unfullfilment of other essential requirements. Finally we can say 

that the bancassurance would mostly depend on how well insurers and bankers understanding is with each other 

and how they are capturing the opportunity and how better service they are providing to their, customers. .  

 

VII. Suggestions 

The success of bancassurance greatly hinges on banks ensuring excellent customers relationship; therefore 

banks need to strive towards that direction. As pointed out by Low (2004), the changing mindset is cascading 

through the banking sector in India and this would be a right time for banks to resorting to bancassurance, 

especially in the context of proactive policy environment of regulatory authorities and the Government. The fact 

that the banking operations in India, unlike in other developed countries, are still branch oriented and manually 

operated vis-à-vis highly mechanized and automated banking channels, viz., internet banking, ATMs, etc. are all 

the more conducive for flourishing of bancassurance. Regulators could explore the possibility of allowing banks 

having tie-up arrangements with more than one insurance company, giving wider choice for the customers. In 

addition to acting as distributors, banks have recognised the potential of bancassurance in India and will take 

equity stakes in insurance companies, in the long run. This is somewhat similar a trend observed in the United 
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Kingdom and elsewhere where banks started off as distributors of insurance but then moved on to the fully 

owned insurance subsidiaries. Going by the present pace, bancassurance would turn out to be a norm rather than 

an exception in future in India. Supervisory concerns as pointed out earlier could best be tackled by way of 

closer and systematized coordination between the respective supervisory authorities. There needs to be a clear 

cut identification of activities between banking and insurance at the institution's level as also at the level of 

regulators. Adequate training coupled with sufficient incentive system could avert the banks' staff resistance if 

any. In sum, bancassurance strategy would be a 'win-win situation' for all the parties involved - the customer, 

the insurance companies and the banks. There are two 15 Estimates vary how large the insurance market will be 

in 2020. It could be somewhere between USD 120 billion to USD 160 billion assuming no sudden policy 

reversals by Indian government. The suggestable ten elements for success of bancassurance are: (1) Strength of 

the Brand. (2) Sales Staff Management/Training. (3) The Branch Network/Geographical Coverage. (4) Bank 

and Insurance products form a complementary range. (5) Single view of the customer. (6) Focus on Customer 

Service/satisfaction. (8) Use of Customer Relation Management Tools and Techniques. (9) Integration of the 

bank and insurance organizations producing a single culture. (10) Providing advice/solutions, not selling 

products. 
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