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Introduction
Cattle insurance has the potential to reduce the

vulnerability of poor populations. The challenges are
formidable. Animal death is the biggest risk for poor cattle
owners, particularly in drought-prone areas where water
and fodder shortages are a major threat. In the same time
death risk is more with illiterate farmers as they are not
couscious on health issues of cattles. Animals are often
the most valuable asset of impoverished households, and
their deaths can have disastrous consequences. If the
animal has been purchased through a loan, the household
may have a debt on an asset it no longer owns.

In developed countries cattle insurance industry is
a profit making domain both for insurance company and
farmers. But in developing countries like India; it is a failure
concept yet due to non appropriate product solutions. The
history of claims ratio is very high in India. Fraud is one of
the major reason for this high claims ratio as its very
difficult to identify whether animal that is claimed for is
actually insured. Even in the case of a genuine claim it is
very difficult to verify whether the death is covered under
the policy norms and conditions as because the insurer
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receive the notification of the claim after occurrence of the
event by the time the farmer has already disposed of the
carcass . This high mortality rates of animals reported have
prompted fears amongst insurers that a substantial portion
of livestock insurance claims are fraudulent. As a result,
insurers resort to tighter controls, which not only increase
the cost of premiums but also make it more difficult to
comply, discouraging potential clients. In order to prevent
fraud, insurers need to know what animals they are
insuring and be able to establish their whereabouts, which
is difficult in remote rural areas.  In this reference; we think
Index-based cattle insurance will be definitely come out
as an innovative cattle insurance product for Indian
market.

An Synopsis of present Cattle Insurance Schemes
in India

Indian Government since 1971 has catalyzed the
cattle insurance market with the help of Small Farmers’
Development Agency who were marketing the farmers by
providing them loans and insurance products at
subsidized rates. Till 2007 it was the public sectors who
were dominating the field but with detariffing in 2007 six
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private insurance companies entered the market
(Ruchismita and Churchill, 2012).  The cattle insurance
schemes being provided by most of insurance companies
(e.g. National, New India, HDFC Ergo, IFFICO TOKIO,
Reliance General, etc) covers death due to diseases or
accident both to indigenous as well as cross breed with
some exclusions mentioned in the policy
(www.irda.gov.in). Permanent total disability is also
provided at extra premium. Major general exclusion
includes any willful misconduct or neglect, intentional
act or negligence, transit by air or sea, intentional
slaughter, theft, act of terrorism war or consequential loss.
Under their insurance products Cattle identification is done
through the tagging method and concerned products are
highly subsidized by government of India.

Fig.1: Photograph of tagged insured crossbreed
insured cow with its owner.

Major Challenges those Corporations in India are
facing in Cattle Insurance
• High operating costs in remote rural areas
• Absence of actuarial / mortality data making pricing

difficult
• Difficulty in valuation – age, health and productivity
• Identification of the insured animal
• Monitoring and verification of tagging
• History of high loss ratios due to identification

problem
Despite the need to expand the cattle insurance but

the above challenges prove hindrance for its expansion.

Dependence on cattle for livelihood is about by one billion
people or approximately 70 percent of the world’s 1.4
billion people who are living in extreme poverty (Delgado
et al., 1999). However in case of India the no of people who
depend on cattle or livestock is approximately 100 million
either primary or secondary sources of income, yet cattle
or livestock insured is about seven percent (Sharma, 2010).

Promising Innovation-The index based cattle
insurance program

In the index based cattle insurance program (IBCIP)
the insurance company indemnifies whenever the rate
exceeds a specific threshold for a district. In this insurance
program the owners will get incentives if they manage
their cattle so that there is minimum impact of any major
events. If a owner has no losses as compared to his neighbor
who had a large losses then the owner with no losses is
rewarded with incentives for the extra effort put by him
which is based on the area losses.

We need a little bit of modifications in our present
set of insurance i.e. this index based approach will be a
combination of self-insurance, market based insurance and
a social safety net. The owner will have to bear the cost of
the small loss which in technical term we call it as the
policy excess. The major losses are to be borne by the
insurance company. The catastrophic losses are to be
borne by the government. Hence the policy wordings must
define the catastrophic losses which include both
catastrophic losses as well as loss more than the
exhaustion point and losses arising due to  rainfall  or
forage availability may be suitable indicators if drought or
a shortage of forage, or a combination of the two, often
result in above-normal livestock mortality.

Government must insure the catastrophic losses
with the insurance companies which in turn may be re-
insured (www.gicofindia.com). All these have been
depicted in Fig I i.e Risk layering. The product will be
classified as a commercial risk product and will be sold by
the insurance companies. The owners have to pay the
commercial rate premium. The premium rate will depend
on the species and on the location. The gains from this
index  -based insurance come at the cost of “basis risk”,
which refers to the imperfect correlation between an
insuree’s potential loss experience and the behavior of the
underlying index on which the insurance product payout
is based. Those individuals who suffer losses specific to
them but fail to receive a payout because the index does
not trigger, but on the other hand there may be some
individuals for whom the index triggers and they may
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receive indemnity payments. Though this problem cannot
be completely eliminated we have to carefully in design
the IBCIP so as to minimize the basis risk and maximize
its value to the insured population.

Suppose the mortality rate of district is assigned X
%, the owners are paid off when the mortality rate exceeds
X %. The maximum payment can take place till it reaches
an exhaustion point say Y% (i.e Y > X).  The catastrophic
payment is a social safety net which is financed by
government and it will start when the mortality rate exceeds
the exhaustion point (i.e Y) . The owners who pay the
premium for the insurance product were automatically
insured for the catastrophic losses. However those who
don’t pay the insurance premium were compulsorily
enrolled for the catastrophic losses by paying a small
amount of administrative fee for catastrophic losses.

In India India’s IFFCO-Tokio insurance company
(www.iffcotokio.co.in) has been testing the use of Radio
Frequency Identification Device (RFID) technology to help
prevent fraud. Data contained in a microchip injected
under the skin of the animal can be accessed through a
reader. When a client reports the death of a cow, an
insurance official verifies that the RFID reading coincides
with the identification number on the policy.

Usefulness of the RFID technology
• As compared to plastic tags the RFID chips are less

painful.
• Chances of getting lost or damage is quite high in

cases of plastic tags. However RFID implantation is
more secure.

• RFID can be used to store information about the
animals, such as illness history or vaccination which
can be used by the veterinarians, farmers and milk
society.
TABLE-1: Pilot Project Income Statement

The above table indicates the project income
statement for the pilot study undertaken by IFFCO-TOKIO
general insurance company. The detail of the project
summary is given below Dalal.et al. (2012).

TABLE-2: Project Summary

During the pilot study (see Table 4), in the Phase I
the expense ratio fell from 521.5 per cent in to 122, 7 per
cent in Phase II and subsequently to 84.6 percent in Phase
III. This decline in expense ratio is mainly attributed to the
fact that the initial fixed costs related to technology and
project management has spread among larger number of
policies. Though expense ratio of 84.6 per cent looks still
high, but this is likely to reduce as the RFID technology
becomes cheaper. Thus the usefulness of the RFID has
been proved in the pilot study

Use of Veterinarians
In India traditionally tagging is done by the

veterinarian thus they can be used as accessories to fraud
by issuing false death certificates in lieu of money or near
and dear acquaintance (Ruchismita, and Churchill, 2012).
However using RFID requires technical skills, hence
veterinarians are the best person suited for the job. The
relationship executives of the insurer along the veterinarian
are involved in the tagging process. As these executives get
experienced the services of the veterinarian can be taken on
special cases thus making it cost effective. Thus this method
of tagging being is not only cost effective but it also reduces
the chances of issuance of false death certificates and has
greater control on the entire value chain.

Fig.2: Photograph of a dead insured cross bred jersey
cow with its owner.
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Fig.3: Photograph of a dead insured cow during
the process of post mortem
 Approach to Risk Management

  

Fig.4: Risk Layering
• Risk Mitigation
1.Savings
2.Pasture and fodder management
3.Shelter for the cattle
4.Fodder production and storage
Insurance is not the only solution but a tool
Cattle Insurance Indemnity Pool
As we have a motor insurance pool so in this case

as financing this commercial product carries significant
risk a pooling arrangement for insurance companies has
to be done which in turn is to be maintained by the IRDA.
The premium collected is to be deposited in this pool till
the settlement period. Thus pooling makes it possible to
full protect the indemnities under this scheme. The cattle
insurance pool thus acts as an extra protective cover for
the domestic insurance players where in they are protected

against any financial contagion caused by any extreme
cattle   looses. IRDA must re-insure this cattle insurance
indemnity pool which has to be borne by the government.

An example to insure cattle under Index based
Cattle insurance Product

A herder of balasore district of odisha decided to
take an Index based Cattle insurance Product (IBCIP) from
an agent to insure 10 Cows.

A cow of balasore district of odisha is priced at Rs
10000 hence total value of cows is Rs 100000 (i.e.1000 * 10)

If the premium rate for the cow is 1.5% then
insurance premium to be paid is Rs1500 (i.e. Rs 100000 *
1.5%)

If the herder goes for undervaluation of his cattle,
let’s say Rs 80000 then insurance premium paid is Rs
1200 (i.e. Rs 80000 * 1.5%)

Let the policy excess be 6% and capping (exhaustion
point) is done at 30%.

Suppose in this year due to hazardous weather
condition the mortality rate in the district went up to 40%.
Let normal mortality rate assigned by the IRDA was 15%.

So the payment for the IBCIP = Rs 19200   i.e. (30-6)
% * 80000

Catastrophic payment = Rs 8000 i.e. (40- 30) % *
80000

If he would not have gone for undervaluation the
amount received would have been

IBCIP payment = Rs 24000 and catastrophic
payment = Rs 10000

Advantages of IBCIP to various Stake holders
(Managerial Implications)

Advantages of IBCIP to Insurance Companies
compared to Traditional Insurance Scheme
1. Traditional insurance requires that the insurer

monitors the activities of their clients and verifies
the truth of their claims and costs of such monitoring
are often prohibitive.

2. Using the index based approach cannot be influenced
by willful misconduct of insuree’s behavior.

3. With the use of RFID at an individual level making
false claim by disturbing the tag is eliminated.

4. At the company level this method fully secures the
payment of indemnities, thereby eliminating any risk
of default on payments.

5. At the company level creation of cattle insurance
indemnity pool allows them to take the advantages
of risk diversification method
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Advantages of IBCIP to Individuals
1. The IBCIP product can overcome the major problems

when compared with the traditional insurance
schemes. In this case individuals who are more risk
prone have an extra incentive to take on the added
risk which automatically gives the advantage of
adverse selection.

2. Being index based it fully insulates against the major
exclusion given by the present individual insurance
schemes, hence at individual level the herder
becomes more attentive towards the cattle.

3. Claim settlement will be at a faster rate
4. As the no of cattle insured increases the premium rate

decrease.
5. Relationship executives can give value added service

w.r.t preventation of disease, vaccination etc.
Advantages of IBCIP to Government as compared to the

existing scheme
1. From government point of view the subsidy provided

to each cattle is eliminated apart from the losses being
very less at individual level and that apart the losses
being re-insured, government has to bear very less
burden in the  alternative method as compared to
the individual insurance.

2. With various activities i.e. tagging, post-mortem can
be carried out on a larger scale there will reduction
in transaction cost.
Limitations under index based cattle insurance

program
Though the scheme looks very attractive on pen and

paper but it too has to face certain challenges which are
mentioned below.

First challenge being an index based approach we
need a highly efficient system of data collection. Second to
reduce the cost of insurance by selling it through agents
and broker house it should be made mandatory (i.e. motor
insurance is mandatory in India) for them to do their
insurance. As a result of these being mandatory it becomes
a pull product rather than a push product and hence
brokerage can minimal in this case. Places where selling
of cattle is done should be adequately equipped with
providing the insurance product. Third challenge is that
though in our literature we have mentioned it as a
commercial product however seeing the national
importance in the initial stages there should not be any
service tax on this product hence making it less expensive.
Fourth and final challenge is what amount can be given to
individuals who suffer losses specific to them but fail to

receive a payout because the index does not trigger, hence
calculation through actuarial practices will be tough.

Conclusion
Though we have tried our best in this case study

but strong actuarial practices is needed to implement this
project. That apart IRDAs proactive approach can help
this innovative product to be part and parcel of each cattle
owner and thus helping in the financial inclusion.

Notes
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