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2.1. Introduction

Latest estimates suggest that there are 
some 500 million microinsurance cli-
ents throughout the developing world. 
According to Craig Churchill, this could 
pass the one billion mark by the end of 
the decade (Microinsurance Network 
2013). The reason for this large growth 
has been the increasing activity of gov-
ernments, insurance companies, and 
providers worldwide broadening the 
geographic scope and range of insur-
ance services available to low-income 
people.

About 70% of microinsurance schemes 
are operated in Asia. For historical 
reasons, schemes have been con-
centrated in India and West Africa. In 
West Africa, “mutuelles” (i.e., commu-
nity-based microinsurance schemes) 
developed after some governments 
instituted user fees for health care 
services during structural adjustment 
programmes. In India, microinsurance 
schemes arose after implementing 
the obligations of insurers to rural and 
social sectors by the Indian Insurance 
Regulatory and Development Authority 
(IRDA) in 2002. But recently, microin-
surance has expanded to all the devel-
oping countries and also to many affin-
ity sections of developed nations. 

A range of products cover a variety of 
risk including health, life/funeral, disa-
bility, agriculture (crop-based weather 

index and livestock), property, credit 
life, and disaster (natural and man-
made)1. The prevalence of each type 
of product varies to some extent by 
geography and by available technology. 
According to local risks and cultural 
norms, for example, funeral coverage 
is widespread in South Africa. In terms 
of the technology and expertise avail-
able, for example, weather index cov-
erage require data that is usually col-
lected by meteorological equipment, 
and in some cases microinsurance 
projects include a component to install 
such equipment (e.g., Zambia, Malawi, 
etc.). 

2.2. What is microinsurance?

The definition of microinsurance can 
be split into its two aspects: Firstly, 
what constitutes insurance and sec-
ondly, what is micro in microinsurance. 

2.2.1. Definition of insurance 

Insurance is a concept involving a con-
tract under which an insurer shall pay 
specific pre-defined compensation 
when financial damages are caused 
by pre-defined cost-generating events, 
in exchange for up-front payments of 
a premium by the insured. In principle, 

1 There are also developments in the catastrophe landscape 
where numerous public private partnerships are in place 
for natural disaster protection. A catastrophe joint venture, 
“MICRO”, is underway in Haiti for earthquake cover and 
the Philippines has set up an earthquake insurance pool 
via the Asian Development Bank (ADB).
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the premium should reflect the fair cost 
of the risk transferred from insured to 
insurer, and the calculation should be 
based on the frequency and severity. 
According to theory, insurance offers 
a  trade-off between an unafford-
able (or large) loss, which is uncer-
tain, and an affordable loss, which is 
certain (the premium). This theorem 
dates back to Friedman and Savage 
(1948). The net effect of this trade-
off is to “smooth” fluctuations in the 
income of the insured that are caused 
by exogenous changes, such as differ-
ent “states of nature”2 rather than by 
autonomous explanations, such as bad 
choices of consumption in a given set 
of supply and demand, or bad behav-
iour in risky situations. The assump-
tion underlying this smoothing is that 
the insured gains utility from experi-
encing two years of average consump-
tion rather than experiencing one year 
of starvation plus one year of excessive 
consumption. A  common explanation 
for the utility gain is that excessive 
consumption does not increase hap-
piness, or what economists call utility, 
as much as starvation lowers it (Gru-
ber 2007, 317). 

In most high-income countries, where 
the public at large could be required 
to cover the costs of large-scale unin-
sured events, governments often 

2 A finite set of alternatives that might occur, of which only 
one actually occurs, e.g., real world outcomes like health 
vs. sickness, abundant harvest vs. bad harvest, normal 
rainfall vs. drought, etc.

require all persons to be insured, and 

such mandatory insurance is imple-

mented through deductions either 

from income at source, or inseparably 

attached to the most common activities 

of daily life. Examples include: gainful 

employment with mandatory insur-

ance covering several risks like health, 

unemployment, old-age pension, or 

workman’s compensation; owning or 

driving a  car with mandatory third-

party liability insurance; and financ-

ing of a  house with credit life insur-

ance of the borrower and earthquake 

insurance of the house. In low-income 

countries, where, on the one hand, 

governments rarely provide compre-

hensive disaster relief, and, on the 

other hand, are often unable to identify 

all the population or to apply universal 

tax collection or mandatory insurance 

to all, the decision to insure is mostly 

voluntary and individual. When affilia-

tion to insurance is voluntary and indi-

vidual, the theory suggests that peo-

ple who estimate their risk exposure 

to be higher than average would be 

more likely to insure (adverse selec-

tion), whilst those estimating their risk 

exposure to be lower than average 

would be less likely to insure. The flip 

side of this phenomenon is when an 

insurance company agrees to insure 

only those individuals that it estimates 

to be exposed to the risk below aver-

age (“cherry picking” or “cream skim-

ming”). Both these phenomena affect 

the insurance market negatively. 
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Moreover, in many low-income coun-

tries, the three basic conditions for the 

creation of an insurance market are 

absent: solvent demand, relevant sup-

ply, and reliable governance ensuring 

that contracts will be enforced. Due 

to these factors, regular commercial 

insurance, as is common in indus-

trial countries, is difficult to establish 

in low-income countries. Therefore, 

other approaches are needed. 

2.2.2. Defining the micro in 

microinsurance

There are different approaches about 

how the term micro in microinsurance 

can be understood.3 Firstly, micro can 

be understood as a characteristic of the 

financial situation of the clientele, i.e., 

an insurance targeted at low-income 

(and financially marginalised) people in 

developing countries. Secondly, micro 

can be understood as characteristic of 

the product, i.e., an insurance offering 

limited benefits for small premiums. 

Thirdly, micro can be understood as 

characteristic of the process by which 

the schemes are created and adminis-

tered. All three ways of interpreting the 

term micro lead to different definitions 

of microinsurance and to different 

answers about what microinsurance is.4

3 For comparison and further explanation, see Churchill and 
McCord (2012, 9-10) who use a similar (although not fully 
identical) description of ways of defining microinsurance.

4 For further distinctions, compare also Ingram and Mc-
Cord (2011).

2.2.2.1. Micro as characteristic of the 

target group

Churchill (2006, 12-13) defines micro-
insurance as follows: 

Microinsurance is the protection of 
low-income people against specific 
perils in exchange for regular pre-
mium payments proportionate to the 
likelihood and cost of the risk involved. 
This definition is essentially the same 
as one might use for regular insur-
ance except for the clearly prescribed 
target market: low-income people. 
However, as is demonstrated in this 
chapter and throughout this book, 
those three words make a big differ-
ence. How poor do people have to be 
for their insurance protection to be 
considered micro? The answer varies 
by country, but generally microinsur-
ance is for persons ignored by main-
stream commercial and social insur-
ance schemes, persons who have not 
had access to appropriate products. 
Of particular interest is the provision 
of cover to persons working in the 



27What is microinsurance? 

informal economy who do not have 

access to commercial insurance nor 

social protection benefits provided by 

employers directly, or by the govern-

ment through employers.

Churchill’s definition clearly draws 

upon the financial situation of the cli-

entele (low-income people). So does 

the definition of the insurance indus-

try in the Philippines when it defines 

microinsurance as 

providing the poor access to a bas-

ket of insurance products, support 

and services in pursuit of poverty 

reduction and to provide holistic 

insurance protection to the stake-

holders of the microfinance indus-

try (Martinez 2012). 

Although targeting low-income people 

is usually considered a core character-

istic of microinsurance, in practice, this 

feature raises operational problems. 

Measuring the household’s income (and 

defining it as low) is not only complex, but 

also costly and, moreover, not required 

per se for establishing a  microinsur-

ance scheme, particularly if the scheme 

is not subsidised (Dror 2014).

2.2.2.2. Micro as characteristic of the 

product

Since microinsurance products and 

related services are aimed at meet-

ing the risk protection needs for the 

low-income and financially-excluded 

sector, affordability of the premium 

payments is a  paramount considera-

tion for defining microinsurance. The 

resulting approved microinsurance 

products are the solution that meets 

the needs of the target group. Hence 

the micro in microinsurance can also 

be understood as characteristic of the 

product, i.e., of the premiums and the 

benefits. 

India was the first country to seriously 

define microinsurance products within 

its regulatory framework, referring to 

microinsurance as insurance offer-

ings with claim payments less than Rs 

50,000 (IRDA 2005). Although targeted 

towards low-income (and informal sec-

tor) people in India, this definition ref-

erenced the product offering, not the 

targeted sector. Based on small pre-

miums and proportionately small ben-

efits, microinsurance products have 

emerged in India with low-cost premi-

ums that are underwritten in advance.

This approach references regulatory 

microinsurance definitions as they 

are expressed in terms of regulatory 

frameworks or charters. These types 

of frameworks are growing in number 

across developing countries.

The International Association of Insur-

ance Supervisors (IAIS) and Microin-

surance Network combine aspects of 

the target group and the regulations 

associated with the product in their 
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definition of microinsurance (IAIS and 

Microinsurance Network 2007, 10):

Microinsurance is insurance that 

is accessed by low-income popula-

tion, provided by a variety of differ-

ent entities, but run in accordance 

with generally accepted insurance 

practices (which should include 

the Insurance Core Principles). 

Importantly this means that the risk 

insured under a  microinsurance 

policy is managed based on insur-

ance principles and funded by pre-

miums. The microinsurance activity 

itself should therefore fall within 

the purview of the relevant domes-

tic insurance regulator/ supervisor 

or any other competent body under 

the national laws of any jurisdiction.

2.2.2.3. Micro as characteristic of the 

process 

The micro in microinsurance may 

also relate to the process of design-

ing, introducing, and administering the 

insurance schemes. In their paper first 

introducing the term “microinsurance”, 

Dror and Jacquier (1999) characterise 

it as voluntary, group-based, self-help 

insurance. Consequently, the micro 

in this definition relates to the locus 

of decisions. With this definition, the 

main feature of microinsurance is that 

the schemes are governed directly to 

some degree by the insured members, 

who are somewhat involved in operat-
ing the insurance locally. 

Stated differently, if an entire country 
could be described as the macro level 
of society, and a  province or district 
would be meso, then the group, vil-
lage, or neighbourhood would be the 
micro level. This does not mean that 
microinsurance units (MIUs) cannot 
have a  large outreach. Consequently, 
micro does not imply that it cannot be 
replicated to very large numbers, but it 
does imply the application of the prin-
ciple of subsidiarity.5 

At their inception, MIUs are typically 
launched, designed, implemented, and 
administered by and for groups of peo-
ple without “access to the resources 
and financial techniques of commer-
cial insurance” (Vaté and Dror 2002, 
126), yet they have access to the target 
population, and can adapt the insur-
ance business process to prevailing, 
often intricate, informal methods of 
risk management and financial inter-
mediation. According to this descrip-
tion, successful microinsurance pro-
grammes are structured and managed 
in several fundamentally different ways 

5 Subsidiarity is an organising principle whereby matters 
ought to be handled by the smallest, lowest, or least cen-
tralised competent authority. Subsidiarity conveys the idea 
that a central authority should have a subsidiary function, 
performing only those tasks which cannot be performed 
effectively at a more immediate or local level. Subsidiarity 
is, ideally or in principle, one of the features of federalism, 
where it asserts the rights of the parts over the whole. The 
concept is applicable in the fields of government, political 
science, management, military, and, metaphorically, in the 
context of microinsurance as well.
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from commercial insurance offerings, 

or from social insurance schemes 

organised by the government in some 

countries.

Main requirements for MIUs, as under-

stood in this sense, are that they are 

simple, affordable, and located close to 

its members. 

Dror (2014, 420) builds upon these 

characteristics whilst taking into 

account characteristics of the target 

group and the product when defining 

health microinsurance as

insurance contextualized to the 

WTP [willingness to pay], needs 

and priorities of people in the infor-

mal sector who are excluded from 

other forms of [...] insurance. The 

schemes are voluntary, with pre-

miums suited to people with low 

incomes. Although [...] microinsur-

ance is independent of the size of 

the insurer, the scope of the risk 

covered, and the delivery chan-

nel, it is essential that the scheme 

is designed to benefit the insured. 

For practical intents and purposes, 

this definition implies a central role 

for the community in at least the 

design of the scheme, and possibly 

its operation and governance.

Although originally established for 

health microinsurance, this definition 

can be easily adapted to other fields of 

microinsurance.

It may be tempting to argue that micro-

insurance organisations can achieve 

better renewal rates than commer-

cial insurers because they are driven 

by demand, not profit, and are based 

on the needs of the community. In fair-

ness, the evidence for this is, for the 

time being, still not sufficiently con-

clusive in low-income countries. How-

ever, with extremely low penetration of 

for-profit commercial insurance, the 

prospect of delivering microinsurance 

as a  low-cost and low-value product 

seems even less promising. 

2.2.2.4. What micro is not

Regardless of the definition used, 

experts agree that micro does not refer 

to the size of a scheme’s membership 

or the total value of premiums amassed 

or assets insured. Larger microinsur-

ers, including India’s Yeshasvini, have 

millions of clients and collect millions 

of dollars in premium payments annu-

ally (Yeshasvini 2011). 

2.2.2.5. Common characteristics of 

microinsurance definitions

Although the described definitions are 

very different in their basic approach to 

microinsurance, they have important 

characteristics in common. As Dror 

(2014) describes, the most common 
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features of microinsurance definitions 
include: 

• Microinsurance is insurance and 
applies principles of risk pooling

• Microinsurance is suited for people 
on low incomes

• Microinsurance targets people in 
the informal sector

• Microinsurance is independent of 
the class of risk (life, health, crop, 
livestock, assets, etc.)

Moreover, in most understandings, 
coverage is always contributory, i.e., 
never fully subsidised, and, as will be 
described in detail below, microin-
surance can be delivered by different 
channels, including community-based 
schemes, insurance companies, or 
service providers (Dror 2014). 

2.3. Business models for 
microinsurance

To date, there exist at least four oper-
ating business models to deliver 
microinsurance.6 

Partner-agent model. Whilst in this 
model the insurance company, i.e., the 
partner, takes responsibility for design-
ing, pricing, and underwriting of prod-
ucts as well as for the scheme’s sol-
vency in the long-term. An intermediary, 
i.e., the agent, takes over certain local 

6 Compare for this and the following explanations Dror 
2014, amongst others.

tasks like distribution and marketing, 

premium collection, and product ser-

vicing. These responsibilities are dele-

gated to the agent by the partner, i.e., 

by the insurance company. In rural 

settings where it is usually costly and 

time-intensive to assess potential cus-

tomers, the role of the agent is often 

taken over by non-governmental 

organisations (NGOs) or microfinance 

institutions (MFIs), which, on one hand, 

are already in contact with the popula-

tion and, on the other hand, might have 

identified a  need for microinsurance 

and are thus willing to cooperate. Act-

ing not only as agents of the insurance 

agency, but also as counsel of the pop-

ulation, they can help in designing suit-

able products and pressuring the pro-

viders for reasonable prices and 

services. 

Provider-driven model. In this model, 

the policyholders pay premiums 

directly to the service provider, which, 

for example, in health microinsurance 
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may be a  hospital or certain physi-

cians. They are, in turn, allowed to use 

the services of this provider according 

to the conditions that have been agreed 

upon in the insurance policy for free or 

with a copayment.

Charitable insurance model. In this 

model, an external charitable organi-

sation is supplementing the scheme 

financially and, moreover, takes over 

basically all responsibilities of the 

“insurer”. By subsidising the scheme, 

its long-term sustainability is granted, 

at least as long as the charitable 

organisation is supporting this. 

Mutual/cooperative insurance model. In 

this model, the community of mem-

bers is responsible for all aspects 

of the scheme, hence taking over the 

role of the insurer mutually. Herewith, 

the insured are at the same time the 

insurer. By this, the needs of the mem-

bers can better be mirrored in the ben-

efit package. Often, mutual societies 

are not only cooperating in the field 

of insurance, but also in other fields 

of interest, functioning as broader 

mutual-interest organisations.

In reality, microinsurance schemes are 

often built as combinations of these 

models and can also change over time. 

For example, Yeshasvini Trust in India 

was originally founded by health-care 

providers. It was provider-driven, but 

is currently receiving subsidies and, 

thus, is also run as a charitable insur-

ance model, having features of both 

models (Dror 2014).

2.4. Why is microinsurance 
important? 

Microinsurance is potentially an 

important new risk management tool 

for low-income people in developing 

countries for several reasons. Vulner-

ability inordinately affects poor people 

and reinforces or exacerbates their 

poverty. Regarding susceptibility to 

risk, for example, poor people

• typically live and work under more 

crowded, unsanitary, stressful, or 

unsafe conditions

• suffer from higher rates of malnu-

trition (which make them more sus-

ceptible to illness and injury) 

• lack the education necessary to 

make informed preventative or 

reactive choices (or the money to 

implement those choices), and 

• frequently hold beliefs (for instance, 

in the importance of dowries or 

ostracising widows) that aggravate 

their situations when risks (like 

the death of the breadwinner of 

a household) actually materialise 

When these risks materialise, low-

income people are, furthermore, 

frequently less able to cope. Regu-

lar solutions (like medical care) 

are, for example, often inaccessible 
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(particularly given the general short-

age of facilities in rural areas), unaf-

fordable (considering the costs of 

treatment, transportation, bribes, 

medicines, waiting, aftercare, and 

missed work), or of terrible quality 

(with provider absenteeism, poor staff 

training, corruption, patient abuse, and 

chronic shortages of equipment, sup-

plies and medicine endemic in health-

care facilities which predominantly 

serve low-income clients in develop-

ing countries). Social safety nets (like 

national health insurance schemes) 

are — due to narrow tax bases, cor-

ruption, inefficiency, and other gov-

ernment priorities like indebtedness 

— commonly weak or non-existent. 

Moreover, the low-income people’s 

plentiful and creative array of infor-

mal risk mitigation techniques is often 

insufficient, particularly when risks 

covary or repeatedly occur over a short 

period. 

These informal arrangements, which 

are classified into self-insurance and 

shared insurance, bear examination 

because of their prevalence within 

poor communities (Morduch 2003). Of 

these, self-insurance is the most wide-

spread and significant form of infor-

mal risk mitigation. It consists of ex-

ante and ex-post approaches, which 

are implemented before and after the 

hazards in question occur. The pre-

dominant ex-ante approach is savings. 

Because appropriate savings facilities 

and products are typically unavailable 

in low-income areas, however — and 

because monetary savings are vulner-

able to inflation — asset build-up and 

drawn-down are particularly popular 

means of self-insuring. However, low 

and volatile incomes (and threats to the 

accumulated assets themselves) make 

it difficult to amass large enough sums 

to adequately militate against shocks. 

Other ex-ante strategies include calcu-

lated, and often conservative, employ-

ment, production, and social-familial 

strategies, such as 

• diversifying occupations and crops

• working for less, but under more 

secure arrangements (such as “tied 

labour”) using less effective, but 

cheaper combinations of production 

inputs (such as less high-cost ferti-

lisers and more low-cost labour)

• migrating to places with uncorre-

lated income patterns, and 

• tactically selecting marriage part-

ners, fostering children, and culti-

vating friends 

Whilst lowering uncertainty, many of 

these approaches lead to inefficient 

outcomes through which people sacri-

fice more profitable, but riskier activi-

ties and the adaptation of potentially 

valuable new technologies to achieve 

some degree of income with certainty 

and “limit exposure only to… shocks 

that can be handled with the means 

available” (Morduch 1995, 104). For 
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example, Walker and Ryan estimate 

that households sacrifice up to 25% of 

their average income to reduce expo-

sure to shocks in certain parts of India 

(1990, 197).

In contrast, ex-post approaches 

include borrowing (though constraints 

often exist on the availability and cost 

of credit), changing consumption pat-

terns (for example, eating less or 

withdrawing children from school) 

and adjusting labour supply (working 

longer hours or employing children). 

Because these strategies are imple-

mented reactively by households under 

duress, they typically have less favora-

ble terms and prove more exacting on 

family finances.

Shared insurance, on the other hand, 

includes reciprocal loan- and gift-giv-

ing practices and participation in rotat-

ing savings and credit associations 

(ROSCAs), through which a  group’s 

members regularly contribute equal 

sums of money and sequentially 

receive the proceeds. Shared insur-

ance schemes are typically organised 

amongst families, neighbours, or other 

groups of people with the ties neces-

sary to identify and curb moral haz-

ard amongst participants. Informa-

tion asymmetries and enforcement 

problems may exist even amongst 

close-knit people (Morduch 1999, 

189). Moreover, the financial capac-

ity of intra-family lending within poor 

families is in any case limited. There-

fore, borrowing with interest from 

professional lenders and liquidating 

saving are more important coping 

mechanisms than shared insurance 

approaches (Morduch 1999, 189; Bin-

nendijk et al. 2012). 

Whilst these risk mitigation instru-

ments collectively enable real and sig-

nificant consumption-smoothing, they 

do not provide complete coverage — 

and ironically prove costly for house-

holds in terms of everything from 

foregone profits to intensified gender 

problems, since very often women bear 

the brunt of strategies like migration, 

fostering, and strategically-arranged 

marriages. Besides bridging the gap, 

microinsurance schemes can be cre-

ated to complement or crowd out the 

best and worst of these approaches 

whilst enabling low-income people to 

pursue more profitable income-gen-

erating activities and more gratifying 

personal relationships.
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2.5. Challenges to 
microinsurance

The success of the microinsurance 
sector is based on the three guiding 
principles of outreach, sustainability, 
and proving benefits for all. In order 
to achieve these milestones and to 
increase the penetration, a  combina-
tion of regulation, technology, and risk 
management is required. 

When there is market and demand 
identified, distribution diversity is 
one of the key factors to success. In 
South America, microinsurance has 
successfully increased penetration, 
as well as enlarged into the middle 
class, by using a  variety of retail dis-
tribution channels across Columbia, 
Mexico, Peru, Guatemala, Bolivia, and 
especially Brasil. Across Asia, retail 
distribution has not been facilitated to 
a similar degree. However, this seems 
to be changing as new approaches are 
developing. These include, for exam-
ple a  dengue fever insurance sold 
in supermarkets in Indonesia, vari-
ous microinsurance products in 7/11 
stores in Thailand, and multi-level 
marketing schemes in the Philippines, 
just to name a few. Cooperative selling 
of insurance is a  large portion of the 
distribution market for microinsurance 
and well illustrated in the microtakaful 

sector, which distributes Islamic Sha-

riah-compliant insurance to the low-

income sectors in the Islamic regions 

of Asia, Africa, and the Middle East, 

encompassing a charitable component 

by Shariah law.

It can be argued that one of the reasons 

the penetration of microinsurance over 

the past decade has not been as fast as 

many hoped, is that many of the assets 

in the sector are deemed intangible, 

non-liquid assets embedded in pro-

jects and internal processes, and are, 

therefore, invisible to boards of large 

corporations and government organi-

sations. These assets are employee 

skills, information technology infra-

structure, corporate culture, and inno-

vative ideas, and can be viewed in the 

future as the new intellectual property 

and patents of the organisation. Meas-

uring the value of these intangible 

assets is an accounting function and 

moves the asset value to the balance 

sheet, and, therefore, to the atten-

tion of stakeholders, where the avail-

ability of financial support depends. As 

the intangibles are an important part 

of a  new business, this increases the 

chance of new ideas becoming reality. 

Models that only value physical assets 

are less able to take advantage of new 

markets (Dror 2012). 



35What is microinsurance? 

Expanding the discussion of the impor-
tance of embedded intangible assets 
may be out of scope in this book, but 
the way projects are viewed in terms 
of value creation from the base of the 
pyramid will have a  correlation with 
impact assessments of the sector. 
These assets are the distillate of dec-
ades and centuries of social and fiscal 
investment by developed societies. 

2.5.1. Regulation 

Microinsurance is a commercially via-
ble market with 2.6 billion people liv-
ing in the range between Int$1.25 and 
Int$4 per day7, giving rise to a US$33 
billion market. Coupled with that is the 
government and aid-supported micro-
insurance market with 1.4 billion peo-
ple on less than Int$1.25 per day7, giv-
ing rise to a US$7 billion market (Swiss 
Re 2010, 9). The principles of good gov-
ernance apply to microinsurance the 
same way as other sectors. Regulation 
is required and will have an impact on 
how insurance is sold, bought, and dis-
tributed at base of the pyramid. A bal-
ance needs to be sought, as too little 
or too much regulation can negatively 
impact the sector. The ability of gov-
ernments to move from constitution to 
charter to commercial implementation 
and to create adequate legal frame-
works will greatly facilitate the prac-

7 An international dollar has the same purchasing power as 
a U.S. dollar has in the United States. The Int$ is adjusted 
over time by reference to gross national income and ex-
change rates of local currencies to US$.

tice of microinsurance. Recent suc-

cess in this area has been seen in the 

Philippines as they published a charter 

based on their constitution.

2.5.2. Technology

Technology is the key, because without 

it there is no outreach to rural areas 

and no capability to adequately analyse, 

on a macroeconomic and risk manage-

ment basis, the sustainability and prof-

itability of the schemes designed to 

help the base of the pyramid. It is these 

automated techniques that will allow 

the value creation of assets to appear 

on balance sheets and raise attention 

to the right stakeholders in public and 

private partnerships required to edu-

cate and finance the microinsurance 

sector. These would be simple proce-

dures allowed by regulation. Good data 

is vital to successful impact measure-

ment at all levels. The microinsurance 

sector needs to leverage the advent of 

the global cloud computing networks 

and the security of data offered within 

them. The rise of Internet and mobile 

technology is a game changer. 

2.5.3. Risk management

Regulation and technology capabili-

ties dovetail with the importance of 

risk management and risk transfer in 

the microinsurance sector. Insurance 

is the risk industry and risk transfer 

is a trodden path that has enabled the 
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industry to survive in over 300 years 

of trading. Reinsurance is one of the 

risk transfer mechanisms used in the 

industry and is vital to the microinsur-

ance sector as a  capital base can be 

offered to primary insurers or, indeed, 

direct to communities to handle their 

risk transfer affairs. Evaluating and 

measuring the assets identified will 

greatly assist the flow of capital from 

reinsurance and capital markets 

(alternate risk transfer) to microinsur-

ance projects. A very important aspect 

is to show that the internal processes 

that handle claims have a  tangible 

value for impact assessments. 

Regulation needs to allow for lower 

capitalisation as an entry point for 

the microinsurance sector and allow 

the additional premium assets to be 

included in an impact assessment for 

the computation of solvency on micro-

insurance schemes. This is especially 

important as more complex health, 

weather index, and innovative cli-

mate change (linked to food shortage) 

products are introduced in the mar-

ket place. There is a need to measure 

the key indicators around the solvency 

ratio and the expense ratio, which is 

the cost of distribution and the cost per 

transaction. This, in turn, generates 

a set of official performance standards 

established by regulatory authorities 

for effective delivery of microinsur-

ance and impact analysis. 

The next stage of this process leads 

to the stochastic — or actuarial  — 

measurement of microinsurance, 

using Dynamic Financial Analysis, or 

measuring risk mathematically using 

probability theory, which needs good 

historical data to achieve (Piesse, in 

preparation). This process will align 

the intangible assets to the company 

strategy and align to the regulator 

strategy. A key alignment here is that 

of literacy, health care, financial inclu-

sion, and risk transfer, thereby liquefy-

ing the intangible assets and appear-

ing on a balance sheet. This includes 

risk from non-cost effective informa-

tion technology projects whose costs 

prohibit microinsurance schemes and 

prevents them from going into pro-

duction. However, impact models and 

good data are not sufficient in isolation. 

There is a  need for independent risk 

quantification that is capable of bring-

ing stakeholders together for sustain-

able risk transfer solutions based on 

the increase in natural disasters and 

climate change that mostly affect 

newly penetrated microinsurance 

bases. This is an important correla-

tion of catastrophe risk with market, 

credit, underwriting, macroeconomic, 

and insurance risk combined in one 

holistic risk analysis. The develop-

ment of effective catastrophe micro-

insurance needs reinsurers, catastro-

phe modelers, insurers, governments 

(public private partnerships), regula-

tors, World Bank/United Nations/ADB, 
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and development rural banks to step 

up to form alliances to protect peo-

ple from natural disasters and other 

mega risks. There is no such thing as 

micromodeling, and microinsurance 

is subject to the same scenario simu-

lation as other insurances. Pioneer 

work has been done in two pilot loca-

tions in India by the Micro Insurance 

Academy (MIA) in collaboration with 

the Asia Risk Center (ARC), an affiliate 

of Risk Management Solutions (RMS), 

the world’s leading risk modeling 

company, on crops risk assessment 

and quantification of climate change 

contributions. A  climate-vulnerability 

mapping program, based on an exten-

sive household survey and weather 

data, has been established (Sharma 

and Jangle 2012; Sharma 2012). 

In summary, sustainability of micro-

insurance, or the ability to create long 

lasting renewable products in the 

sector that leads to benefits for all, is 

achievable by a confluence of regula-

tion, technology and impact analy-

sis, and the various methods of risk 

management that lead to that impact 

analysis. We must look at the holistic 

picture and not risks in isolation. Right 

now, microinsurance and its differ-

ing models make it a  younger cousin 

of the larger insurance industry. As 

microinsurance grows and more peo-

ple become included, microinsurance 

and its differing models will become 

the status quo. 

2.6. Conclusion 

This chapter has illustrated three 
ways of how to approach microinsur-
ance: one focuses on the target group, 
another on the product, and the third 
one on the processes. All approaches 
involve the potential input of reinsur-
ance capacity and the approach taken 
will have a  different impact on the 
assessment process. There is a  big 
difference for policyholders paying 
a fixed premium set by the industry in 
contrast to willingness to pay, which 
is the community approach. What-
ever the approach, the guiding prin-
ciples of outreach and sustainability 
remain the same, as access needs 
to be gained to remote areas and the 
programmes that are created must be 
renewable over time to make sure sus-
tainable access to insurance coverage 
is received. These guiding principles, 
along with technology, good product 
design, and flexibility are required for 
microinsurance schemes to fit their 
community. 

In order to assess the impact of catas-
trophe, market, credit, insurance, 
underwriting, and operational risk on 
microinsurance projects and commu-
nities, scenario analyses are required 
with a definite shift in the direction of 
dynamic financial analysis, where the 
whole process is managed mathemati-
cally through actuarial models. This 
process requires good historical data, 
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such as claims history and weather 
pattern data from weather stations, 
and measurable indices. In weather-
based indices, the impact of basis risk 
needs to be understood to make sure 
that the right claims are paid to the 
right claimants. 

Barriers to penetration are the lack of 
available capital pointed at microin-
surance projects and the governmen-
tal support on education. We identified 
that this required a  set of committed 
and willing stakeholders who have 
a business interest in the project cre-
ating a  tangible asset of the project 
and move it to the corporate balance 
sheet for recognition. This step should 
assist in providing adequate risk trans-
fer facilities to the microinsurance 
schemes. 

Natural catastrophes and non-cor-
related risks are major threats to the 
success of microinsurance, as it is the 
policyholders of these schemes that 
are most exposed to these risks. Rein-
surance catastrophe pools established 
via public private partnerships would 
mitigate this threat. 

Finally, there is infrastructure and 
political will. Without that will and bal-
anced regulation, microinsurance will 
not live up to its full potential.
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