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Product design for microinsurance follows the same basic rules as conven-
tional insurance: the insurer needs to establish demand from the market for
insurance, determine the risks that can be insured, and devise insurance risk-
management processes for ensuring the product’s viability. 

The design of microinsurance products, however, has some unique com-
plications. Particular challenges are the small premiums and benefits driven
by the market’s limited resources and extreme cash-flow constraints, which
restrict the scope of underwriting, claims management and product complex-
ity. These challenges require scale, innovation, efficiency, simplicity and
intelligent risk management.

Moreover, some microinsurers have a more complex mandate than insur-
ance companies. The financial and economic drivers of sound insurance busi-
ness may be supplemented by a development agenda, for example to expand
access as widely as possible or to ensure inclusion of certain risks that might
be commercially excluded. Not all microinsurers are subject to these influ-
ences, but where they are, it is critical that sound risk-management principles
are not sacrificed. Where “non-commercial” risk is taken, it must be under-
stood and managed.

As explained in Chapter 1.2, there is no “one size fits all” solution. Cus-
tomer needs, preferences, appropriate delivery mechanisms and regulatory
requirements vary tremendously from one territory to the next. Deep
knowledge of local conditions is a prerequisite for designing successful
microinsurance products. 

This overview of product design answers the following questions: 

– What are the needs and demands of the target market?
– Who is eligible for microinsurance?
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– What are the terms of cover and the premium payment options?
– What are the benefits?
– How does product design provide for control of insurance risks?

1 Market research 

1.1 Initial market research

The product design process begins with market research, which involves four
basic steps. 

a) Define the target market
Some organizations, like microfinance institutions, may determine that the
insurance market is the same as their existing savings and credit markets.
Others may introduce insurance to gain access to new markets – for example,
persons who are not interested in borrowing, but do want insurance. A key
decision is whether the microinsurer will just target the most vulnerable or
whether it wants to service the broader low-income community with a range
of product options. For example, the health insurance schemes of BRAC and
Grameen Kaylan in Bangladesh do not just serve the members of their corre-
sponding MFIs, but the community in general, charging higher premiums to
non-members as part of the organizations’ sustainability strategy.

b) Identify what risks they face and need to insure (and which risks are
insurable)
Demand research will help identify the most appropriate insurable events to
cover: What risks are target groups most worried about, or least able to cope
with through informal mechanisms? As illustrated in Chapter 1.2, low-
income persons typically worry about the premature death of breadwinners
and their own sickness and that of their family members. Often the poor
have some coping mechanisms at the community and/or household level
through savings, borrowing and reciprocation. Insurance should comple-
ment these existing mechanisms. 

c) Determine which product features are important to the target market
The third step is to assess the needs and demands of the target market, and to
get information on product-specific details, such as the levels of coverage
(e.g. sums insured) and types of benefits (e.g. inpatient, outpatient and phar-
maceuticals) which are most important to them. For example, for life insur-
ance, would they want pure insurance cover (e.g. term life) or insurance with
a savings component (e.g. endowment)? Are they interested in covering just
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themselves, or would they prefer to include their spouses, or their whole
families? How quickly would they need, want or expect to receive claims
payments? Where can policyholders make premium payments or submit
claims? 

d) Establish how much potential policyholders are willing and able to pay
Lastly, it is necessary to determine what the target market is willing to pay
for these services. Demand can vary tremendously, even within the same
country. Two surveys of microfinance clients in the Philippines came up with
very different results. The borrowers from an MFI in central Luzon wanted
at least Php120,000 (US$2,160) life insurance coverage for themselves and
Php 60,000 (US$1,080) for their spouses and children, and they were willing
to pay for it, having been conditioned to paying premiums to the MFI’s pre-
vious insurance programme. A sample of similar clients of an MFI in north-
ern Mindanao indicated that they could at most afford premiums providing
Php 30,000 (US$540) of coverage for themselves, Php 10,000 (US$180) for
their spouse, and Php 5,000 (US$90) for death of a child.2

It is useful to investigate affordability and product design preferences in con-
cert with each other. Everyone might like to have claims paid immediately, or
to cover their whole family, but how much are they willing to pay for those
features? Given the cost constraints facing the target market, an explicit link
between product design and financial consequences helps clients make
appropriate value-driven decisions, while securing their buy-in to the
scheme. An example of this type of process has been developed under the
Social Re programme to enable sensible decisions to be made around benefit
package design (Dror and Prekker, 2002). 

When assessing willingness to pay, through focus groups or individual
interviews, prospective customers may overestimate their capacity to pay,
which could lead to subsequent dropouts. Information about the level of
income is another, perhaps more reliable, means of assessing the payment
capacity of the target population. For example, when comparing the annual
income with the actual contribution paid to micro health insurance schemes,
CIDR found out that poor households in western Africa do not allocate
more than 2 per cent of their income (Galland, 2005a). In addition, when
designing a product for the poor, it has also to be taken into account that
income may change from one year to another. A product that is affordable
one year may not be affordable the following year. 
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1.2 Ongoing market research

Market research must not fall by the wayside once a product is launched.
Insurers should maintain contact with their clients periodically to ensure that
the services are still relevant and valued by customers. 

The very high lapse rates experienced by some microinsurers may be a
consequence of failing to keep an ear to the ground: problematic elements of
product design should be identified and, where possible, rectified to ensure
ongoing viability. Policy renewals or persistency and new business rates
jointly provide feedback about the value perceived by clients, and should be
carefully monitored. Qualitative research such as focus group discussions
may also provide further insight into the mechanics of the market and cus-
tomers’ preferences and dissatisfactions. 

1.3 Consumer education

The target market’s exposure to or familiarity with insurance must be
assessed. As discussed in Chapter 3.2, if the market does not understand
insurance, or does not trust it, then client education needs to be built into the
marketing and product delivery. Insight into the preferences and concerns of
existing policyholders will also help the insurer design appropriate financial
education to manage policyholder expectations.

1.4 The competition 

To date, many microinsurance initiatives have been the first movers in the
local market, trailblazers entering virgin territory without competition. As
time goes by, this is likely to change, as competitors enter the market with
better products. Consequently, it is important to gather market intelligence
on what competitors offer and the perceptions of their value in the market
when considering a new product. 

There can be an advantage in being a “smart follower”, learning from the
mistakes of those who have gone before. The Ugandan MFIs that collaborat-
ed with AIG in 2000–2002 rode on the coat tails of FINCA Uganda, which
was the trailblazer in learning about insurance and the low-income market.
The costs of introducing insurance in those organizations were significantly
lower than in FINCA.
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2 Eligibility 

Who should be eligible for coverage? This difficult question must be consid-
ered in the context of the microinsurer’s objectives and the membership’s
preferences, but with an acute awareness of the risk-pooling principles that
apply. For microinsurance, the goal is to strike a balance between broad
inclusion, sufficient benefits, low premium rates and sustainability. Eligibili-
ty considerations may be driven purely by economic circumstances since
large volumes of clients with small premium amounts require minimal
underwriting work, permitting broad inclusion. There may also be social
objectives that require broader inclusion. 

When determining eligibility, it is necessary to consider whether the
product is designed for groups or individuals, whether it should be mandato-
ry or voluntary and what approach the insurer wishes to adopt to covering
higher-risk persons.

2.1 Group insurance

The primary feature distinguishing commercial group insurance from indi-
vidual insurance is that many people are insured under one master policy.
The group policyholder decides what type of coverage to buy for the mem-
bers of the group. The policyholder is responsible for enrolling members,
collecting premiums, disseminating certificates of insurance and product
information, and helping members file claims. The policy describes and
defines the eligible members of the group. 

Underwriting guidelines for group insurance generally begin by specify-
ing the fundamental requirements that define a group. The main criterion is
that the group must have been formed for reasons other than to obtain insur-
ance. For example, if a utility company required the household to be insured
as a condition of being connected to the power grid, then the group is clearly
defined and insurance coverage is required by virtue of being connected to
the grid. It is quite unlikely that a family would seek to acquire an electricity
connection to gain access to insurance. This mechanism limits the scope for
adverse selection and allows more relaxed underwriting and risk manage-
ment. Examples of groups targeted by insurers include employees in a com-
pany, labour union members, and affinity groups such as professional associ-
ations. 

Mandatory group insurance is probably the most common type of
microinsurance. For example, the microinsurance programmes spawned by
many MFIs are similar to the membership of the CARD MBA in the Philip-
pines, which is composed entirely of CARD’s borrowers. The membership
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of CARD MBA is a very low-risk group. There is minimal adverse selection
due to mandatory participation; the participants are all women aged 16 to 64
and are actively engaged in their respective livelihoods (for which they are
borrowing from the MFI); the group is thus relatively homogenous and in
good average health. To minimize risk, even the 30,000 savers of CARD
Bank cannot participate in the MBA because elective coverage would raise
claims costs, while mandatory coverage would be difficult to sell to savers.

To be demand-driven and client-focused, one would expect that volun-
tary coverage would be the most appropriate. Yet in the field of insurance –
and microinsurance in particular, where affordability is so important – a
strong case can be made for compulsory coverage. Mandatory insurance:

– reduces costs due to higher volumes and lower collection and underwriting
costs;

– lowers risk because of the broader base and limited adverse selection;
– improves claims ratios because it brings in the lower risk individuals (posi-

tive selection) who would otherwise opt out or wait to get coverage when
they are older; 

– reduces vulnerability to staff fraud since it reduces the chance that agents
could sell policies and pocket the premiums. 

One of the biggest disadvantages of mandatory coverage, besides the fact
that people are required to buy something that they may not want, is that the
distribution system tends to overlook the consumers’ need for information.
This comes through very clearly from the research in Uganda where many
clients have a significant misunderstanding of what the coverage entails,
which has led to profound dissatisfaction (McCord et al., 2005a). As dis-
cussed in the next chapter, when offering mandatory coverage, microinsurers
(or their agents) need to constantly promote the good value of the pro-
gramme. Clients need to be constantly educated about the benefits of buying
an intangible service, i.e. security and peace of mind.

2.2 Voluntary group insurance

Group insurance can be offered on a voluntary basis in two different ways.
Either members of the group are covered unless they specifically decline cov-
erage or each member of the group must choose to enrol in the scheme. The
costs and risks associated with the first option are often closer to mandatory
coverage, whereas the second option is more akin to individual insurance,
with greater concern for adverse selection. Sometimes there are grey areas
between group and individual coverage. For example, both VimoSEWA
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(India) and ServiPerú have group policies from insurance companies, but
they are marketed and sold individually. 

If potential insureds are not already in groups, then one strategy
employed by some microinsurers is to create groups. This is the approach
taken by the mutuelles de santé, such as UMSGF (Guinea), whereby rural
communities are organized into groups, and the groups formed into mutuals,
and the mutuals affiliated into federations. To overcome the adverse selection
risk that comes with groups created for insurance purposes, UMSGF
encourages all members of the community to enrol and membership is often
on a family basis. 

Microinsurance providers can combine the advantages of mandatory and
voluntary group coverage in several ways. One way is to make insurance
mandatory for all members of an existing group (which minimizes adverse
selection), but to give them two or three options to choose from. This allows
members to opt for the coverage level that they would prefer and increases
the likelihood that they will receive sufficient information to make informed
decisions. Care must be taken not to give too many options or to make the
options too diverse because higher-risk individuals tend to maximize cover-
age, thus reducing the gains of compulsory participation.

Another approach, sometimes found among MFIs, is to make coverage
all-or-nothing at the borrower group level, such as a village bank. For exam-
ple, in the initial FINCA-AIG arrangement in Uganda, all members of the
village bank had to agree to the coverage or none got it – this simplified the
administration and created an adverse selection control since individuals
could not opt in or out.

2.3 Individual insurance

At the other end of the spectrum are the aforementioned memberships of
BRAC’s MHIB and Grameen Kaylan in Bangladesh. Although many of the
members come from the associated MFIs, the schemes also recruit the gener-
al public at slightly higher premium and co-payment rates. These are exam-
ples of individual microinsurance (since there is optional participation), as
are the endowment policies offered by Tata-AIG (India) and Delta Life
(Bangladesh). Individual microinsurance is possible, but it requires a high
participation rate among the potential target market to attain desirable finan-
cial results. 

Individual insurance can cost more than twice as much as group coverage
because of higher sales, underwriting, administration and claims costs. Indi-
vidual insurance claims costs can be reduced through more rigorous under-
writing, such as medical screening (since the bad risks are identified and fil-
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tered out or are limited to lower coverage). For microinsurance, however,
this screening may not make economic sense because coverage amounts are
very low, and it may also contradict the social agenda.

Therein lies the crux of making microinsurance work. It is relatively easy
if the targeted population is a well-organized group that can accommodate
group insurance arrangements, but is quite challenging if it is not because of
the higher delivery and claims costs. Under what circumstances would indi-
vidual microinsurance make sense? It makes sense when a group is covered
by a compulsory life product already and then some members of the group
would like to have additional, elective coverage. Individual coverage may
also be justifiable, but expensive, when the target population is unorganized. 

A key advantage of individual insurance is that the individual can continue
to be covered once group membership ceases, for example MFI clients who
no longer require loans. Group covers can be converted into individual poli-
cies using continuation options. To the extent that the group cover relies on
infrastructure supporting the group (e.g. using the MFI’s mechanisms for pre-
mium collection), continuation policies may produce additional charges and
administration. 

As discussed below, individual insurance can be made more viable with
product design features that limit scope for adverse selection, including
health declarations, waiting periods and incremental benefits. For the low-
income market, individual covers may also be possible if technology can be
employed to minimize the operating costs, although such examples were not
identified in the case studies.

2.4 To include or not to include

A unique aspect of microinsurance is the willingness to be broadly inclusive.
Generally, commercial insurers limit their exposure by excluding high risks,
such as older persons or those with pre-existing conditions. The microinsur-
ance challenge is to find ways of serving vulnerable households at affordable
rates over the long term. There are several issues to consider:

– Broader inclusion has marketing and social appeal. In some contexts, the tar-
get market prefers to subsidize high-risk individuals (e.g. as the members of
Dong Trieu Mutual Aid Fund in Viet Nam indicated in a recent survey; also
seen in Indonesia (McCord et al., 2005b) and Cambodia (McCord, 2001)),
whereas in other contexts there is a greater preference for exclusion to reduce
premium costs. 
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– Broader inclusion produces lower operating costs by reducing the costs of
screening, while accepting higher-risk persons and their accompanying claims
costs. Significant volumes of policyholders are required to justify this approach.

– High-risk individuals can be included if the benefits are limited or, alterna-
tively, if premiums are correspondingly higher for risky members than for
the rest of the group. Both of these approaches reduce the cross-subsidiza-
tion of the higher-risk individuals by the remaining members and support
broader inclusion on a sustainable basis. 

– There is a solid economic rationale in play as well: the costs of monitoring
and enforcing complex exclusions must be weighed against the claims avoid-
ed; the small sums insured and premiums of microinsurance products cannot
support complex screening and claims validation. 

While schemes are often willing to accept high-risk members, they might
not be so inclined to keep older policyholders. Most schemes have age ceil-
ings – 60 years old at VimoSEWA and 67 years old for ServiPerú’s hospital-
ization benefit – although some, like UMSFG, have no age limitations. To
soften the blow of asking members to leave the scheme (just when they are
about to really need the benefits), some microinsurers such as CARD MBA
and Yasiru (Sri Lanka) provide a withdrawal payout. 

Funding older members may or may not be feasible. The tradeoff is
between lower premiums in order to market the programme more effectively
to all, or higher premiums in order to be more inclusive. If the intention is to
be inclusive, should everyone pay higher premiums, or should older mem-
bers pay higher premiums or receive lower benefits in order to minimize the
subsidization by younger members? The best solution, as with other trade-
offs, is to explain the differences between the cost of lifelong membership
versus having an exit age, and then let the prospective policyholders decide.

3 Terms and payment options

3.1 Term of the coverage 

Many microinsurance products are for 12 months or less. These short-term
policies are generally preferred by insurers because long-term insurance
involves more permanent commitments and higher risk – it is easier to predict
the likelihood of an insured event in the next year than the next 10 years. An
insurer needs to be conservative when giving medium- to long-term guaran-
tees, and must ensure that significant margins in the rates are included to
compensate for error (see Chapter 3.5). From a regulator’s perspective, long-
term coverage is more closely supervised because of the devastating com-
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pounding effects that erroneous interest rate and mortality assumptions can
have on the insurer.

For the insured, the advantage of long-term coverage is that he/she will
have protection even if a condition develops. On the other hand, it is general-
ly more expensive in the younger years than renewable term coverage. 

If insurance is offered together with a loan, it is generally recommended
that the loan and insurance terms end at the same time so that the client has
an opportunity to renew them together. In Zambia, CETZAM and NICO
Insurance had an interesting arrangement whereby the insurance coverage
continued for two weeks after the loan term so that borrowers could retain
insurance cover between loans, since there is often a short gap between the
end of one loan and the beginning of another.

Where the insurance term is significantly longer than the loan term, how-
ever, organizations have a problem with lapses. For example, Tata-AIG ini-
tially sold its five and 15-year life insurance policies through microfinance
institutions. However, of the nearly 10,000 policies sold in 2002–3, only 14
per cent were still active in 2005. The high lapse rate is largely attributed to
clients who stop borrowing, and if they are not borrowing, the MFI does not
have an administration system to continue collecting premiums.

Short-term covers can have a renewable-term arrangement whereby the
policyholder can continue to have coverage up to a maximum age without
additional underwriting or applications, as long as premium payments are
made. Renewable terms combine the advantages of both short- and long-
term coverage. The insured are guaranteed continued coverage, yet the insur-
er can adjust the pricing, up or down, depending on its experience. The
renewal option may be subject to adverse selection in that policyholders
more likely to claim are more likely to renew their cover, and this may need
to be factored into pricing.

Local preferences are important in determining the term. Microcare in
Uganda has migrated from four-month term products (matching loan cycles)
to annual cover in response to client demand. Conversely, VimoSEWA had
the opposite experience. Historically it only offered twelve-month insurance
cycles, but it is now experimenting with three-month terms as clients wanted
more regular premium intervals and coverage renewal. In general, short
terms have high operational costs, as well as the significant cost of non-
renewals because the shorter the term the more frequently the client has to
make the purchase decision and the less time there is for the demonstration
effect to make itself felt.
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3.2 Premium payment frequency 

The microinsurance target market often has irregular and unpredictable cash
flows. To minimize lapses (and maximize renewals), the premium payment
mechanism has to find ways of timing payments so that they correspond
with periods when the households have some surplus income. 

When Delta Life began offering microinsurance, it assumed that the poor
needed to pay premiums on a weekly basis, because that is what they did at
Grameen, BRAC and the other Bangladeshi MFIs. To make this possible,
Delta employed field staff to go door-to-door to collect premiums from all
the policyholders at their homes or workplaces each week. Not only was this
method extremely expensive for Delta, but as it turned out, it did not quite
meet the needs of its clients either. When Delta introduced monthly, quarter-
ly, semi-annual and annual payment options, it found that different segments
of the market had different preferences.

When determining premium payment schedules, another factor to con-
sider is the time value of money. As described in Chapter 3.5, when insurers
receive premiums in advance, they can invest them; the returns on that
investment are used at least in part to keep the cost of the insurance down. So
generally, insurers prefer up-front premium payments instead of instalments. 

From the insurer’s perspective, up-front payments also eliminate or
reduce problems with lapsed policies. Lapses occur when a policyholder neg-
lects to make a premium payment within a certain period of time, similar to a
borrower missing a loan repayment.3 The big difference with a loan repay-
ment is that the lender still wants to get its money back; whereas a lapsed
policy could work out to the financial advantage of the insurer that has taken
money from the policyholder but is no longer obliged to provide insurance
benefits, as illustrated in Box 26.4

Box 26 Lapses at Delta Life

From the start, Delta’s microinsurance products have been voluntary. The
fact that the insurer has sold nearly 2 million policies over the years suggests
that there must be some level of customer satisfaction. Yet less than half of
those policies are still in force, which possibly reflects the lack of a connec-
tion between product design and customer needs. A reasonable measure of
customer satisfaction might be continued payment of premiums. When peo-
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ple become dissatisfied, they may stop contributing. Certainly other factors
also cause lapses, but it is still a reasonable indicator of dissatisfaction. 

Of the 1.9 million policies sold by Delta Life up to September 2004, 57
per cent are inactive. In some cases, this is due to maturities and settlements.
Inactive policies could result from changes in the customers’ financial situa-
tion, or differences between what they thought they were buying and what
they did buy. Alternatively, the cause may simply be dissatisfaction with the
product. Customers have complained about delays in claims processing and
claims being paid by crossed cheque, which means that they have to open a
bank account. Some policyholders also compare Delta Life’s returns
unfavourably with those of banks.

Management recognizes that it has a problem with lapses. In the past,
lapses have not been a priority, perhaps because the organization benefits
financially when policies lapse. Field staff were not monitored or rewarded
on the basis of the number of policies that remain in force, and they have not
received training on how to encourage timely payments. Delta anticipates,
however, that reengineering and better management information will
improve the situation. 

Source: Adapted from McCord and Churchill, 2005.

As described in Chapter 2.2, with endowment policies, one way to pre-
vent lapses is through a non-forfeiture clause. Similarly, the primary product
for a mutual benefit association in the Philippines, as required by law, is life
insurance with compulsory participation of all MBA members. According to
the regulations, 50 per cent of the gross premiums must be set aside as mem-
ber equity. If a policy lapses, however, then the equity can be used by the
MBA as a premium loan so that coverage is continuous, at least until the
equity is consumed. If the member then wants to reinstate, he/she is required
to first replenish the borrowed equity. Clearly, this cannibalism of policy
value undermines the usefulness of insurance as a long-term savings vehicle,
but at least the cover remains in force.

3.3 Premium payment mechanisms 

As discussed in Chapter 3.3, besides minimizing lapses and non-renewals,
the other critical factor to consider when designing premium payment meth-
ods is to keep the administrative costs (and the transaction costs to the cus-
tomer) as low as possible. As a general rule of thumb, the best time to collect
premiums is when policyholders have cash, for example at harvest time, or
when they receive a loan or a government cash transfer. Even better, collect
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the premium at the source so that premiums can be bundled for multiple
clients. For example, Yeshasvini in India collects premiums from producers’
cooperatives who deduct the amount from the members’ incomes.

Group cover has the advantage of streamlining the premium collection
process: there may be only one central policyholder, who pays a premium on
behalf of many persons. The collection of premiums is effectively outsourced
to this policyholder.

To streamline premium payments, another common strategy is to “piggy-
back” the premium on top of another financial transaction. For example, one
of the easiest ways to achieve the high renewals and minimal administrative
costs is to link the premium payment to a loan, since clients have cash when
they receive the loan and can easily pay the premium. The downside of rely-
ing on this approach is that only clients who receive a loan can get insurance
coverage.

Another approach is to deduct the premium from a savings account,
which is done by La Equidad in Colombia and others. This approach is
strongly recommended in Chapter 2.3, as long as customers know that the
money is being deducted. Another more innovative link between savings and
insurance is to establish a fixed deposit account and allow the interest to pay
the insurance premium, a strategy that VimoSEWA uses successfully. One
challenge with this method is for the poorest clients to save up enough
money to deposit in the account. 

What does an insurer do when its clients do not have a regular place to
live and work, let alone a bank account? There are other ways of piggyback-
ing besides financial transactions to reach a clientele in the informal econo-
my. For example, African Life found that many clients for one of its low-end
products in South Africa had a common regular practice: going to church
every Sunday. So it issued “pass books” to customers which they have
stamped at the church when they pay their weekly premiums. 

3.4 Premium amounts

It is standard practice for insurers to apply different premium rates depend-
ing on the policyholder’s age and sex, especially with individual insurance.
For microinsurance, this adds a layer of complexity that can be difficult for
staff and clients to understand. Within the context of the partner-agent
model, several MFIs, including TSKI (Philippines) and Shepherd (India),
have negotiated with insurers to provide a single rate for all ages (see Box 27). 

Such an arrangement is possible when the sum insured is small, if there is
a continuous influx of younger members, if there is a maximum coverage
and/or entry age, and with annual actuarial pricing review. For higher-value
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policies or with elective participation, the MFI will probably have to imple-
ment age-structured rates prepared by the insurance company or actuary.5

Whatever the premium terms, it is difficult to overstate the importance of
managing premium delinquency. Many insurance schemes have failed
because they provided cover without actually collecting premiums. 

Box 27 Flat-rate pricing for Shepherd

When Shepherd was developing its hospitalization product with United
India Insurance Company (UIIC), one of the sticking points in the negotia-
tions was the age brackets that the insurer proposed. Initially, UIIC wanted
to offer a lower premium for members between 18 and 45, and charge those
in the 46 to 60 age bracket a higher price. As is its custom, Shepherd took this
proposal to its members and they voiced significant concerns, preferring
instead a uniform price. Given the complications that arise from trying to
determine a person’s age in rural India, and the administrative costs and chal-
lenges of segregating policyholders into two categories, this was probably a
fortunate choice.

Source: Adapted from Roth et al., 2005.

4 Benefits

The benefits provided by the insurance product should be largely determined
through demand research: what is it that people need coverage for? The gen-
eral lesson is that microinsurance benefits should be kept as simple as possi-
ble for several reasons. First, to keep the premiums low, the administrative
costs have to be kept low; and it is easier to accomplish that objective if the
benefits are straightforward. More complicated products could be managed
cost-effectively if the organization had an excellent management information
system, although this is not an area in which microinsurers have as yet
excelled.

Second, the target market for microinsurance is often illiterate or unedu-
cated and lacks exposure to insurance. Complicated benefit packages are dif-
ficult and time-consuming to explain to clients. Indeed, one of the reasons
why the new products introduced by ALMAO in Sri Lanka have not been
popular is that they are harder to explain to customers than the old basic
funeral insurance product.6 If a product cannot be easily explained in a few
sentences, then low-income clients will not understand it and the product 
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will not be well received. In fact, where the benefit package is complicated,
salespersons tend to omit to mention certain benefits. 

Another reason for keeping the product simple is that many of the bells
and whistles in complicated products are really just there as window-dressing,
used for marketing purposes to make the product appear more impressive. In
practice, however, there are hardly any claims for certain benefits, and there-
fore people are paying for things that they do not really need or want. For
example, ASA was offering insurance in partnership with Life Insurance Cor-
poration (LIC) of India that provided multiple benefits (see Table 17) for an
annual premium of just Rs.100 (US$2.22). The problem from ASA’s perspec-
tive was that the insurer would hardly ever pay accidental death claims, as
elaborate documentation was required to prove that death had been due to an
accident, and hardly any clients made disability claims. Therefore, when ASA
switched insurance partners, the MFI simplified the benefits, requesting only
death cover, regardless of the cause, and no disability benefits.

When determining insurance benefits, it is important to ask whether it will
be easy for policyholders to make a claim. If the client cannot make a claim,
or at least not easily, then the proposed benefit will not be particularly bene-
ficial. This logic has led others to follow ASA’s lead in staying away from
accidental death coverage and disability benefits. Leftley (2005) agrees that
disability benefits should not be included in microinsurance: “Many clients
cannot claim for disability because they are unable to demonstrate that it was
not a pre-existing condition as they lack formal medical records. Plus, trying
to explain that they get 50 per cent of the sum insured for one arm, and 25
per cent for an eye, and so on, is also complicated and off-putting for a new-
comer to insurance.”

In contrast, CARD MBA does offer additional accidental death benefits
(see Table 21 below). Since it is a member-owned scheme, it is easier for peers
to assess if indeed the death was accidental even without a police or coroner’s
report, which are difficult to come by on remote Filipino islands. CARD
MBA also follows a simple rule regarding claims settlement: “When in
doubt, pay.” Such an approach helps build member confidence in the scheme.
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Table 17 Benefits of LIC’s Janashree Bima Yojana

Insured event Sum insured
Natural death Rs. 20 000 (US$444) 
Accidental death Rs. 50 000 (US$1 111)
Partial disabilities Rs. 25 000 (US$556)
Total disability Rs. 50 000 (US$1 111)

Source: Roth et al., 2005.



Although the benefits should be simple and “claimable”, microinsurers
should also consider offering a couple of different benefit levels so that the
low-income market can experiment with a very basic and inexpensive prod-
uct. If they come to believe that insurance provides good value for their
money, they might be enticed into higher benefit levels. This graduation from
entry-level products to more substantive benefits would be a strong indicator
of customer satisfaction and loyalty (and possibly an adverse selection risk!).

4.1 Basket coverage?

In India, which is perhaps the world’s most sophisticated microinsurance
market, there is a trend toward basket coverage, whereby a number of bene-
fits are all thrown into one integrated insurance policy. For example,
VimoSEWA’s product covers death, hospitalization and asset loss – benefits
that come from two different insurance companies – all bundled together
into one comprehensive product (see Table 16 in Chapter 2.4).

Table 18 summarizes the benefits of an insurance policy provided by
UIIC to Shepherd. The core benefit from this product is the hospitalization
cover. Although this is a relatively new product without a lot of claims expe-
rience, it is unlikely that there will be many claims for most of the other ben-
efits. If that is indeed the case, then clients are paying 20 to 25 per cent more
than they should for the hospitalization benefit. Indeed, one problem with
basket coverage is that policyholders may be buying benefits that they do not
want (although this does have the advantage of reducing adverse selection).

The rationale behind a bundled product is that it delivers a more compre-
hensive risk protection package while reducing expenses (i.e. it would be
more expensive to sell three separate products). The marginal cost of adding
additional benefits is minimal. Plus, when selling the product, the salesperson
can offer a cost-effective solution to the diverse risk-management needs of
the target market. 

One major issue with this basket cover approach is the lack of transparen-
cy. Clients would never be told the contribution of each individual benefit to
the total price, nor would they be allowed to choose the specific benefits they
want. Another potential problem is that the inadequate servicing of one com-
ponent of the product may taint the perception of the entire product, since
the life and non-life risks are usually ceded to different companies. So if
health claims are not paid on time, for example, the whole package will be
affected. The converse is also possible: good servicing and good value of one
component could increase the appeal of the entire package, so that an inferior
component is propped up, at least for a time. 
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To summarize, this is an unresolved issue, as the attraction of providing more
comprehensive coverage is in conflict with the compelling rationale for keep-
ing the product simple.

4.2 Family benefits

While it may be appropriate to have fewer benefits, it is also (generally) bet-
ter to have more people covered by one product. A family benefit approach,
which may include spouses, dependants and even parents, creates a number
of important advantages for microinsurers:
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Table 18 Benefits from UIIC’s UniMicro insurance scheme

Product feature Comment

Group or individual Group

Term 1 year

Eligibility requirements Age 18 to 60
Declaration of good health

Delivery model Partner-agent with UIIC

Voluntary or compulsory Voluntary

Product coverage (benefits) Rs. 15 000 (US$333) accidental death

Rs. 15 000 (US$333) permanent disability

Rs. 250 (US$5.55)/month up to max Rs. 750 for
temporary disability

Rs. 5 000 (US$111) hospitalization expenses

Rs. 5 000 (US$111) for house fire and allied perils

Key exclusions 30 days waiting period (except for accidents); exclusions
for the hospitalization cover include childbirth, pre-
existing conditions, and HIV/AIDS; during the first year
of the cover, treatment for cataracts, hysterectomy, her-
nia, congenial internal diseases are not payable, but these
are covered from the second year

Pricing Member pays Rs. 100 (US$2.22); Rs. 84 (US$1.87) goes
to the insurance partner; Rs. 16 is kept as commission 
(an additional Rs. 20 (US$0.44) is charged for thatched-
roof houses)

Source: Roth et al., 2005.



– A family is a group of sorts, and consequently family coverage carries many
of the same advantages as group coverage: larger numbers, lower adverse
selection risk, etc. The price for a family unit is generally lower than the sum
of individual premiums.

– Family coverage can have a positive selection effect by purposefully enrolling
very low-risk persons. For example, African Life entered the HIV/AIDS-
ridden low-end market by developing a product where the family, rather
than an individual, was the insured unit.

– Family coverage often has a better marketing effect because claims are more
frequent and thus there are many more examples to demonstrate the value of
microinsurance.

– Microfinance institutions concerned about protecting their loan portfolio
realize that borrowers have repayment problems when death or illness
strikes family members.

– If the whole idea behind microinsurance is to reduce the vulnerability of
low-income households, then coverage should be extended to include all
household members.

The disadvantage of family benefits is that not everyone has a family, or
that some people have larger families than others. To deal with the size of the
family, microinsurers either ask the policyholder to identify the specific
dependents who are covered by the policy or they offer different prices for
different-sized households. To ensure that women and children are not left
out, it is preferable to require family coverage where possible. 

ALMAO’s funeral policy covers up to nine people, including parents and
in-laws. CARD MBA covers the spouse and up to three children under 21.
Those without children can include their parents. For those who are not
legally married, CARD assists by organizing weddings (see Box 28). Another
disadvantage is that family benefits are more expensive in absolute terms
(though possibly not in per capita terms), which may make coverage unaf-
fordable for some market segments.

Box 28 Mass weddings

CARD MBA requires that for coverage of other family members there must
be legal documentation to prove the relationship. Many MBA members have
not yet formalized their relationship with their spouse, often because of the
costs involved. Thus, as a member benefit, the MBA occasionally organizes
mass weddings for its members. This event helps members comply with MBA
requirements, puts women in a better legal position, and saves them money.

Source: Adapted from McCord and Buczkowski, 2004.
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One cannot assume that households have nuclear families of mother,
father and two children. Depending on the country, many households con-
tain extended families including grandparents, nieces, nephews, aunts, the
children of friends, etc., particularly in HIV/AIDS-ravaged areas where
grandmothers are taking care of orphans. Consequently, microinsurers have
to be very clear who they consider to be a dependant, relying on local defini-
tions where possible (see Box 29). 

Box 29 UHC definition of family in Uganda

When it agreed to sponsor the development of the Uganda Health Coopera-
tive, management at Health Partners, a United States-based HMO, expected
that many of its North American assumptions and ways of doing things
would have to be adapted to the Ugandan context. One adaptation that was
quickly deemed necessary was the definition of who was included under
“family” coverage. The North American definition of family did not accu-
rately reflect the reality of the lives of potential Ugandan policyholders.
Instead, UHC developed a more “local” definition: “everyone who eats from
the same pot”.

Source: Adapted from Brown and Churchill, 2000.

For example, TSKI and its insurance partner Cocolife agreed that chil-
dren born outside wedlock can be included in the policy as long as they share
the same family name as the TSKI client. Illegitimate children with a differ-
ent family name cannot be included. However, children from previous mar-
riages who have different names can be included under the microinsurance as
long as there is documentation to prove that they are the client’s biological
children. This example is not necessarily a good or bad practice, but it illus-
trates the types of issues that will need to be clarified under a family cover-
age.

Even more important than defining which dependants are eligible, is to
identify them in advance. To minimize claims fraud, each person covered by
the policy must be individually identified using official documents (where
possible) and/or with photographs. It is not sufficient to specify which per-
sons are covered without combining this with explicit identification of the
additional persons. It is also important to control movements of dependants
on or off the policy. For example, clients may have the option of adding new-
born children to the policy at birth (or within a short timeframe thereafter)
but not subsequently. This controls adverse selection. 
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When extending life coverage to spouses, it is important to recognize that
men often have higher claims ratios. For example, in AIG Uganda’s experi-
ence, the claims ratio of men to women is 4:1, while at CARD MBA it is
3.2:1. Spandana has had similar experiences. There are various factors
involved, for example men tend to be older than their wives, while having a
lower life expectancy. However, there also appears to be a screening problem.
In each of these cases, the women are borrowers who have to meet specific
criteria, e.g. less than 55 years old, economically active and accepted by their
borrower group. However, no screening or age restrictions are applied to
spouses, which leads to an adverse selection scenario in which women with
sick husbands can join the scheme. 

4.3 Cash or in kind? Now or later?

With health insurance, benefits are either conveyed in kind, in which case the
benefit is the healthcare service, or in cash. Cash healthcare benefits are usu-
ally paid on a reimbursement basis; the policyholder has to pay the bills and
then submit the receipts for reimbursement. Such an arrangement is general-
ly less appropriate for poor clients who do not have the money to pay the
bills in the first place (see Chapter 2.1). 

The benefit of having health insurance is that people do not have to delay
care because they have to find the money. Most community-based health
insurance schemes use a third-party or cashless payment system whereby the
microinsurer pays the healthcare provider directly, so the insured does not
experience any out-of-pocket expenses, except perhaps for a co-payment or
transportation (which is sometimes also reimbursed by the insurer). Health
insurance on a reimbursement basis is a distant second-best option. 

In Georgia, where Aldagi Insurance is in partnership with Constanta
Foundation, policyholders are given cash in the hospital so that they can pay
the bribes required for care (which are unreceipted and thus not payable to
the hospital or reimbursable to the beneficiary). While this approach may not
be recommended in other contexts, it illustrates the inventiveness required to
serve the low-income market.

For life insurance, benefits are almost always paid in cash, although there
are some interesting exceptions. ServiPerú’s coverage is paid through funeral
services, which includes a coffin, flowers and a hearse. In fact, ServiPerú has
found the low-income market more receptive to service provision because it
is easier for it to understand than risk pooling. One advantage of the in-kind
approach is that the insurer can arrange a discount by essentially buying the
funeral services in bulk, so low-income households can get better value for 
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their money. The disadvantage is that, when a death occurs, the family often
has to pay for other expenses besides the funeral, and therefore needs a cash
payment as well.

Another factor to consider with life insurance benefits is when they are
paid out. Typically, after a claim has been processed, the beneficiary gets a
lump-sum benefit and that is it. If a breadwinner has died, the household will
have to find ways of replacing the lost income. Under such circumstances, a
lump-sum benefit could quickly disappear. To address this issue, La Equidad
provides households with several benefits. Besides a payout if the policy-
holder dies or is permanently disabled, its Amparar (Spanish for “to pro-
tect”) product – offered to the low-income market through the MFI
Women’s World Foundation – also provides financial support to help benefi-
ciaries pay for groceries and utilities (see Table 19). For an additional premi-
um, policyholders can purchase a children’s education rider that would make
additional monthly payments for two years to assist with education expenses.

The provision of benefits over a period of time after the insured event is
likely to have a greater development impact than a lump-sum payment,
which may be spent on an elaborate funeral but not help the household cope
with the loss of income. The staggered benefits approach is also adopted by
ALMAO’s “Senehasa” product (see Chapter 2.4) and CARD MBA’s total
and permanent disability (TPD) cover, which pays out over an 18-month
period. The main disadvantage of staggered benefits is the transaction costs
involved, especially if they are provided by cheque which might be difficult
for beneficiaries to cash. This disadvantage can be overcome if benefits can be
paid directly to a savings account, or to a service provider such as a grocery
store or utility company.

166 Microinsurance operations

Table 19 Benefits of La Equidad’s Amparar microinsurance product

Coverage (US$) Plan 1 Plan 6
Smallest Largest

Death (any cause) 1 244 8 292
Total and permanent disability 1 244 8 292
Food/groceries for 12 months 25 104
Utilities for 12 months 12 62
Funeral support (lump sum) 62 332

Optional:
Children’s education expenses 24 months 15 75

Note: there are six plans. Only the smallest and largest are included.
Source: Almeyda and Jaramillo, 2005.



4.4 Cash-back benefits

As mentioned above, one of the difficulties in marketing microinsurance is to
convince clients that they are getting value for money, even if they do not
claim. Policyholders are often left with the perception of poor value if they pay
premiums for some time without receiving any benefits in return, not recog-
nizing the importance of having enjoyed the security and protection. This may
be especially true if the insured becomes too old and is forced to drop out. 

To help address this problem, some benefit features may be added to
longer-term products, such as those described in Chapter 2.2, although these
may introduce pricing risks typically inherent in most long-term guarantees
(see Chapters 3.5 and 3.6):  

1. Premium-back features generally refund all or part of the premiums paid
after several years of enrolment, as is required under the MBA regulations in
the Philippines. If the term is long enough, a modest interest payment may
even be included. Yasiru (Sri Lanka) does this as well, distributing 40 per cent
of its profits to clients with at least five years of membership, which serves as
a loyalty incentive.

2. Paid-up insurance means that after several years of premium payments,
the coverage may continue for a lifetime without additional premiums. The
amount of insurance may also be determined by the entry and exit age of
each client. For example, with ALMAO’s “Pilisarana” product, premiums
are paid until the policyholder turns 60. The benefit after that age depends on
how old they were when they started paying into the scheme. 

3. Savings features may be bundled with the product and contributions
returned with interest dependent on the net earnings of the portfolio. It may
be difficult to market a non-guaranteed interest rate, but this can be done
with hypothetical projections.

4. Endowments pay a guaranteed cash benefit, perhaps equivalent to the life
coverage amount for a certain period of time or when the policyholder reach-
es a certain age.

These features tend to be relatively expensive and potentially risky for the
insurer if not designed properly, especially if interest rates are low or in
decline. Although “no claim” or persistency-linked cash-back awards may
seem attractive to clients, like any other benefit, they must be charged for,
and effectively reduce the risk spreading of insurance, which is to redistrib-
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ute resources from those unaffected by the risk to those affected by the risk.
In addition, care must be taken to keep the product simple when introducing
such features to preserve its appeal.

5 Risk management and claims controls

For both health and life insurance, it is essential to design products with the
claims controls and adverse selection features to sustain the scheme and keep
premiums low. In general, elective participation, diverse target populations,
broader inclusions and numerous product choices all tend to increase adverse
selection and thus need more controls, especially in smaller schemes. 

The principle of simplicity that applies to benefit design and marketing is
also applicable to risk management and claims controls. Insurers seem to
have an inherent tendency to make things complicated, a tendency that
microinsurance must curtail. For risk-management purposes, product
options should not be choices at all, but rather pre-defined and linked to cir-
cumstances outside the applicant’s immediate control. For example, if appli-
cants have a family, then they should be required to take the family package. 

Other key controls to consider include health declarations, co-payments
and deductibles, and microinsurance-friendly alternatives to exclusions.

5.1 Health declarations

If the potential for adverse selection is significant, then the applicant should
be required to sign a declaration of good health, an approach used by many
of the organizations that offer life insurance. It is even useful with credit life
to discourage older or sick borrowers from attempting to maximize their
loan amounts once they become aware of a terminal disease such as cancer. 

The basic idea of a health declaration is that the applicants state that they
are in good health to the best of their knowledge at the time of application. If
policyholders then die and the microinsurer can determine that they knew
about the terminal health condition at the time of the declaration but lied
about it, then the microinsurer has the right to deny the claim based on the
false declaration. So instead of expensive screening of all applicants, the
insurer concentrates its resources on verifying a few claims.

The health declaration is useful not only as a tool for the microinsurer to
reject claims, but also as a deterrent to adverse selection. For example, if a
terminally ill loan applicant knows that the credit life claim is likely to be
declined because of the declaration, then he/she may be discouraged from
proceeding with the loan application because of the burden that will be put
on the surviving family. 
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For credit life, health declarations may either be required for all loans or
only for larger loan amounts. For efficiency purposes, microinsurance schemes
minimize controls for the smallest policies, but introduce them for larger sums
insured. If only required for larger loans, the microinsurer will still have
some exposure to adverse selection, but will put up with it to save the admin-
istration costs involved in processing a declaration for every single loan. In
such cases, the trigger for a declaration should be based on the total amount of
all outstanding loans granted to the borrower rather than each individual loan.

5.2 Co-payments and benefit ceilings

For health microinsurance, deductibles and coinsurance (which are different
types of co-payments) and benefit ceilings are important claims control
mechanisms. The most effective design combines all three. That is, all claims
below a certain amount, the deductible, are paid by the insured. Then, the
insured pays a coinsurance of x per cent of the claim (or a fixed amount) in
excess of the deductible. The insurer pays the difference up to a certain maxi-
mum amount. These control mechanisms can be applicable to each claim or
on an annual policy-year basis. 

The point of such payments is two-fold: 1) to reduce the actual claims
amount paid by the insurer, and perhaps more importantly 2) to help reduce
the claims incidence. For example, insureds will be more reluctant to admit
themselves to hospital for minor ailments if they have to pay a deductible,
and would also be discouraged from remaining hospitalized beyond the nec-
essary period if a coinsurance were payable in excess of the deductible. 

An additional objective of a deductible is to reduce the administrative
burden for the insurer of processing many small claims. So if a deductible
were in place, the insurer would only process claims that were in excess of
the deductible. Interestingly, although coinsurance is common in microinsur-
ance (see Table 20), none of the case study organizations included
deductibles. The UMSGF mutuelles did use deductibles initially, but when
the network introduced a third-party payment system where the insurer
reimbursed the healthcare providers directly, deductibles were no longer
considered necessary because the administrative processes were sufficiently
simplified. From a pricing perspective however, all claims should be coded in
an MIS, whether or not the deductible is exceeded, whether or not a claims
payment is made. This is necessary to determine true morbidity rates and
medical costs (see Chapter 3.5).

Healthcare schemes that only provide inpatient benefits may find co-pay-
ments unnecessary as well. For example, Yeshasvini, which only covers sur-
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gery, does not require either since it assumes that people will not have surgery
unless they really need it (and elective surgery is excluded). Similarly, neither
VimoSEWA nor Shepherd has a co-payment for their hospitalization covers. 

The co-payments amount must be carefully determined. If it is too high,
then the tendency may be for the insured to wait too long to seek treatment, or
not to seek treatment at all, thus possibly causing the condition to deteriorate
to a more severe illness, eventually resulting in a much larger claim or perhaps
even death. When considering co-payments (or deductibles), microinsurers
should bear in mind “implicit” co-payments – for example the costs of travel
to access healthcare services or losses of income from time away from busi-
ness, which may already act as disincentives to unnecessary claims.

Another consideration for co-payments in particular is whether the infra-
structure is in place to accept cash payments. For example, three of the four
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Table 20 Coinsurance and payment ceiling of health microinsurers

Health insurer Coinsurance Benefit ceilings 

UMSGF · US$0.38 for outpatient none
· none for inpatient
· 30% for primary care

AssEF 30% of expenses for specified none
in- and out-patient services

BRAC MHIB · US$0.03 for MFI clients between US$8.52 and US$17.04
· US$0.08 for other insured for each incident when referred

persons outside the BRAC clinics
· none for the ultra poor 

Grameen Kalyan · US$0.09 for MFI clients US$34.08 for hospitalization due
· US$0.17 for non-clients to maternity complications, and
· US$0.85 for uninsured to US$17.04 for hospitalization

persons due to other complications

Yeshasvini None US$4,545 per year which is suffi-
cient for two of the most expensive
operations and some smaller ones

ServiPerú · US$1.43 per consultation none
(except for X-rays the 
policyholder pays 50% of 
the cost)

· US$11.43 per emergency 
service.

· 10% of expenses for medical 
care in the event of accident 
and hospital care as a result 
of illness or accident.



government schemes analysed in Latin America also avoid co-payments
because financial transactions open up vulnerability to fraud (Holst, 2005a).

For health insurance, several organizations control claims by instituting a
maximum claim per annum or per hospitalization, or by limiting the number
of hospitalizations per annum. BRAC and Grameen Kalyan apply these lim-
its when cardholders have to be referred to other healthcare providers, but
do not limit the amount of care from their own clinics. Yeshasvini Trust has a
maximum amount that can be claimed in a calendar year (US$4,545). These
controls protect the viability of the scheme – especially since the schemes do
not have reinsurance – but limits cannot be set so low as to undermine the
usefulness of the insurance cover.

5.3 Alternatives to exclusions

Insurers may use exclusions for a number of reasons: 

– Controlling adverse selection, e.g. pre-existing condition exclusions
– Reducing moral hazard, e.g. suicide exclusions
– Reducing the cost of insurance by removing high-frequency or common

claims and targeting only specific causes of claims, e.g. accident-only cover
which excludes death due to illness

– Controlling covariant or catastrophe risk, e.g. war and riot or weather catas-
trophe exclusions

– Reducing the extent of initial underwriting, e.g. one-year HIV/AIDS exclu-
sions applied to life cover to eliminate the need for testing

As discussed above, microinsurers may adopt a different approach to
exclusions from that of traditional insurers. While the moral-hazard exclu-
sion is justifiable regardless of the type of insurance, a microinsurer may
allow typically excluded conditions for covariant risk and certain adverse
selection risks in the spirit of social protection. 

Where covariant risks are taken on, it is essential that appropriate risk-
mitigation strategies exist, such as reinsurance or donor support in the form
of guarantees. Otherwise, the only consequence of dropping the catastrophe
exclusion will be the insolvency of the scheme in the event of a catastrophe,
which benefits no one.

The argument against exclusions for pre-existing conditions is not quite
as clear. If a microinsurer offers voluntary individual insurance, then high-
risk people are most likely to sign up; if only high-risk people join, the insur-
er cannot effectively pool the risk. However, if it is group coverage, especially
if it is mandatory, or the microinsurer recruits large volumes of policyholders,
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then it can be more inclusive with regard to pre-existing conditions. This
additional risk is highest at product launch. If renewal/persistency rates can
be kept high, as the scheme matures, the risk associated with pre-existing
conditions becomes more manageable because new insureds become a small-
er proportion of the entire portfolio. It may be appropriate to fund this start
up risk with donor support, which can be relaxed subsequently as the scheme
moves towards sustainability.

A microinsurance-friendly alternative to exclusions is the waiting period,
whereby policyholders cannot access certain benefits for some time after
they enrol. For example, in South Africa, HIV/AIDS-related adverse selec-
tion is managed using six-month to one-year accident-only waiting periods
for life policies backing up low-income housing loans. A waiting period has
essentially the same effect as excluding pre-existing conditions except that
the insurer does not have to incur the claims verification costs. If the insured
event occurs during the waiting period, the claim is rejected; the insurer does
not have to check with doctors and review medical records to determine if
the policyholder already had the problem, as it relates to exclusions for pre-
existing conditions. 

Another alternative to exclusions which is more in-line with the spirit of
microinsurance is to offer benefit schedules with gradually increasing bene-
fits. For example, if the insured event occurs in the first year, the benefit is
small, but if it occurs after the first year, the benefit is much larger. Such an
approach is an effective way to control adverse selection while creating an
equitable microinsurance scheme that encourages long-term participation
and renewal. CARD MBA has adopted this incremental benefits approach,
as illustrated in Table 21.
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Table 21 Benefit amounts at CARD MBA

Duration of membership Cause of death Member Legal spouse and 
(US$) dependants (US$)

Under 1 year Pre-existing condition or 
event during contestability 
period 18 –

Under 1 year Non-accidental 55 55
Under 1 year Accident 182 55
1-2 years Non-accidental 55 55
1-2 years Accident 236 55
2-3 years Non-accidental 302 110
2-3 years Accident 575 110
Over 3 years Non-accidental 302 110
Over 3 years Accident 665 110

Source: McCord and Buczkowski, 2004.



5.4 Fraud control

A final, critical component of microinsurance product design and risk manage-
ment is a system to prevent fraudulent claims. Products must be designed in
such a manner as to support coverage and claims validation with clear objective
criteria. One way to implement cost-effective fraud controls in microinsurance
schemes is to make use of their relationship with community structures. 

In addition, cost-effectiveness needs to be considered from both the
insurer and the policyholder perspective. If having sight of the death certifi-
cate involves two or three 10-kilometre trips, unofficial fees and a month’s
wait, is it really necessary if the agent attends the policyholder’s funeral?

6 Conclusions 

The main messages from this chapter are:

– Microinsurance product design must strike a balance between broad inclu-
sion, appropriate benefits, low premium rates and sustainability (or targeted
profitability).

– Products have to be customized to clients’ needs and preferences.
– Affordability and product design features have to be considered together.
– Microinsurance is relatively easy if the target market is a well-organized group;

significant challenges are faced when trying to serve unorganized individuals.
– Group coverage is generally more appropriate for microinsurance because it

minimizes administrative costs, which should lead to lower premiums. 
– Mandatory coverage has significant advantages, while its disadvantages can be

curbed through marketing and education efforts, and some choice in benefit
packages.

– Short-term insurance is generally more appropriate for the low-income market.
– The heterogeneous low-income market prefers a variety of premium pay-

ment frequencies and mechanisms.
– It is advisable to limit benefits to the most important insurable risks.
– The spreading of life insurance benefits over a period of time might be advan-

tageous to both parties as long as transaction costs can be minimized.
– If policyholders cannot easily claim for a benefit, then the policy is not very

beneficial.
– Deductibles, co-payments and benefit limits are important claims controls

for health insurance schemes.
– Product design features like waiting periods and benefit schedules allow

microinsurance schemes to include high-risk persons without incurring addi-
tional screening costs.
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When designed properly, microinsurance can be a valuable financial tool for
low-income clients. Yet even with a strong product, a microinsurance scheme
will fail without an effective marketing campaign. When asked about insur-
ance, low-income persons often express ignorance or indicate that they think
it is only for rich people. A major hurdle for marketing insurance to the poor
is the lack of differentiation between microinsurance and conventional insur-
ance products. The mentality that insurance is only for the rich will persist
until microinsurers can adequately differentiate their product in the market
place. 

Marketing insurance to the poor presents some other challenges as well. If
they have had access to conventional insurance (or know of other people who
have had insurance), the experience has often been negative, tainted by claims-
processing delays, rejected claims and lapsed policies – all of the characteris-
tics that microinsurance product design must avoid. Low levels of literacy
among potential clients make marketing the product even more difficult. 

Most people, rich or poor, do not enjoy buying insurance because they do
not want to think about risks or the pending occurrence of perils. Many do
not like the idea of buying peace of mind and then feeling the expense was
wasted if the insured event does not occur. However, that idea is even harder
to swallow when one is poor, living from day to day, not planning for the
future, and without surplus cash to waste. 

This chapter is organized into four sections. The first section summarizes
the main marketing messages commonly conveyed by microinsurers. The
second section reviews the techniques used for conveying those messages.
Section 3 considers the important marketing role of after-sales service, and
the final section looks at the marketing implications of mandatory insurance.

3.2 Marketing microinsurance
Craig Churchill and Monique Cohen 

The authors would like to thank Herbert Meister (Munich Re), Dirk Reinhard (Munich Re 
Foundation) and Tamsin Wilson (MicroInsurance Centre) for their comments on this chapter.



1 Main marketing messages

The first step in designing a marketing strategy is to determine whom the
microinsurer is trying to reach, including their literacy and income levels.
One important lesson emerging from ICMIF (2005) is that microinsurers
should avoid trying to serve too many different market segments since that
can require many products and corresponding marketing channels, which
can significantly drive up operating costs.

After identifying the target market, the next step is to determine the main
messages that microinsurers want to convey. This is accomplished by consid-
ering the anti-insurance arguments that the target market might have, and
then designing messages to counter those arguments. From the available case
studies, four main marketing messages emerge: protection, solidarity, opti-
mism and trust. Unfortunately, given the data available, it is not possible to
assess their relative effectiveness, so this section merely describes the most
common marketing messages.

1.1 Protection

A main marketing message conveyed by microinsurers is to remind low-
income households that they are vulnerable, that people like them incur risks
all the time, and if they do not have a way of effectively managing those risks,
they will be worse off. This emotional approach often relies heavily on testi-
monials of persons who did benefit and were able to survive a crisis (as well
as negative testimonials of those who did not have protection and suffered). 

Delta Life (Bangladesh) uses this approach with its new marriage endow-
ment product, which is supposed to benefit the policyholder’s daughter
when she turns eighteen, either from the savings or, if the policyholder dies
during the term, from the insurance benefit. In the brochure for the product
(see Figure 10), the bride is crying – even though she is getting an appropriate
wedding – because her parent is not there to share her joy.
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Figure 10 Daughters’ wedding insurance plan: Delta Life
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1.2 Solidarity

While the protection message is essentially the same for insurance and micro-
insurance, some microinsurers also emphasize solidarity as a key marketing
message. This message builds on informal self-help mechanisms, with which
people are familiar, to make insurance and risk-pooling more comprehensible
to an uneducated market. For example:

– VimoSEWA (India): “All contribute to a common pot; those who have faced
the prescribed risks can take from the pot as per the rules and regulations
decided by all.” 

– AssEF (Benin): “Mutual health organization! Huge membership + regular
payment of premiums = good health for all. Risk management and solidarity
for better health.” 

– Yeshasvini (India): “Each for all and all for each” (see Figure 11).

Figure 11 Marketing brochure: Yeshasvini
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The solidarity message is more common, and perhaps more effective,
when policyholders are also involved in shaping the benefits and the proce-
dures. This message is particularly important to avoid the confusion that
often happens when the policy term comes to an end, and clients who did not
suffer the insured event want something back. The challenge is to help low-
income households understand from the outset that insurance requires soli-
darity and that even though they might not benefit this year, they might in
the future, and they have made it possible for many others to do so.

1.3 Optimism

Several microinsurers recognize that they need to put a positive spin on their
marketing messages since the “doom and gloom” approach can reinforce the
negative perspective that poor consumers have of insurance. This positive
approach can best be seen by contrasting a smiling girl in TUW SKOK’s
brochure (Figure 12) with the crying bride from Delta Life. 
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Figure 12 Guaranteed savings brochure: TUW SKOK

Translation: 
– An insured systematic savings account
– High interest 
– Not only for the rich
– Feeling of security
– Guaranteed future
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This optimistic approach is probably easiest with endowment or accumu-
lating value life insurance policies. The message can focus on the amount of
savings that one might have at the end of the term, or on the purposes for
which that money could be used – such as building a house, sending children
to school or paying for a wedding – instead of on the sum insured that the
beneficiary would get if the policyholder died.

The positive spin on health insurance focuses on people being and staying
healthy, rather than on illnesses and medical treatments. It is even possible to
present term life from a positive angle, by linking the cover, which is relative-
ly inexpensive, to a common superfluous expense. The same idea underlines
the slogan for a health insurance scheme in India – “For just a rupee per day” –
since it costs Rs. 365 per person annually.1

1.4 Trust

One of the problems with selling insurance is that policyholders do not
know whether the insurer will pay out the benefits in the event of a claim.
The market often perceives insurers as quick to take their money, but slow to
pay it out. Low-income persons are particularly susceptible to fraudulent
schemes, which in some locations have undermined the credibility of legiti-
mate insurers. Even with respectable insurance companies, the low-income
market tends to experience a disproportionate amount of claims delays and
rejections. This is, in part, because the poor are not a powerful or influential
customer base, so insurers do not have significant incentives to keep them
happy. 

Microinsurers need to find ways of convincing the target market that they
are indeed trustworthy. Conventional insurers often try to create large, visi-
ble headquarters as a way to convey the impression that they are a large and
stable company. Located in the centres of towns and cities, the headquarters
are often far from the areas where the poor live and work, which is not so
useful for the low-income market. For microinsurance, perhaps the most
effective way of conveying this message is through branding – associating the
insurer with something that is trusted by the poor. For example:
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– The logo of TUW SKOK (Poland) resembles the logos of the credit unions
with which it works, to draw a connection between the trust that the mem-
bers have in their credit unions and the credit unions’ insurance company. 

– SEWA has a powerful and trusted image among women in the informal
economy that has significantly helped VimoSEWA. Even after difficult peri-
ods, such as the Gujurat earthquake when there was a surge of claims that
exceeded the microinsurer’s capacity and claims payments took three months
or more, members gave VimoSEWA a degree of leeway that would not have
been extended to most organizations.

– When AIG entered the Indian market, it was fortunate to start a joint ven-
ture with the Tata group of companies, one of the most respected and trusted
Indian industrial conglomerates. When Tata-AIG entered the low-income
market, it exploited the Tata brand: agents selling microinsurance assured
potential clients that such a large company would have little interest in steal-
ing their miniscule (in relative terms) premiums. In addition, it collaborated
with local NGOs that helped strengthen its local credibility.

2 Marketing techniques

To convey these messages, microinsurers use a variety of marketing tech-
niques. To get customers to the point of signing their contracts and paying
their premiums, marketing managers have to go through three phases (Figure
13). First, they have to raise awareness about microinsurance and microin-
surance providers. Second, they have to help the market understand the
products, including the costs and benefits. Lastly, they have to activate the
market by turning the increased awareness and understanding into a sale. 

Figure 13 Three-step marketing process
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costs and benefits)
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2.1 Raise awareness

Raising the customer’s awareness of insurance has two aspects: a) a general
knowledge of insurance and b) specific familiarity with an insurance provider.
From the experiences of microinsurers, the general receives far less attention
than the specific. Few microinsurers use social marketing techniques to:

– educate their clients more broadly about insurance,
– describe how it fits into a broader array of risk-management mechanisms and 
– illustrate the advantages and disadvantages of insurance relative to other

ways of managing risk (e.g. savings or credit). 

The only example of creating general awareness that emerged from the
case studies was Tata-AIG, which produced brochures explaining insurance
without actually mentioning the insurer or its product. The literature was
disseminated by its NGO partners, and their credibility in the low-income
market helped raised the standing of insurance as a viable intervention for the
poor. (Obviously, the success of this approach may be constrained by the lit-
eracy levels of potential policyholders.) 

There are two reasons why creating general awareness is not more com-
mon in microinsurance. First, for mainstream insurance providers, it is in
their interest for clients to understand their products, but to have little
knowledge about the industry in general. Second, general insurance aware-
ness campaigns could equally benefit other insurance providers, so individual
insurers will be less likely to undertake such an initiative. Indeed, since gen-
eral awareness is a public good, the government or an industry association
might be better positioned to engage in education campaigns, which is the
case in South Africa (see Box 30). This is an area where donors might also be
able to make useful contributions.

Box 30 Creating awareness: The experience of the South African Insurance
Association 

Under an industry charter, South African insurers have agreed to allocate
resources to delivering insurance products to low-income households. In
addition, they contribute 0.2 per cent of net profits for use in financial educa-
tion. Members of the South African Insurance Association (SAIA), providers
of non-life and short-term insurance products, decided to collectively deliver
a consumer education programme, which covers seven themes: money man-
agement, budgeting, debt, saving, banking, life and short-term insurance and
consumer rights and responsibilities. To raise awareness, SAIA has initiated
three activities:
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1. Development of a teacher resource kit targeted at secondary-school students;
2. A one-day financial literacy workshop in rural areas. To date, 10,000 peo-

ple have received the training; 
3. Commuter Net: with 17.5 million people commuting daily, this popula-

tion has been identified as a priority target group. Several initiatives have
been introduced:
– Television screens have been installed in taxi parks and feature TV spots

on the seven themes;
– Radio stations provide interactive education;
– 25,000 cassettes featuring music and financial education messages have

been distributed at taxi parks; and
– Comic books on financial education have been distributed.

Source: Adapted from the SAIA website.

Raising awareness about specific microinsurance providers is more preva-
lent than the promotion of general insurance literacy. The three most common
approaches are through branding, public relations and prevention campaigns:

– Branding is an effective way of acquainting a market with an organization.
To promote their brand, microinsurers tend to use signboards, in front of
their offices or on billboards, with recognizable colours and perhaps a sym-
bol. Another component of the brand is the tagline used in marketing materi-
als to convey a general message about the organization to clients and poten-
tial clients; for example, Delta’s materials say, “Delta Life, Prosperous Life”,
and similarly Tata-AIG’s tagline is “A New Look at Life”. Simple branding
that uses illustrations or pictures is an effective way to convey a marketing
message to both literate and illiterate market segments.

– Most microinsurers are engaged in public relations in one way or another.
The most common public relations activity for life insurers is to hold claims
award ceremonies, where a beneficiary receives an insurance payout at a pub-
lic event. Larger microinsurers are also engaged in corporate sponsorship.
For example, TUW SKOK supports a youth football team and an annual
children’s painting and drawing competition, low-key events intended to
promote TUW SKOK’s image as a community-based institution. Spandana
(India) uses some of the surplus generated from its insurance scheme to
finance education bursaries. These types of programmes demonstrate the
organizations’ commitment to the community in a tangible way without the
need for glossy brochures and handouts. 

– As described in Chapter 3.9, prevention campaigns can also raise awareness
about a microinsurer. Shepherd (India) runs cattle care camps, partly funded
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through a surcharge on each insurance policy, to promote the proper main-
tenance of animals and to provide free immunization and deworming. These
camps are for the general public, not just members. Besides preventing
claims, the camps also serve as a marketing vehicle. Similarly, ServiPerú has
mobile medical units that visit cooperatives and other affinity groups to pro-
vide free medical consultations. Alongside these mobile facilities, a kiosk
promotes its insurance services. BRAC MHIB and Grameen Kalyan (GK),
both in Bangladesh, participate in the government’s immunization campaign.
Health authorities provide vaccines free of charge and a small contribution to
cover the cost of promoting the campaign. Such participation strengthens the
microinsurers’ own prevention programme and enhances their image.

Creating awareness in the community-based model (Chapter 4.3) is a bit dif-
ferent because the microinsurer is not just asking prospective clients to buy
insurance, it is also asking them to participate in the design and management
of the insurance scheme (see Box 31).

Box 31 UMSGF’s three-tiered marketing strategy

With a community-based model, marketing involves more than just trying to
persuade someone to sign a contract and pay a premium. It is necessary to
work with the community to help them reach the conclusion that by work-
ing together they will be able to collectively solve individual problems. In the
case of  Guinea’s UMSGF, which promotes mutuelles de santé, the problem
that they are trying to solve is the affordability of access to health care.

UMSGF uses a three-tiered marketing strategy to activate and engage the
community in creating mutuelles de santé or MHOs: 

The first tier is at the community level, where promoters give presenta-
tions about the problem and possible solutions, and try to stimulate interest
in insurance. This level is akin to general awareness raising.

The second tier involves two group-level approaches, both of which aim
to explain how health insurance works in a little more detail. With the first
approach, the promoters meet existing groups – ROSCAs or tontines, reli-
gious associations, women’s groups, business associations and so on – to see
if they wish to form an MHO. With the second approach, promoters encour-
age individuals who want health insurance to create their own mutual group
with others they trust. Where possible, the objective is to work with the
community’s social groups, whether pre-existing or organized around the
mutuelles de santé activities. In this way, they build on an existing infrastruc-
ture and leadership.

The third tier is the individual households, beginning with those persons
whom organizers have identified as opinion leaders. Some people are not
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comfortable asking personal questions, for example about their particular
health needs, in front of others. Therefore, organizers have to follow up the
group meetings with household-level discussions. Once they have been able
to acquire a few influential converts, the promoters can then also involve
these community leaders in persuading their neighbours to participate in the
scheme.

Source: Adapted from Galland, 2005a.

2.2 Increase understanding

When the market has a general awareness of insurance and is familiar with
the insurance provider, the next step in the marketing process is to increase
its understanding of the specific products available, including product
features and the costs and benefits of insurance relative to other risk-manage-
ment strategies. This requires insurance education, which is particularly chal-
lenging in markets with low literacy levels. 

Ultimately, one would hope that education would lead to shifts in know-
ledge, skills and attitudes, and in turn the adoption of microinsurance by the
target market. Unfortunately, microinsurance providers tend to limit them-
selves primarily to information provision rather than education. There are,
however, some notable exceptions. BRAC has pioneered the use of street
theatre to educate target groups on the benefits of health microinsurance.
Since 1998, BRAC’s Social Development Programme has produced plays to
highlight unjust, illicit and exploitative practices in society while preserving
Bangladesh’s rich tradition of local drama and folk songs. Participants are
selected from among the MFI’s clients and are provided with 10 days of
intensive training in rural theatre. During the last three days of training, par-
ticipants visit different villages to collect real-life stories reflecting critical
social issues. Such methods promote the health insurance scheme by portray-
ing the benefits if struck by a health problem.

A modern version of the popular theatre is the video, used by organiza-
tions like Tata-AIG to help potential customers understand how insurance
works and why they should buy it. Unlike the street theatre, the video
approach does not have the advantage of involving participants in the process
of delivering the message, but in India Bollywood-style films can have a
powerful impact on the target audience. Tata-AIG shows the videos from
branded vans, and then once the film is over, the micro-agents can answer
questions and sign up policyholders.

Low-tech education strategies can also be effective if they take into
account the target market’s education level. Perhaps one of the more com-



mon marketing techniques is the use of pictorial presentations – used by
BRAC MHIB, AssEF and others – to illustrate how insurance works. An
illustrated flipchart is a visual aid that helps to standardize the delivery of the
main messages and increases the likelihood that audience will understand
those messages. Yet the approach is still interactive and allows prospective
policyholders to ask questions. 

Literacy levels in a given community should influence the design of an
educational campaign. In defining the depth and breadth of its market, a
microinsurer must consider whether or not prospective clients are illiterate.
If this is the case, microinsurers must provide the necessary information,
about microinsurance in general and about the particular products being
offered, without relying heavily on written communication. 

One of the challenges when using any of these education techniques is to
ensure that people actually understand and remember the main messages
being conveyed. To address this challenge in Viet Nam, the Ninh Phuoc
scheme has turned the exercise into a game. Key questions are written inside
paper flowers, which are then placed in a tree or bush. Clients take turns
picking the flowers and trying to answer the questions. If they get them
right, the clients get a sweet or some other reward.2

When designing an education campaign, it is important to consider the
market’s heterogeneity. Different communication methods and messages
may be required for each prospective market segment – a lesson learned by
CETZAM (see Box 32). It is also important to define terms and avoid jargon.
For example, in Uganda, the word “beneficiary” is associated with one who
benefits from a social programme. Thus, clients frequently consider them-
selves as beneficiaries of their MFIs. Since there has not been adequate train-
ing, neither clients nor loan officers understand what this word means in the
context of insurance.

Box 32 Regional differences in Zambia

In September 2002, CETZAM conducted market research to gauge its
clients’ reaction to the new life microinsurance product, Ntula. The research
demonstrated that 81 per cent of clients thought that Ntula helped protect
them and their business at a time of stress. The research also highlighted the
reason for the demand for insurance: 41 per cent of clients reported a death in
their family during the previous year. Interestingly, 15 per cent of CET-
ZAM’s clients were opposed to the introduction of Ntula and nearly all of
these were located in Livingstone, a town in southern Zambia.
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CETZAM’s head office and the majority of its clients are based in the
northern towns of the Copperbelt. It is common for clients to travel between
these towns. As a common language is spoken, clients in other northern
towns heard about the insurance pilot that was being conducted in Kitwe via
the community radio stations. By the time Ntula was rolled out to the other
Copperbelt towns, clients were already asking their loan officers for the
product and as a result, its introduction was enthusiastically received. 

By contrast, Livingstone in the south is a day’s drive from Kitwe with a
different local dialect and culture. “Ntula”, which means “lifting up the bur-
den” in Bemba, does not mean anything to the people in Livingstone. The
clients and staff in Livingstone had not been informed about Ntula and so its
introduction was met with resistance and suspicion. 

It was later revealed that at the time of Ntula’s introduction, two other
factors conspired to discourage Livingstone clients. First, loan disbursements
had been recently delayed, which led clients to become concerned about
CETZAM’s financial health. The introduction of the insurance product,
which was compulsory and involved a deduction from the loan, struck
clients as a desperate measure to ensure the survival of the organization.
They did not consider that Ntula would ever pay claims, and rather saw it as
a levy on the loan to keep CETZAM running. Secondly, at the time of its
introduction, a local newspaper was exposing incidents of “black magic” in
the town. Clients linked Ntula, a product covering the death of the client
plus five family members (six people in all), as being somehow demonic. It
took several weeks of street theatre by a local organization to change public
perception of insurance in Livingstone.

Source: Adapted from Leftley, 2005.

When developing insurance education tools, it is also useful to consider
the diverse array of potential communicators. Many microinsurers team up
with other organizations (or other parts of their own organization), includ-
ing healthcare workers, social workers and government officials, to commu-
nicate with many prospective policyholders. For example, GK in Bangladesh
uses the maternal and child health services provided to poor households by
the roving health assistants of a sister organization as a promotional tool.
Similarly, BRAC’s non-formal education teachers promote the health insur-
ance scheme to parents of their students. Mutual and cooperative insurers use
their affinity groups, which often have education committees, as a key means
of promoting insurance education. In general, for these “insurance educa-
tors” to be effective, they need sufficient tools and training to deliver the
messages.
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One of the strongest lessons that emerged from the case studies is that it is
much easier to communicate with clients if the product is kept simple. La
Equidad in Colombia has two microinsurance products and has had greater
success with the simpler of the two. As described in Chapter 3.1, it is easier
for clients to understand the product if there are no exclusions, if the benefits
are uniform or at least straightforward, and if the pricing is transparent. Ide-
ally, it should be possible to explain the details of the product in five minutes
or less. 

Where products are complex, field staff often explain just a fraction of the
benefits, exclusions and procedures. If staff do not mention certain benefits,
then clients will not claim those benefits if the insured event occurs. If staff
do not explain the procedures, then the process of making claims is also like-
ly to be extremely inefficient for all involved. 

A major obstacle to increasing the market’s understanding of the insur-
ance product is the fact that many people in the distribution system do not
understand it. This staff problem, common among microinsurers, emerges
for several reasons, including a lack of good staff training, insufficient moni-
toring and incentives for staff and high salesperson turnover. This challenge,
which few organizations have succeeded in overcoming, is discussed in
Chapter 3.7.

2.3 Activate the customer

Once the market is aware of insurance and the insurer, and it has an under-
standing of the product, the third phase in the marketing process is to
arrange for the customers to sign their contracts and pay their premiums. 

One approach to activating the customer is through annual subscription
periods or enrolment campaigns, such as those used by VimoSEWA and
UMSGF. As summarized in Table 22, there are advantages to both annual
campaigns and rolling admissions. Annual campaigns can motivate staff for
one big push to sign up customers. It activates some lukewarm or undecided
persons to buy insurance because they do not want to wait another whole
year before receiving cover. In addition, once-a-year enrolment provides
some underwriting control, since policyholders could not choose to enrol
only when they became ill; they can only sign up during the campaign. A key
disadvantage is that it creates a peak workload period for staff. Furthermore,
members missing the campaign have to wait a year to get insurance. The
campaign also has to be timed so that policyholders have a year’s worth of
premiums available during the enrolment period – as Karuna Trust learned
(see Chapter 3.3).
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Other promotional activities include raffles or lotteries. For example,
Columna periodically organizes raffles in which policyholders can win
household appliances. Such an approach can be designed to benefit the poli-
cyholders, the sales agents, or both.

One activation strategy that microinsurers should avoid was tried by
Delta Life. In the 1990s, it introduced a complementary product whereby
policyholders could get a microenterprise loan. Indeed, a key reason for
Delta’s exponential growth during this period was that agents used the
prospect of getting a loan as an enticement to start an insurance policy. This
offer was quite attractive because one could get a Tk. 5,000 (US$83) loan
after paying a few hundred takas in premiums. However, many of these poli-
cies lapsed, and many loans were not repaid (see Box 37 in Chapter 3.3). 

Regardless of whether marketing is stimulated by an annual campaign,
raffles or other sales gimmicks, ultimately the most important factor in sell-
ing voluntary insurance is the agent’s technique, the persuasiveness of the
personal sales pitch and word of mouth from their peers who have had a
good experience by having a microinsurance policy. Unfortunately, microin-
surers are generally lacking in this area. Since they tend to rely on low-cost
or even volunteer promoters, or on salespersons who distribute insurance in
addition to their main activity (e.g. savings and loans), there is significant
room for improvement, as illustrated in Box 33.

Box 33 Sales challenges at TUW SKOK

TUW SKOK’s sole raison d’être is to serve the credit unions and their mem-
bers. Yet the nature of that relationship creates a dynamic tension that must
be carefully balanced. The success of the insurer depends entirely on the suc-
cess of its distribution system, the credit unions – their ability to grow, the
ability of their staff to sell insurance products and the willingness of CU
managers to promote insurance sales. This arrangement creates challenges
relating to the quality of the sales force, their commitment and motivation to
sell and their availability for training. 
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Table 22 Rolling admission versus annual campaign

Advantages of rolling admissions Advantages of an annual campaign
Workload is more evenly distributed Helps to control adverse selection 
throughout the year because members cannot choose when

to join
The scheme can always add new clients Focuses marketing attention in a

concentrated period 
Different market segments may need May activate some clients
to pay at different times during the year



The insurer recognizes that it is easier for CUs and their part-time insur-
ance agents to sell insurance that is linked with savings or credit products
than stand-alone insurance policies. If someone wants a contractual savings
product, for example, then it is quite natural to ask them if they would like
the inexpensive savings completion insurance in the event of accidental death
or disability. It is much harder to sell a tenant’s insurance product that has no
link to either savings or credit.

For the member-pay products, the credit union and the insurer could be
competing for the member’s finite financial resources.3 The only way they
can both succeed is if they can increase the amount of money that the con-
sumer is willing (and able) to spend on both. 

To overcome some of these challenges, TUW SKOK invests time and
money in cultivating a good relationship with the CUs, with a strong empha-
sis on communication and information-sharing. Twice a year, the insurer
holds a retreat with the managers of the major credit unions, and uses that
opportunity to inform the CUs of upcoming plans, to solicit feedback on
product design and customer service, and to cultivate sales competition
between credit unions. 

Source: Adapted from Churchill and Pepler, 2004.

Early on in its relationship with AIG, FINCA Uganda recognized that its
staff had limited sales skills, so it organized marketing training by a professor
from Makarere University. These new sales skills led to significant improve-
ments in growth, from a 5 per cent participation rate to over 40 per cent the
year after the training. Later, however, the insurance product became manda-
tory for borrowers, after which all selling ceased and even information dis-
semination was neglected (McCord et al., 2000).

Microinsurance requires a different sales culture from conventional insur-
ance. Instead of telling people about the product and its benefits, agents need
to guide prospective clients towards the conclusion that emergencies are
expensive and that they are vulnerable to emergencies by asking about their
experiences or the experiences of their neighbours. They act as advisors
instead of salespersons, helping low-income households to recognize what
risks it would be appropriate to manage through insurance. In general,
because of the target market’s lower literacy levels and lack of confidence in
formal insurance, microinsurance agents are required to be hands-on and
personally involved. 
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To activate the customer, microinsurance marketing has to activate the
seller, and this is where things get a little sensitive. Microinsurers want to
reward and encourage sales without pushing insurance onto people who do
not really want it. Finding this balance is difficult and can represent a slip-
pery slope. Microinsurers who claim to operate in the best interests of the
client must actually do so. For example, although the insurance provided by
ASA (India) is nominally voluntary, in practice, the scheme has the same
number of borrowers as policyholders. Members feel obliged to buy insur-
ance, as they think they may otherwise not receive the loan (which is what
they really want). Some strategies to find this balance include:

– Setting moderate sales targets that can be achieved without aggressive
measures. If microinsurers try to push agents to achieve large volumes, they
might have to resort to sales techniques that are not in keeping with the spir-
it of microinsurance.

– Balancing sales commissions with re-enrolment incentives to ensure that
service gets the same attention as sales.

– In commercial insurance companies, setting up a separate operational
department for microinsurance so that it can develop a unique sales culture.

– Encouraging the sales people to buy insurance as well, so they can speak
from experience.

Delta Life has learned a few things about which sales incentives are worth
avoiding. Initially, it front-loaded commissions for new policies, which
encouraged some agents to use part of their commission as an unofficial first
year discount. Agents were paying a portion of the first year’s premiums out
of their own pockets, and when policyholders had to pay the full premium
themselves, many policies lapsed. Another misplaced incentive scheme pro-
vided a crockery set to agents who sold a certain number of new policies,
only to find that agents teamed up and submitted contracts under one agent’s
name, and then shared the dishes.

Of course, all of these marketing strategies come at a cost. Some microin-
surers see marketing as an expense rather than an investment, and are there-
fore reluctant to commit enough money to promoting their schemes. There
is also a problem at the other extreme, particularly with commercial insurers
that pay overly generous commissions.4 However, how much is enough, and
how much is too much? The amount varies by product line, the maturity of
the scheme and the institutional model, from a low of 2 per cent to as much 
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as 40 per cent of premiums. Individual products require greater marketing
investments, especially when taking into consideration the field agents’ com-
missions. For group business, marketing expenses should be much lower. As
a general rule, marketing expenses for group microinsurance products (includ-
ing commission) should be in the range of 5 to 15 per cent of premiums. 

Overall, however, marketing is not one of the strengths of most microin-
surers. Yet given the reluctance of the market to accept insurance, greater
attention, creativity and resources are required.

3 After-sales service

One way that microinsurance demonstrates its uniqueness in relation to con-
ventional insurance is by de-emphasizing sales and emphasizing service. Ser-
vice in insurance parlance is largely linked to claims: making sure clients
know how to make claims, assisting them in meeting the documentation
requirements, and ensuring that claims are paid quickly with a bare mini-
mum of rejections. In addition, continuous reminders about the product may
be necessary to ensure that an illiterate market does not lose sight of its insur-
ance coverage.

This emphasis on after-sales service is necessary. It can be seen as an
extension of an on-going process of building trust between the insurer and
the policyholder. Furthermore, for schemes that have already invested so
much in its customers, through awareness-raising, education and so on, it is
extremely inefficient to then lose those customers due to poor service. Excel-
lent service creates a demonstration effect whereby the non-insured begin to
see that the insurer means business, that it is fulfilling its obligations, that it is
trustworthy. Excellent service can be a marketing strategy as well, since it
stimulates positive word-of-mouth advertising, which is often one of the
most powerful marketing channels.

Given the importance of after-sales service, one of the shocking deficien-
cies of many microinsurance schemes is that the client often does not receive
a policy document that explains the benefits, exclusions and claims proce-
dures.5 Such information, and an accompanying explanation, is necessary to
reduce rejected claims. When policyholders understand what is and is not
covered, they are less likely to submit claims for losses that are not covered.
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VimoSEWA had the opposite problem. After several years of surprisingly
low claims rates, it realized that many policyholders were eligible to make
claims but did not submit them. Consequently, in 2003, VimoSEWA initiated
a strong after-sales service campaign. Now Vimo Aagewans establish contact
with members between enrolment periods to re-explain coverage, ask if they
have been hospitalized and assist in claims submission. Policyholders receive
a poster to hang on the wall as a reminder of their membership, which con-
tains the name of their sales agent and the office’s address and phone number
to make it easy for the member to ask for assistance. In addition, all members
are given a pre-stamped and pre-addressed postcard, which they can mail to
the office if they need an Aagewan to visit them. VimoSEWA expects that
these measures will make it easier for members, particularly poorer ones, to
submit claims. Because of these interventions, current renewal rates are now
at an all time high.

Despite efforts to educate clients and ensure that they understand the
benefits and the claims process, there will invariably be some claims that have
to be rejected. The microinsurer (or its distribution agent) has another
important after-sales responsibility to convey to the insured – and perhaps to
other community members as well – why the claim was rejected in such a
way as to lessen the negative impact of the rejection and to turn a potential
public relations nightmare into an education opportunity. For example, to
lessen the impact of a rejected claim, VimoSEWA has improved its communi-
cation to members and the community through visits from the Vimo Aage-
wan accompanied by head office staff members.

Furthermore, a claims appeal process is needed to ensure that policy-
holders receive appropriate treatment, although in practice few microinsurers
have such an arrangement. TUW SKOK is an exception. In its clearly defined
claims appeal process, a member who is dissatisfied with the adjudicator’s
determination may appeal the claim in writing. All appeals are reported to
TUW SKOK’s board for consideration. Reversals or modifications to bene-
fits usually occur with disability claims, for example if the policyholder sub-
mits supplementary medical information leading to an increase in benefit.

The final aspect of after-sales service is measuring customer satisfaction
and monitoring retention. Microinsurers generally make a better job of the
latter than the former, although measuring retention is tricky with mandato-
ry insurance since the organization does not know how insurance is (or is
not) contributing to desertion. In general, there is a greater need to under-
stand why policyholders are not renewing their cover.
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4 Marketing and mandatory insurance 

An interesting marketing challenge emerges in organizations where insur-
ance is compulsory. As described in Chapter 3.1, there are many advantages
to mandatory insurance for insurer and policyholder alike, but to fully
appreciate those advantages, microinsurance schemes need to compensate for
the equally glaring disadvantages, especially the marketing problem.

When insurance is mandatory, there are essentially no sales activities
involved. Someone gets insurance cover automatically because she or he has
obtained something else, perhaps a loan, or opened a savings account. Conse-
quently, the distribution agents tend to overlook the clients’ need for infor-
mation. From research among MFI clients with compulsory cover in Uganda
(McCord et al., 2005a) and Zambia (Manje, 2005), a number of common
problems emerge:

– Clients do not know they have insurance
– If they do know, they may not be aware of all of the benefits
– They may not know how to make a claim
– They consider compulsory insurance as a cost of getting a loan 
– They do not know how much they pay for insurance because premiums

may be deducted from the loan or combined with other fees – most think
they pay more than they really do

– Some feel that they deserve a premium refund if they do not make a claim

To overcome these perception problems, the distribution agents have to
treat insurance as a complementary service and persuade clients of its useful-
ness. Marketing for mandatory insurance essentially focuses on increasing
the membership or consumption for whatever is the driver to which insur-
ance is linked, such as a loan, credit union membership or employment. In
this context, insurance needs to be presented as a valuable, additional benefit,
not a cost.

Product information provided to clients should be standardized and sim-
plified to avoid claim rejections resulting from misinformation. As a mini-
mum, organizations should provide a simple brochure for each client show-
ing the breakdown of fees and benefits, and describing the claim settlement
process. According to Manje (2005), even though the products are mandato-
ry, there are several opportunities for insurance marketing, such as:

1. Including some voluntary components in the insurance policies, such as
additional lives for funeral insurance, to increase the likelihood that staff will
explain the options to clients.
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2. Highlighting the menu of financial services with prices to market manda-
tory insurance in a full package of services, not as a condition for getting a
loan.
3. Showing clients how much they would have to pay for the same cover if
they bought it on their own. Since individual insurance products are often
several times more expensive than group policies, this is an important selling
feature to persuade people that they are getting a great deal from the manda-
tory group policy.
4. Making the product real. Use testimonials from beneficiaries who have
received settlements to communicate the importance of receiving that settle-
ment when the family needs it most.
5. Promoting the solidarity nature of insurance so that people do not feel that
they have wasted their money if they do not make claims.

With a mandatory product, it is rather difficult to gain a firm understand-
ing of the true demand for microinsurance. CARD has made an effort to
understand this demand and how it affects its business. In a qualitative sur-
vey conducted by Freedom from Hunger, many clients identified insurance
as the most valuable aspect of the entire CARD product portfolio. Such a
finding should inspire other microinsurers to market their mandatory insur-
ance products in such a way that clients will actually appreciate it.

5 Conclusion

By way of conclusion, this chapter provides a checklist of questions (see
Table 23) that may help microinsurers to assess and improve their marketing
strategies.

Table 23 Marketing checklist for microinsurance managers

– Who are you trying to communicate with? What are effective ways of
reaching that audience?

– What is the education and literacy level of your target audience? How will
you incorporate this into your marketing plan?

– What is the clients’ need for risk coverage? How is this being addressed?
What is the benefit of the product?

– What are the anti-insurance arguments of the target market? What main
messages would counter those arguments?

– What can you do to strengthen the market’s trust in your organization?
– How can you convey the risk-pooling or solidarity message so that

policyholders who do not experience an insured event do not expect their
money back?
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– How can the product be depicted in a positive light?
– What type of prevention campaigns and other public relations activities

would have the greatest impact in raising awareness of your organization?
– How can your organization move beyond information and communication

to include education about insurance?
– Do you have methods to assess whether your customers or the market real-

ly understand the main messages that you are trying to convey?
– What possible partners can be involved to assist in the education and

promotion activities? What tools and training will they require to fulfil that
function?

– Is the product and claims process sufficiently simple for salespersons to
explain it to potential clients?

– What marketing techniques are likely to be most successful in attracting
clients (e.g. enrolment campaigns, raffles)?

– What incentives will effectively motivate salespersons while cultivating an
appropriate microinsurance sales culture? 

– How can you encourage or solicit word-of-mouth marketing?
– How can you ensure that clients perceive that you are providing

outstanding customer service?
– Are you monitoring customer satisfaction and retention?
– How can you persuade customers to appreciate the benefits of mandatory

insurance?
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When extending insurance to the low-income market, the process of collect-
ing premiums is a major challenge. The target market is largely self-
employed or works in the informal economy, and is unlikely to have a sav-
ings account with a bank. Consequently, the primary premium-collection
mechanisms used by mainstream insurers – salary deductions from employ-
ers and standing orders or direct debits from savings accounts – will not
work for many poor households. To compound the matter, by definition the
target market has low, often irregular and unpredictable incomes, so another
challenge is to schedule the premium payment for a time when the policy-
holder has funds available. 

For microinsurance to succeed, the premium payment mechanism needs
to find a balance between being efficient and being sensitive to the needs and
capacities of clients. Simply collecting a large number of small premium pay-
ments may make the products more accessible to the poor, but can also result
in higher transaction costs that drive up premium rates. 

Based on a review of the case studies, this chapter proposes possible solu-
tions to these problems, organized around the following four topics:

1. Modes of premium collection
2. Collection frequency and timing 
3. Client considerations
4. Premium collection controls

1 Modes of premium collection

The way in which premiums are collected has a direct bearing on per unit
transaction costs. Indeed, to make microinsurance viable, it is necessary to
minimize transaction costs. Undoubtedly, however, the key factor in decid-

3.3 Premium collection: Minimizing transaction costs
and maximizing customer service
Michael J. McCord, Grzegorz Buczkowski and Priyanka Saksena1

The authors would like to acknowledge the contributions to this chapter from Aristotle Alip (CARD)
and Ellis Wohlner (consultant to SIDA). 

1 References to Microcare (Uganda) in this chapter are drawn from the authors’ experiences.



ing on the mode of premium collection is still the clients’ circumstances and
access to other financial services. This section describes four modes of premi-
um collection.

1.1 Premiums linked to loans

Many types of microinsurance products are linked to other financial prod-
ucts, especially credit. Premium collection at the point of loan disbursement
or repayment is attractive since the transaction is “piggybacked” on top of
another financial transaction. Consequently, the marginal cost of premium
collection is kept to a minimum. 

This can be demonstrated by comparing the premium collection costs of
stand-alone insurance with cover combined with another financial service,
such as loans. For its stand-alone tenant’s cover, for example, TUW SKOK
(Poland) pays the handling agent market rate commissions of, on average, 15
per cent. For integrated products such as its loan-linked AD&D coverage,
the insurer incurs a total cost of less than 1 per cent of premium. TUW
SKOK’s systems have been developed to manage monthly premium collec-
tion from loan add-on products for over 200,000 insureds, and from more
than 60 credit unions nationwide, handled by three staff members at the
insurer’s headquarters.

Linking insurance to loans is the mode of collection employed by many
MFIs. Some clients, like those of Pulse in Zambia, are content with this
method because they “don’t feel the pinch”. In addition, as described in the
previous chapter, the insurance cover can be marketed as a benefit of getting a
loan. For other clients, this linkage can be a major cause of dissatisfaction.
With CETZAM’s funeral insurance product in Zambia, for example, clients
complained that the deduction of the premium from the loan reduced the
amount of cash that they received. The actual premium payment mechanisms
vary, as described in Box 34.

Box 34 Linking insurance premiums to loans

Many MFIs offer insurance by linking it to their loan products. There 
are, however, several different ways in which the premium can actually be
paid, all of which have advantages and disadvantages. The five general alter-
natives are:

1. Deducting the premium from the loan amount
This is perhaps the most common approach, but borrowers generally do not
appreciate the fact that, for example, they apply for a US$400 loan and only
get US$390 after the US$10 premium has been deducted. In addition, 
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borrowers pay interest on the premium amount, which increases the gross
cost of the insurance.

2. Adding the premium to the loan amount
Another approach is to grant a loan of, for example, US$400, but to oblige
the client to repay a total amount of US$410 plus interest. In this way, the
client at least receives the expected sum, but still pays interest on the premi-
um amount.

3. Building the premium into the loan interest rate
Some organizations increase their interest rate slightly, and use the additional
revenue to pay the premium on behalf of the clients. Of the five options, this
is probably the least advantageous because: a) it makes the interest rate
appear less competitive and b) it disguises the premium so that borrowers
may not realize that they have insurance coverage. However, this method is
by far the simplest of the loan-linked premium payment methods since it is
just an internal accounting transaction.

4. Paying the premium with each loan instalment
To make the premium more affordable, the amount can also be divided up
and paid in instalments with each repayment. However, this approach shares
some of the disadvantages of combining interest and premium rates: clients
may not know they have insurance and the MFI probably has to pay the
insurer in advance. Additionally, will the coverage be cancelled if the client
falls behind with loan repayments?

5. Paying in cash up front
If borrowers pay the premium up front, either when they apply for the loan
or when they receive it, there is a greater likelihood that they will be aware
that they have insurance. However, compared with options 1 and 2, this cre-
ates an additional transaction and increases vulnerability to fraud as cash
changes hands.

The most notable disadvantages in using this mode of collection are:

1. Lack of transparency
The same reasons that make Pulse’s clients “not feel the pinch” may also
mean that clients are not aware of the actual price they are paying for the
benefits. Interestingly, in Zambia, many clients assumed that they were pay-
ing more for insurance coverage than they actually were (Manje, 2005).
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2. Unaware of cover
Even worse, clients (or beneficiaries) may not know that they have insurance,
so they may not receive the benefits that are due. This situation undermines
one of the important development objectives of microinsurance that is to cre-
ate an insurance culture in which the low-income market develops an under-
standing of and appreciation for the risk-management role of insurance.

3. Protection limited to loan term
This payment mechanism means that the target market can only receive
insurance protection when they have a loan. While they might require con-
tinuing cover, most people, rich or poor, prefer not to be perpetually in debt. 

In response to this last problem, members of the credit unions associated
with Columna (Guatemala) can renew their insurance policy without bor-
rowing again. However, because the initial distribution system is linked to
credit, it is difficult to get the credit union staff to renew the policy because it
is no longer related to their core activities. Indeed, in the Philippines, CARD
MBA and CARD Bank have been in dispute because the insurer wishes to
continue coverage when borrowers are no longer borrowing from the bank.
The bank argues that this eliminates an incentive for people to continue bor-
rowing.

Finally, loan-linked insurance premiums are certainly appropriate for
coverage that directly enhances the security of the loan for both the borrow-
er and the lender. Credit life and property insurance for collateral are prod-
ucts which lend themselves to being linked. Other products may not be as
appropriate, such as family life cover or health covers. Such products cannot
generally be part of mandatory loan-linked cover since they are relatively
expensive and do not have a direct connection to the loan.

1.2 Automation: Deducting premiums from savings accounts

Where possible, automatic premium collection is advantageous in reducing
transaction costs. For TUW SKOK, since all its low-income policyholders
have savings accounts, the credit union can easily deduct the premiums from
the members’ accounts and forward them to the insurer, with hundreds of
small premiums batched into one electronic transfer. Standing orders/direct
debits lower transaction costs and minimize vulnerability to fraud. 

The main disadvantage of automatic payments is that the target market
may not have a savings account, or even the possibility of opening one.
Indeed, to expand the availability of microinsurance to more low-income
households, a key strategy is to increase their access to savings services.
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However, some microinsurers have this option available to them and they are
not taking advantage of it. For example, ALMAO in Sri Lanka was started
by the savings and credit societies of the Sanasa movement. Yet, despite the 2
million Sanasa members, ALMAO only has a few thousand policies, in part
because it is relying on door-to-door collection rather than standing orders.2

This premium collection mode is vulnerable to public relations problems
if not properly implemented. VimoSEWA (India) experienced significant dif-
ficulties when it used automatic payments for its then mandatory insurance
scheme because it had not adequately informed savers that the payment
would be deducted from their accounts. Consequently, the organization
experienced a significant backlash from policyholders and ultimately had to
change to voluntary coverage.

1.3 Premiums paid from savings account interest 

Perhaps the simplest mode of collection is to allow premiums to be paid from
the interest on a savings account. The most common example of this
approach is the life savings product offered by many credit union insurers, as
described in Chapter 2.3. 

Similarly, policyholders at VimoSEWA – which has tested many different
premium payment mechanisms – can make a deposit into a special SEWA
bank account, and instead of earning interest, they receive “semi-permanent”
insurance coverage until they reach the age of 60 without any additional
transactions. Consequently, the depositor never pays any premiums and still
has access to and ownership of the money in the savings account. In a sense,
this is like pre-funding a whole life policy. Yet, since the money is still theirs,
it helps overcome one of the complaints about insurance from the poor,
which is, if they do not make any claims, they feel they have wasted their
money paying premiums. 

This fixed deposit payment approach undoubtedly minimizes transaction
costs. However, it may also be limited in its penetration if the amounts
required from clients are too high. At ASA in India, which also experimented
with this payment method, not enough of its members could come up with
the funds to justify continuing this mechanism. In VimoSEWA’s case, if a
member is just insuring herself, she needs to make a fixed deposit of Rs. 2,100
(US$46) or she could pay an annual premium of Rs. 100 (US$2.20). Even
though a quarter of its members use the fixed deposit approach, the propor-
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tion has declined over the years (down from 33 per cent in the case study
(Garand, 2005)). 

This fixed deposit approach works better in a high-interest environment,
and is vulnerable to interest rate decreases which may lead to a situation
where interest is not sufficient to cover the cost of insurance. In such a situa-
tion, as well as when premium rates are adjusted upwards, VimoSEWA has
found that it is difficult to get depositors to top up the savings account.
When it is topped up, the cost to the depositor is dramatically greater than
the amount of the premium increase. For example, if the interest rate is 10 per
cent and the increase in premium is Rs. 10 (US$0.22), the top-up amount
must be at least Rs. 100 (US$2.20) to cover the increase. 

1.4 Physical premium collection

The fourth approach is to physically collect the premiums, either by going
door-to-door to collect individual payments, or through group mechanisms
where many premiums can be collected at once, or by requesting policyhold-
ers to come to a central location to pay their premiums. A key distinction
between this method and those discussed above is that it is an insurance-only
transaction, whereas the other modes are all linked to either a savings or a
credit product. Consequently, physical premium collection is most appropri-
ate for: a) organizations without other financial transactions such as commu-
nity-based health insurance schemes (see Chapter 4.3) and b) accumulating-
value policies that are difficult to combine with other financial services (see
Chapter 2.2).

This physical collection method has the advantage of being accessible to
clients while providing opportunities for personal interaction between the
insurer and its customers. For example, in Bangladesh, Delta Life’s door-to-
door collection gives clients a physical link with the company, while poten-
tially reducing lapses (although they are still a significant problem) and
strengthening the relationship between field staff and the customer. In addi-
tion, women in some households are discouraged or prevented from travel-
ling, so door-to-door collection also provides them with access to a valuable
service.

The most apparent deficiency of physical premium collection is the insur-
er’s transaction costs – door-to-door premium collection is expensive. Com-
pensation for employees must be aligned with their perceptions of the effort
involved. If staff are not motivated to collect premiums, schemes will
undoubtedly fail. For example, La Equidad experienced collection problems
when it experimented with door-to-door collection because the small com-
missions were insufficient to motivate its sales force. 
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Requesting individual low-income policyholders to come to a central
location to make premium payments is not a practical solution unless they
are already coming to perform another transaction. People are naturally
averse to spending time and money to make such a payment, especially with-
in a dictated period. 

The possibility of fraud also increases dramatically through this mode of
collection because of the number of people handling the premiums. A dan-
gerous aspect of door-to-door collection is that in many legal systems, once
the premium is collected by an agent or representative of the insurer, it is
legally considered collected by the insurer, entitling the insured to coverage
even if the agent does not transfer the premium to the insurer. If not detected
early, this may lead to significant financial losses, as claims would have to be
paid even though the insurer had never received premiums. In many jurisdic-
tions, it is very difficult and expensive to recover premiums from those guilty
of fraud, even if they are identified and caught.

Fraud in premium collection will not only cause financial deficits, but will
also make clients wary of insurance, perhaps reinforcing the market’s nega-
tive preconceptions. In one of the mutual health organizations linked to
UMSGF in Guinea, group leaders misappropriated premiums collected from
households. The members have lost confidence in the MHO, which is having
difficulty overcoming the crisis. Mitigating such fraud requires strong con-
trols that in turn lead to more expense. 

1.5 Conclusion

A comparison of these four approaches, summarized in Table 24, has to con-
sider the cost-effectiveness of the mechanism in relation to the value that is
provided to policyholders (e.g. ease of access, understanding of the product,
premium rate).

The difference in costs between maintaining a team of agents for door-to-
door collection and using an intermediary entity can be substantial. Consider
a comparison between Delta Life and AIG Uganda, which both serve a mil-
lion or more customers. Delta employs its own agents to service policyhold-
ers on an individual basis, whereas AIG Uganda offers mostly mandatory
group policies sold through 26 MFIs. The difference in operating costs
between these two methods as a percentage of premiums is about 10 per cent,
with the MFI agencies being significantly less expensive than an army of
agents. 

Door-to-door premium collection offers an opportunity to maintain a
close relationship with the insured, which, if managed and exploited proper-
ly, may offer valuable information to the insurer, as well as help maintain
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loyalty and keep lapse rates low. However, physical collection results in high
costs because of the need to pay sales commissions out of very small premi-
ums and the strong controls required to prevent fraud. The dangers of fraud
must also not be underestimated, as they can destroy the crucial bonds of
trust between the parties, and result in financial losses for the insurer. In gen-
eral, it is best to stay away from physical collection if any alternative method
is available, and to identify ways of collecting premiums from groups of
policyholders. 
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Table 24 Comparison of premium collection modes

Mode of collection
a) Linked to 

loan product

b) Deducted from 
savings account

c) Paid by savings 
interest

d) Physical 
collection

Enhancing value to clients
+ Enhances affordability since

borrowers can pay the pre-
mium when they get the loan
(or spread payments over the
term of the loan)

– Can increase the cost of
insurance through loan
interest costs

– Insurance coverage only
available when a loan is
outstanding (no access
without a loan)

– Only available to persons
with savings accounts

+ Eliminates indirect trans-
action costs to the policy-
holders

– Policyholder has to have
enough money to fund fixed
deposit account

+ Clients do not feel that pre-
mium payments are wasted

+ Provides semi-permanent
coverage

+ Door-to-door collection
means no opportunity costs
for policyholders (do not
need to miss work to pay the
premium)

+ May enhance access for
women who cannot travel

– Large percentage of premi-
ums goes to pay commis-
sions and insurer’s overheads

Minimizing transaction costs
+ Minimal additional costs by

piggybacking on existing
transactions

+ Especially when mandatory
cover allows for simple
group coverage

+ Only electronic transactions

+ As easy as savings account
deduction

– Notification and prompting
required for increases

– Not appropriate for low-
interest environments

– Very high transaction costs
offsetting benefits of access

– Cost of controls to limit
fraud risk can be high



2 Collection frequency and timing

Besides the mode of collection, microinsurers also have to consider the fre-
quency and timing of collection. As discussed in Chapter 3.5, insurers gener-
ally prefer to be paid in advance of policy activation so that they can generate
additional income by investing the money, which in turn should lead to
lower premium rates. For the low-income market, however, it may not be
possible to pay premiums up front; it may be necessary to pay in smaller
instalments over time. Similarly, it may be useful to allow for variability in
clients’ means by offering a flexible time frame in which premium payments
can be made. 

Periodic payments – monthly, quarterly or annually – are a popular mode
of premium collection because they are inherently more attuned to the limit-
ed purchasing power and liquidity of the target market. The main disadvan-
tages are the additional transaction costs (especially with more frequent pay-
ments) and the increased likelihood that the policyholder will choose to can-
cel the coverage – every possibility that clients have to renew their affiliation
to a scheme is also an opportunity for clients to temporarily or permanently
cease their membership. 

One of the key lessons about collection frequency is that assumptions by
microinsurance providers about clients’ preferences and abilities to pay are
not always valid. Delta Life started off with weekly payments in the 1980s,
but experience over time led to a better appreciation of client preferences;
today most policies are paid through monthly and quarterly payments.
BRAC MHIB serves a particularly poor and financially vulnerable target
market. As a result, it may seem obvious that payments should be as small as
possible and thus collected frequently. However, BRAC MHIB’s clients
were unhappy with weekly premium collection because it was too burden-
some to make savings contributions and loan repayments, and pay insurance
premiums all at the same time.

The timing of premium collection is another critical factor. For example,
BRAC MHIB learned that clients engaged in activities such as agriculture,
fisheries and poultry, which generate income quarterly or semi-annually, pre-
ferred premium payments to coincide with their cash flow. Indeed, trying to
collect premiums at an inconvenient time for clients can be futile. At 
the end of Karuna Trust’s pilot phase, premiums were collected in June and
July when there was unfortunately little employment for most daily labour-
ers. Obviously, it was not appropriate to collect premiums at a time when
many households barely had enough money for food. After further discus-
sions with clients, Karuna realized that September to November would be a 
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better time for premium collection since they expected to have sufficient
work then.

To probe the issue of timing a bit further, it is necessary to consider not
just when the target market will have money, but where are they getting the
money from. If many people receive money from the same source, it may be
possible for that source to pay the premiums en masse for many policyhold-
ers and therefore enhance efficiency. This is the essence behind the loan-
linked mechanism described above – people (usually) have money when they
receive a loan. Are there other common providers of money that would
allow the insurer to collect premiums at the source?

Another approach allows policyholders to make premium payments
within a defined period, as opposed to a specific point in time, and is quite
popular among informal funeral insurance providers in South Africa (see 
Box 35). Indeed, this approach tries to accommodate the variability in poor
people’s incomes and purchasing abilities. However, more administrative
capacity is needed to monitor flexible payment systems, and transaction
costs are higher if clients are allowed to modify their payment plans.

Box 35 Flexible premium payments for funeral insurance in South Africa

Funerals are a major life-cycle expense for low-income South Africans. In
the Grahamstown township, low-income households spend approximately
15 times their average monthly household income on a funeral. A common
means of funding them is through funeral insurance. A myriad of formal and
informal insurers compete to sell coverage to the low-income market, includ-
ing funeral parlours that provide a benefit in kind. Some of these informal
funeral schemes have adopted an interesting flexible premium payment
mechanism. 

Households pursue multiple livelihood strategies, with incomes from a
variety of sources at different times. They need to pay the premiums when-
ever they have money, not at a specific time during a month. As one informal
insurer put it, “people here live a hand-to-mouth existence; you cannot
expect them to pay at the same time each month”.

Therefore many informal insurers allow clients to pay premiums –
including partial payments – by bringing whatever cash they have on hand to
the funeral parlour, perhaps making multiple visits during the course of the
month. When a premium is received, the client’s booklet is stamped and
dated. As long as they are up to date with their payments by the end of the
month, then the policy remains in force (some schemes keep policies active as
long as clients are not more than three months in arrears).

The use of booklets or coupons is attractive to both insurers and their
clients. With this system, clients feel they have a secure document with which
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they can prove premium payment. Such a system is comparatively cheap and
easy for insurers to operate. In addition, payment flexibility is also beneficial
since it helps adapt insurance products to poor clients’ cash flows. 

Source: Adapted from Roth, 2002.

Flexibility in the timing of premium payments is an important compo-
nent of access to microinsurance; however, there are significant costs, includ-
ing losses associated with greater exposure to staff fraud, involved in provid-
ing that flexibility. The ability to manage such flexibility requires informa-
tion systems that can accommodate it without a major increase in costs.
Otherwise, microinsurers cannot offer this level of access without significant
pricing implications.

3 Client considerations

3.1 Financing insurance premiums

To expand the outreach of microinsurance and make existing schemes more
viable, providers need to explore ways of assisting policyholders to finance
their premiums. Indeed, for most low-income households, the problems
encountered in affording premiums are not an absolute barrier to purchasing
insurance. Rather, the problems arise because they do not have enough
money at the right time – many poor households could afford premiums if
they had access to suitable financing mechanisms. These mechanisms may
enable microinsurance providers to expand their markets, and gain larger and
more reliable client bases. Appropriate financing mechanisms also champion
the social nature of microinsurance, as clients for whom insurance was previ-
ously unaffordable will be able to benefit from formal risk coverage.

One of the simplest ways of providing financing options is to work with
self-help groups or rotating savings and credit associations. Insurers that are
linked to SHGs or ROSCAs can encourage members to make small increases
in their regular savings deposits so that when an annual premium comes due,
the members already have the money. Through financing partnerships with
ROSCAs, insurers benefit from existing informal savings mechanisms, while
their members can amass the insurance premiums without additional transac-
tion costs. 

Working with cooperatives may provide similar benefits. Customized
options for financing premiums could be developed because of cooperatives’
financial relationship with their members, as illustrated in Box 36, while pro-
viding the insurer with a group of premium payments from an income

207Premium collection



source. In addition, cooperatives are more formal entities than ROSCAs, and
therefore may make safer partners from a legal perspective. It should also be
mentioned that because of the “pseudo-employer” nature of cooperatives,
members might have an additional incentive to remain current with their pre-
mium payments.

Box 36 Paying premiums in milk at Yeshasvini

Mangsandra is a small village in India with about 1,000 inhabitants. About
200 families are members of the Mangsandra Cooperative Milk Society,
which is one of Yeshasvini Trust’s partners. Mr. Krishnamoti, the society’s
secretary, is responsible for providing information about Yeshasvini’s health
insurance, enrolling members and collecting their premiums. In the first year,
96 persons joined the scheme. In the second year, 230 members and depen-
dants enrolled.

Mr. Krishnamoti reports that it is difficult to pay the premium for a full
family at one point in time. However, the milk union developed a solution
for this problem. Every morning the members of the cooperative bring in
their milk and Mr. Krishnamoti records each member’s contribution in his
books. Every day a lorry collects the milk and transports it to the union for
processing and distribution. On a monthly basis, the union pays the society
for the milk received, and then the society pays the members for the quantity
of milk they have delivered in the month.

When members subscribe to Yeshasvini or renew their policy, they can
have their premium deducted from the income the cooperative pays them.
When Mr. Krishnamoti hands over the list of enrolees to his union, he
informs the Extension Officer how many have opted for the premium
deduction. The milk union advances the premium payment to Yeshasvini.
The advance is then deducted from the union’s monthly payment to the co-
op, which in turn deducts it from the share of the respective member. If
members decide to enrol their dependants in the scheme, the society only
deducts the amount for one person each month and so enables the member to
pay in instalments – of milk.

Source: Adapted from Radermacher et al., 2005b.

A less preferable approach to making premiums more “affordable” for
clients is to provide separate loans for insurance coverage. For example, some
of Microcare’s MFI agents offer loans specifically to pay premiums. By issu-
ing a separate loan for premiums, rather than integrating the premiums into a
microenterprise or housing loan, the cost of insurance becomes much more
apparent to clients. However, the premium for members becomes more
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expensive in absolute terms because of the interest on the loan. An annual
premium of US$50, for example, becomes US$60 if financed by an annual
loan with an effective rate of 20 per cent. This results in an even lower return
to policyholders in terms of claims to premiums. Similarly, the lender also
takes on the additional risk of loan repayment, and therefore requires full
repayment well in advance of expiry of the cover. 

TUW SKOK has designed a more appropriate financing mechanism to
encourage clients to purchase its more expensive insurance policies. The
insurer encourages its partner credit unions to offer interest-free loans to
their members, thus making the higher premium amount affordable to low-
income members. To compensate the credit unions for the income that they
forgo on the loan, TUW SKOK pays them a higher commission. In this way,
TUK SKOK has managed to limit its liabilities, while making more expen-
sive products more affordable. 

In summary, several lessons emerge about microinsurance financing
mechanisms. First, where possible, encourage policyholders to save on a reg-
ular basis so they can pay an annual premium. Collaboration with coopera-
tives allows microinsurers to deduct premiums at an income source. When
offering a loan to finance a premium, it is more transparent if the loan is
specifically for the premium. However, the increased cost of cover makes
interest-bearing loans a sub-optimal choice. 

3.2 Balancing efficiency and affordability 

The balance between efficiency for the organizations and affordability for
clients is a classic trade-off. There are no one-size-fits-all answers and the
balance has to be appropriate for the business environment. However,
Leftley (2005) provides a useful rule of thumb to address affordability:

Make sure that the premiums are affordable for the poorest clients. The
easiest way to define affordable is to work out what cash a client will have
spare on an average day. Clients are unlikely to always save for a premium
payment, so a monthly premium needs to equate to the cost of a non-essential
item (such as a bottle of beer).

When considering the costs to the clients, it is also important to recognize
that the premium is not the only expense. If policyholders have to travel 
to pay their premium, the transportation and opportunity costs of being away
from work can be even higher than the premium costs. Consequently, effi-
ciency needs to be monitored and assessed on the basis of transaction costs for
the insurer and the policyholder relative to the amount of coverage provided. 
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To create a balance between efficiency and affordability, some organiza-
tions add a fee to the premium for convenience of collection. For example,
premiums are reduced for people who pay by standing order or in fewer
instalments. This arrangement increases efficiency while making the product
more affordable. 

3.3 Preventing lapses and non-renewals

Lapses and non-renewals are an important indicator of the appropriateness
of premium collection mechanisms. The ideal of completely eliminating non-
renewals, however, needs to be balanced with the realities of serving poor
people. 

Nevertheless, microinsurance schemes should aim to protect themselves
from the problems of lapses and non-renewals. Rather than relying solely on
penalties, such as terminating cover for late payers, innovations are needed to
help people who need leniency. For example, with Tata-AIG’s endowment
policy, if clients miss premiums, the insurer deducts the missed amount from
the accumulated value of the policy to keep the cover in force. 

Incentives can also play a role in encouraging payment discipline. For
example, policyholders who regularly pay on time could be eligible to pay a
lower premium. The key lesson is that rules pertaining to missed premium
payments should reflect poor people’s realities while being well enough
designed not to be abused.

Every time clients have to pay a premium, they are forced to a make a
purchase decision. This may lead clients to actually choose not to pay for
insurance premiums due. Therefore, the more frequent the premium collec-
tion, the more chances clients have to relinquish their insurance policies. This
is illustrated quite well in the experience of AssEF (Benin), which collects
premiums monthly. By December 2003, AssEF had only received premiums
from 71 per cent of the people who had enrolled at the beginning of the year
and realized that in schemes with frequent premium collection, more promo-
tional and marketing work was needed to encourage clients to keep their pol-
icy in force. Following awareness campaigns in 2004, retention rates
increased to between 84 and 86 per cent. 

Another strategy to reduce lapses is to help policyholders to boost their
incomes. Indeed, one of the major reasons why the poor fail to pay their pre-
miums is a lack of money. However, if they had access to a microenterprise
loan that enabled them to increase household income, then it would be easier
to pay the premium as well. This was certainly the experience of a communi-
ty-based health insurance provider in Tanzania, which learned this lesson
accidentally. UMASIDA began working with two otherwise identical
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MHOs – the only difference was that one had access to a separate microfi-
nance institution and the other did not. As Figure 14 shows, the drop-out
rate in the group without access to microfinance was much higher than the
group with access (Kiwara and Fungu, 2005). 

This finding suggests that the link between microinsurance and microfi-
nance is even more important than just the efficiencies that can be generated
through integrated financial services. Access to microfinance may also make
it possible for poor policyholders to afford their premium payments more
easily. Early on, Delta Life recognized this link between premium affordabil-
ity and microenterprise loans, and attempted to address this issue on its own.
However, as illustrated in Box 37, it is quite risky for insurers to get involved
in microenterprise lending directly.

Box 37 Delta Life – combining microcredit and microinsurance

Motivated by the amazing success of microcredit in Bangladesh, Delta also
got into the act by offering loans of its own. Besides offering policy loans
against the surrender value of the policy, as it is required to do by law, Delta
also began offering project loans for microenterprise activities that were
intended to help policyholders increase their incomes and therefore be able
to pay their premiums with greater regularity.
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Source: Kiwara and Fungu, 2005

Figure 14 Microinsurance drop-outs and access to microcredit



Although repayments were in an acceptable range in the mid-1990s, the
recovery rate plummeted at about the same time as the insurance portfolio
skyrocketed. In fact, one of the explanations for the growth is that organizers
(agents) were using the project loans as a marketing tool, promising to pro-
vide loans once people bought a policy.

The poor credit quality of the policy loans was not a major cause for con-
cern. They were fully secured and organizers actively encouraged policy-
holders to pay their premiums rather than their loans, if they had to choose
between the two, to keep the insurance contract in force. However, repay-
ment problems with the project loans were a serious concern because the
amounts were larger and were only backed by the commitments of other
group members. The main problems with the lending activities included:

– Staff were not trained in using a group lending methodology or in manag-
ing borrower groups, and therefore the group guarantee was not particular-
ly effective.

– The primary indicators used to measure the performance of organizers
were the number of new policies and the amount of premiums collected;
their loan repayments were not carefully monitored and chased up.

– The culture associated with collecting timely repayments is quite different
from collecting premiums. With a premium payment for an endowment
policy, the organization is essentially asking the client to let it hold his or
her money, so it is inappropriate to press too aggressively if the client is not
able to pay right away. With a loan, however, the client has the organiza-
tion’s money, and the organization has a responsibility to get it back.

Furthermore, as a regulated insurance company, there is some question as to
whether Delta is legally able to provide project loans. There are restrictions
on the investment practices of insurers and it is probably inappropriate for
Delta to be investing premiums in its own loan portfolio.

Source: Adapted from McCord and Churchill, 2005.
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4 Premium collection controls

Fraud and mistakes in premium collection are significant concerns for
microinsurers as their small margins do not allow for much financial mis-
management. Therefore, effective controls for premium collection need to be
in place. There should be a combination of both hierarchical and horizontal
controls.

Hierarchical controls require that the insurer set up at least a rudimentary
structure within the organization to monitor the quality of the premium col-
lection process. These controls generally work better for insurers that use
their own structures to manage the process, than for those that outsource the
process to other organizations. Should the latter solution be selected, it might
be advisable for the insurer to create horizontal controls, for example, by
demanding some sort of collective security from the organization or struc-
ture to which the process is outsourced. One solution, which was widely
used in Poland until compulsory liability insurance for agents was intro-
duced, was to demand a blank promissory note from the agent, co-signed by
one or more agents from the same organization or group. The note could
only be used to collect on claims resulting from an agent’s fraudulent actions
against the insurer, but it created an additional level of security for the insur-
er through a collective responsibility arrangement between agents.

The significance of fraud should also not be underestimated. Indeed, the
structure of entire schemes has had to be modified to deal with it. For exam-
ple, at AIG Uganda, one reason why the product originally moved from vol-
untary to obligatory was to reduce the incidence of fraud by the MFI’s field
officers who took premiums from clients and pocketed the money. By mak-
ing the product mandatory, the fraud risk was reduced by having premiums
paid through cashless transactions in the back office.

ServiPerú has implemented an audit of collected amounts to try to avoid
fraud as well as mistakes. The fee collection procedure begins with invoices
that are distributed by the collectors in their designated geographic zones.
Collectors visit clients mainly at their place of work, up to three times if nec-
essary, to collect the fees. At the end of the day (or more frequently if the
volumes are high), collectors deposit the money in ServiPerú’s offices or
bank accounts together with a record of the payments collected. Once the fee
collection period for the month is over, collectors must present a report of
uncollected premiums, indicating the reasons for non-collection. Internal
auditors follow up with a sample of the non-renewals to ensure that they
really did not pay their premium.
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5 Conclusion

Premium collection is a daunting aspect of efficient microinsurance provi-
sion. Some insurers (or their delivery channels) have found ways to minimize
premium collection costs and maximize efficiency. Efficient arrangements
mean prompt and full payment without affecting the safety of the premium
transfer mechanism or sacrificing customer service advantages. To achieve
their financial stability, insurers must make every effort to ensure that premi-
ums are paid on time.

The common premium collection methods respond to client needs to
varying degrees. Among the least expensive methods for the insurer is for
community groups to collect the premiums from their members and make
consolidated payments to the insurer. Collection by insurers of aggregated
premiums from MFIs and other groups, which link the premiums to another
product or electronically transfer the premiums, can be equally inexpensive.
The door-to-door method of collecting premiums from individual policy-
holders is typically very expensive.

Premium payment lessons include:

– A balance must be maintained between the efficiency of the insurer, and the
cash flow and transaction costs of the policyholder. Without an acceptable
balance between the two, microinsurance may not succeed. It does not help
retention or new client generation if the insurer reduces its collection costs to
near zero, while simply transferring the costs to policyholders who may then
be expected, for example, to travel to make payments.

– Electronic transfers reduce the costs of all parties involved. Greater availabil-
ity of savings services for the poor can dramatically improve affordable pre-
mium payment mechanisms.

– Where possible, collect premiums from a specific source of funds at a time
when those funds are available, such as a loan disbursement, the monthly
payment from a milk cooperative, or an employer’s salary payment.

– Fraud is an important problem for premium collection. Having individuals
handling premiums requires strong controls. Fortunately, some of the more
efficient transaction methods, such as electronic transfers, can be among the
easiest to control.

– Collection frequency and timing require an understanding of policyholder
cash flows and preferences. The assumption that policyholders prefer fre-
quent small premium payments does not necessarily hold true. Market
research is required.
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– Clients must understand the collection mechanism, and that must lead to an
understanding of the policy they are purchasing to move towards developing
an insurance culture among the poor. It is not sufficient simply to pay premi-
ums through interest rates where the policyholders do not know they are
insured. 

– Strategies to minimize non-renewals should take account of poor people’s
realities. The objective is to keep the policyholder active in paying premiums.
It is important that late payment penalties control adverse selection and
fraud, but still allow for client retention.

Clearly, efficiency cannot be the only criterion in selecting the best mode
of premium collection. The insurer must keep in mind its strategic position
and its strong points, as well as the long-term goals it wishes to attain. If the
insurer stresses product price as its greatest strength – i.e. attempts to offer
lowest possible premium for competitive coverage – it should focus on the
least expensive methods, such as electronic transfer from add-on products. If,
however, the insurer’s strengths lie in a close relationship with the market
and high mutual loyalty, the increased cost of door-to-door collection may
be offset by lower lapses and lower fraudulent claims from customers who
feel they have a closer relationship with the insurer, at the expense of higher
premiums. In short, no single aspect can be used to find a solution to a multi-
faceted problem of the insurer-insured relationship, the ultimate success of
which depends on the long-term survival of the insurer, in turn resulting in
secure protection for the insured.
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Claims processing, from notification to settlement, is often a costly and time-
consuming activity fraught with difficulties. The balance between opera-
tional costs – including controls to minimize improper claims – and the cost
of fraud, leads to an expensive process, especially for health insurance. Yet
for microinsurance to be successful, the costs of operations and controls
must remain low to maintain premiums that are affordable to the market. 

The claims process for microinsurance differs from that of traditional
insurance in its recognition of the realities of low-income life, for example:

– Claims need to be settled rapidly because low-income people have insuffi-
cient access to funds to manage the financial costs of risks.

– Health claims should be paid directly to the provider since low-income
people frequently do not have the available funds to obtain treatment and
wait for reimbursement.

– Conventional documentation requirements must often be replaced by alter-
native evidence because of the difficulties low-income people have in obtain-
ing some documents.

– The claims process often replaces underwriting because it is cheaper to look
closely at a few claims than to require extensive underwriting for large vol-
umes of small policies.

– With small premiums and very limited benefits, the options for different
claims documentation requirements must be assessed on the basis of their
costs and benefits 

– To be efficient, insurers should streamline their controls for the smallest poli-
cies, since effort involved in enforcing the controls may be more costly than
the actual benefit.

– In general, the process must be as simple as possible.

3.4 Claims processing
Michael J. McCord and Richard Leftley1

The authors appreciate the editing and suggestions of the following readers: Aris Alip (CARD),
Dubby Mahalanobis (formerly Microcare) and Ralf Radermacher (University of Cologne).

1 References in this chapter to Microcare (Uganda), Compartamos (Mexico), Aldagi (Georgia), Kashf
Foundation (Pakistan) and Gemini Life (Ghana) are drawn from the authors’ experiences, not from
the case studies.



This chapter discusses these differences in detail, using examples to illus-
trate why there is a need to manage microinsurance claims differently from in
conventional insurance. It also summarizes the lessons learned in trying to
make microinsurance claims processes efficient, effective and controlled. The
chapter first looks at the process in general, and then looks specifically at
claims notification, settlement, controls and management.

1 Introduction

Arguably the most important aspect of insurance for the policyholder is
claims. Without efficient and effective claims processing, it will become diffi-
cult for the insurer to sell policies as customer dissatisfaction mounts. The
right to efficient claims under certain circumstances is what policyholders
buy with their premiums. 

The cost of processing claims is a critical factor in determining success for
insurance companies. They must be efficient with effective controls to ensure
that only legitimate claims are settled and for the correct amounts. Yet the
controls and processes that work for a wealthier market can be ineffective in
the low-income market. Indeed, where claims processing becomes too
demanding or too expensive, the related products simply cannot be offered
to the low-income market. Such is the critical nature of claims processing.

1.1 The claims settlement process

The claims process generally includes the following components:

– An insured event leading to notification of loss
– Collection of required documents
– Presentation of the claims application to an intermediary or the insurer
– Claims adjustment
– Claims settlement

For microinsurance to succeed, it must balance the amount of information
required to actually confirm that the event has occurred with the policyhold-
er’s ability to obtain that information in a timely and cost-effective manner.
Indeed, the claims process must be kept simple to gain the trust of the clients.
As illustrated in Figure 15, the process at Madison Insurance in Zambia for
example is clear and somewhat timely (compared to other cases). 
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The process at Madison Insurance takes up to 10 days, as long as the doc-
umentation is correct and the claim is legitimate. At Delta Life in Bangladesh,
the process can take up to 60 days or more. Even though much of Delta’s
process has been decentralized to the Zone Operations Centres (ZOCs), a
number of activities remain at the head office and some claims approvals even
require the signature of the Managing Director. Yes, there is a need for strong
controls, but every step takes time and costs money, and thus increases oper-
ating costs. 

Health insurance claims are more complicated than life insurance because
a new party is involved – the healthcare provider – and the claim assessment
is subjective, requiring medical expertise. Plus, a single policyholder might
make several claims during the policy period. At UMSGF, a mutual health
insurance programme in Guinea, the process begins with confirmation that
the person seeking medical care is actually covered by the policy. The nine
major steps in accessing care with UMSGF are indicated in Figure 16.
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Figure 15 Typical claims settlement process for Madison’s microinsurance product
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Note: In a case where documents are not properly filled in (Step 1 or Step 5) the claim will be
returned to Credit Officer/client and the process will require additional days – around 2–3 more
days.

Source: Manje, 2005.



As described in Chapter 2.1, a health microinsurance scheme that requires
the policyholder to pay for treatment and then apply for reimbursement,
such as the health benefits from VimoSEWA and Shepherd (both in India),
does not provide the core advantage of insurance – being able to seek care
without having to accumulate funds to pay for it.2 In contrast, UMSGF,
Yeshasvini (India) and Microcare (Uganda) reimburse the healthcare
provider directly. 

1.2 Upfront screening versus back-end controls

In many microinsurance schemes, the effort to reduce costs has shifted the
normal policy underwriting from the underwriting department to the claims
department. Prospective policyholders do not undergo a medical examina-
tion, for example. They do not have to present birth or marriage certificates,
or health records upon initial policy application. In many cases, screening of 
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Figure 16 The claims process at UMSGF
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2 VimoSEWA is in the process of testing a cashless payment system to overcome this problem.



potential policyholders is eliminated, or to some extent covered by the
underwriting of partners. For instance, a woman belonging to an MFI may
require microinsurance. She would be accepted automatically for insurance
as long as she met the MFI’s loan criteria. The cover may even include family
members, as with AIG Uganda, Spandana (India) and CARD MBA (Philip-
pines), without any additional underwriting requirements. 

Even with individual sales, such as with Delta Life, prospective policy-
holders simply have to sign a declaration of good health. If anyone suffers an
insured event, then the insurer requires confirmation of the declaration, for
example, that there were actually no pre-existing conditions. In this manner,
microinsurers minimize the workload associated with assessing the mass of
applications for cover, and concentrate their efforts on the few claimants. 

In general, there must be enough checks and balances to ensure that
fraudulent claims are not paid, but the process also must be user-friendly and
cost-effective for all parties. However, the whole insurance process must be
considered. Where controls are minimized for the mass of insurance pur-
chasers, there is a heavier burden on the claimants. Another strategy for
improving efficiency is to have tiered claims requirements, with a limited
number of documents and a simple process for the smallest claims, but more
stringent controls for larger claims.

The next sections analyse how the key claims sub-processes serve the pol-
icyholders, and how microinsurers have made these processes work in an
efficient and effective manner.

2 Claims notification

Claims notification occurs on two levels. First, the approach may be either
by the policyholder, the beneficiary or the insurer’s representative. Then, the
application is completed and submitted to formally launch the claims settle-
ment process. 

2.1 Approach

Most microinsurers leave the responsibility of initiating claims to the benefi-
ciary. Although several institutions, such as Delta Life, AIG Uganda and La
Equidad (Colombia), require beneficiaries to approach the insurer or its
agent, insurers can improve their customer service by approaching the bene-
ficiaries, which enhances the credibility of the insurer and strengthens a bur-
geoning insurance culture.
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For MUSCCO in Malawi, beneficiaries generally advise the SACCO that
a member has died, although there are instances when beneficiaries are not
aware of their designation or the insurance coverage. Under such circum-
stances, the SACCOs inform the beneficiaries and encourage them to initiate
the paperwork. The SACCO has a particular motivation to do so if the mem-
ber dies with an outstanding loan balance.

Similarly at CARD MBA, the field officer and the group members are
motivated to find the beneficiaries to be able to clear the deceased’s loan bal-
ances. If there is no beneficiary named or that person predeceased the
insured, it is the policy of CARD MBA that “in the event of the death of a
member without designation of her beneficiary, all benefits due will be paid
to her legal heirs according to law” (McCord and Buczkowski, 2004).

Even if there is not a loan to be repaid, with life insurance it is important
for microinsurers or their intermediaries to make sure that claims are initiat-
ed even if they have to seek out the beneficiary. Trust is still being built with
many of these programmes, and claims payments show policyholders that
they can trust the insurer to pay.

With healthcare, either the policyholder approaches the insurers for reim-
bursement, or the insurer keeps the policyholder out of the process by pay-
ing the healthcare provider directly. The latter approach is simpler for policy-
holders and more efficient for the insurers. Grameen Kalyan (Bangladesh)
uses a third approach that eliminates the claims process altogether. At GK,
members are provided with cards to present at the time of treatment. The
treatment cost is then simply discounted and no claim need be made. How-
ever, the policyholder still requires cash to access care at the discounted rate,
and the cost of medical care that is beyond the capacity of the health centre is
covered on a reimbursement basis.

As a means of assistance with the claim process, TUW SKOK (Poland)
and Aldagi (Georgia) have implemented 24-hour toll-free help lines to assist
in claims queries (among other things). For TUW SKOK, it is interesting to
note that only 10 per cent of claims are started through the call centre, while
the rest are initiated through their credit union partners – a clear indication of
the preference for physical human contact in this process.

2.2 Claims application

Claims applications for insurance products are complicated and can be prob-
lematic for low-income policyholders, especially those with limited educa-
tion. For example, Delta Life’s claim form requires significant information
including details from local authorities and the deceased’s employer, as well
as specific information on the cause of death. Completing this form with all
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the required signatures and information creates frustration and delays for the
beneficiary. Additionally, the claims rejection rate at Delta is about 15 per
cent, and this is partly due to incomplete claims applications.

At some microinsurers like Delta, claims documentation has not evolved
sufficiently to accommodate the low-income market. For example, while
documentation from an employer may not be difficult for a middle-class
widow in a city to obtain, it may be a serious challenge for a rural, low-
income beneficiary. Claims rejections are often a direct result of the complex-
ity of the forms and the insensitivity to this market’s ability to acquire the
formal documentation, which can undermine the intention of microinsur-
ance as illustrated in Box 38.

Box 38 Claim rejection: A case of insufficient documentation in Zambia

Philip Zulu’s wife died and he began the claims process after her burial. Upon
submission of the claim form with burial and death certificates, Philip was
advised that he also needed to produce the official Cause of Death Certifi-
cate. He went back to the hospital only to be told that it was not possible to
produce the certificate because too much time had elapsed since his wife’s
death. After spending three weeks going back and forth between his MFI’s
office and the hospital, he eventually gave up on the insurance claim. 

Source: Adapted from Manje, 2005.

Some microinsurers, however, have adjusted their claims requirements for
their target market, for example:

– VimoSEWA requires a receipt for the wood used in building the funeral pyre
– A burial permit can be used for AIG Uganda and Madison in place of a

death certificate 

Part of the complexity of claims requirements relates to negative experi-
ences insurers encounter with policyholders taking advantage of the combi-
nation of simple initial applications (and thus limited or no underwriting)
coupled with relatively simple claims processes. As the controls were weak at
both ends of the transaction, CARD MBA encountered a serious and recur-
ring problem with adverse selection, especially for clients’ family members.
This prompted CARD MBA to initiate a contestability clause for deaths or
disabilities that occur during the first year of coverage (see Chapter 3.1).

The complexity of the claims form will be partially driven by the extent
to which the insurer relies on underwriting through the claims process, as
well as the complexity of the product itself. Simple products with few exclu-
sions require less information to make a claim since the insurer does not have
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to verify that cause of the claim is covered since (almost) everything is. A
simpler claims process not only reduces costs for the beneficiary, the agent,
and the insurer; but also leads to a higher level of policyholder satisfaction. 

For example, Microcare and Opportunity International use a form for
their credit life and funeral policy package that is straightforward (see Figure
17), although even this form requires a death certificate, which may be diffi-
cult to obtain in rural Uganda. Consequently, Microcare recently started
accepting a letter from the clergy or imam who performed the burial if a
death certificate or police report is not available. Without such adjustments,
beneficiaries can become frustrated, as was the friend of the policyholder in
Box 39.

Box 39 Beneficiary frustration

One policyholder in Uganda noted: “I know of someone who lost her hus-
band and she didn’t have any money to process the documents, yet her hus-
band had died of an accident and was thus due a significant claim. As a result,
she gave up.”

Source: Adapted from McCord et al., 2005a.

The objective is to find a balance between confidence that the insured
event has occurred and accepting less than complete documentation. TUW
SKOK, for example, requires the death certificate of the policyholder and
acceptable means of identification to confirm the identity of the beneficiary.
Madison requires the death certificate, a post mortem report, the burial per-
mit, police report, and identification. Often obtaining the required forms is
expensive and time-consuming. However, in rural areas, Madison will accept
instead three written confirmations of death from the District Secretary, the
local chief, the deceased’s employer, or the local police. 

Yeshasvini has adopted a very different approach by requiring that claims
be pre-approved by its third-party administrator before the insured receives
treatment. This approach provides an up-front control to ensure that only
authorized services are provided, which has consequently minimized the
likelihood of rejecting claims.

In general, claims applications must be simple for beneficiaries to com-
plete, requiring only documentation sufficient to confirm the occurrence of
the insured event. Frustrating policyholders or their beneficiaries only hin-
ders the expansion of microinsurance.
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Figure 17 Microcare and Opportunity International claim form
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Insurance Claim Form – Group Credit Life

Name of lender: Branch name: 

Name of contact at branch: 

Contact phone number: 

Deceased’s family name: Other name(s): 

Cause of death: 

Date of death: (day) (month) (year)

Total value of claim: UGS 

Of which UGS is for outstanding loan/interest

Details of the borrower who has died or whose family member has died

Borrower family name: Other name(s): 

Date of loan disbursement: (day) (month) (year)

We hereby confirm that the details contained in this claim form and attached proof of
death are true and accurate to the best of our knowledge:

Signature of claimant: Date: 

Name of claimant: 

Signature of loan officer: Date: 

Name of loan officer: 

Signature of branch manager: Date: 

Name of branch manager: 

Please attach the entire claim supporting documents as required under Condition 
No. 12 of the Policy namely:

– Death certificate or certified copy thereof;
– Police Report in case of accidental death;
– Copy of the loan agreement;
– In case of a Member’s death, original passbook and loan amortization statement; 
– Letter from Local Council member;
– Letter from Branch Manager or Group Leader concerned.



2.3 Delays with claims applications

Slow submission of claims to the insurer can be due to a variety of causes. At
Madison, late claims are frequently related to documentation problems. It
was reported that these stem largely from the loan officers, who are expected
to assist with the documentation, yet are too busy chasing delinquent bor-
rowers to spend time ensuring that the claims paperwork is in order. In addi-
tion, the MFI’s field staff indicated that Madison’s claims settlement paper-
work was demanding and they wished it were simpler.

In contrast, VimoSEWA’s insurance-dedicated Vimo Aagewans ensure
that members know how to claim and they facilitate the claims process where
necessary. VimoSEWA has found that official documents are occasionally
not forthcoming, as the local officials request “speed money” to prepare or
sign required documents. In these cases, the Vimo Aagewans intervene to
ensure that the document is procured without additional cost. 

The delays in submission to MUSCCO stem from two areas. The first is
the difficulty in Malawi in obtaining a death certificate, which MUSCCO
requires. The second is more interesting. MUSCCO works through local
credit unions which service the insurance policies. To combat the problem of
the credit unions severely delaying premium transfer to MUSCCO, claims
payments are withheld until the payments are up to date. As a result, the
credit unions delayed submission of the claims applications.

AIG Uganda has similar problems with its distribution channels.
Although the insurer settles most claims within 30 days of the time it
received the claim, the total time between the insured event and the claims
payments reaching the beneficiary has been dramatically longer. Claims pre-
sented by the beneficiaries to some of the MFIs were being batched – held for
weeks – before they were transferred to AIG Uganda’s claims department. 

For accidental death, where such cover provides an additional benefit, a
police report is generally required. Columna in Guatemala further requires a
certificate from the forensic doctor, as well as the ambulance report (if an
ambulance was involved). The elimination of specific differences between
“natural” and “accidental” death would help to eliminate such requirements. 

To reimburse healthcare expenses, ServiPerú requires only the policy-
holder’s identification, the medical report, and the invoices, all of which can
be collected upon discharge from the provider’s care. Having this documen-
tation on discharge makes submission of the documents easier for the policy-
holder, and because there is the incentive of reimbursement, the policyhold-
ers submit their claims quickly. 
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With TUW SKOK’s savings completion insurance, it takes an average of
60 days to receive the claims documentation, in part because the beneficiary
is often unaware of the coverage. Additionally, the claims are first presented
to TUW SKOK’s credit union partners and their incentive to disburse these
funds to people who have forgotten about the existence of the benefit has
been limited. With its AD&D policy, an average 56-day delay in claim sub-
mission is often the result of technical rather than memory problems. TUW
SKOK and AIG Uganda have found it takes more time to confirm an acci-
dental death or disability claim because confirmation relies on others, like the
police or doctors, who have no incentive to rush with their paperwork. 

3 Settlement

3.1 Settlement mechanisms 

Several MFIs and credit unions arrange to pay all or part of the claims almost
immediately upon being notified of the claim. The Kashf Foundation in Pak-
istan, for example, originally promised claims payment within one day of the
occurrence of the insured event. This worked well for beneficiaries since they
could get the funds they needed without having to present the documenta-
tion required until later. However, the beneficiaries no longer had an incen-
tive to collect the documents and Kashf was left with receivables and no doc-
umentation to use to collect them from the insurer. Subsequently, the MFI
changed its policy to payment within five days, but after submission of the
documents.

To provide funds to claimants quickly, while still maintaining the incen-
tive to provide the documents, some of Columna’s cooperative partners
make partial payments when beneficiaries provide the initial documentation.
These beneficiaries must meet certain criteria (see Box 40) to gain access to
the partial payment. Additionally, to protect themselves, the co-ops contact
Columna to verify the insured status of the policyholder. 

Box 40 Requirements for an advance payment at Columna

The claim will not be rejected if the following conditions are satisfied:

– The policy must be in force.
– The policyholder must have been current in premium payments.
– In case of natural death, a waiting period of 180 days between the effective

date of the contract and the death must have elapsed. This period does not
apply for accidental death.
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– The cause(s) of death stated in the doctor’s post mortem certificate must
not include HIV/AIDS.

– In the event of suicide, the policy must have been in force for at least two
years.

Source: Adapted from Herrera and Miranda, 2004.

To speed up the settlement process, TYM, CARD MBA and MUSSCO
have created decentralized systems that allow branches or agents to pay
claims based on receipt of full and proper documentation. Most of the others,
including UMSGF, VimoSEWA and Tata-AIG, have a more centralized sys-
tem that requires presentation of the documentation to the head office claims
department for processing. Often this processing includes sample testing of
the documentation for validity, and sometimes, as with VimoSEWA, a review
of the claim by a claims committee (see Chapter 4.5). Medical claims may also
be subject to a clinical review as at VimoSEWA and Microcare in Uganda,
which is intended to both confirm appropriate care and control over-treat-
ment.

Many microinsurers have their management deliver the claims settlements
to the beneficiaries. This activity enhances their public image and promotes
the scheme and its benefits to their members. The resulting demonstration
effect, whereby others are enticed to join the insurance scheme because they
see that claims are actually paid as promised, is a critical element in creating
an insurance culture since it enhances trust between the insurer and prospec-
tive policyholders.

Disability claimants frequently express dissatisfaction with settlements
because of disputes on the extent of the disability. TUW SKOK has devel-
oped an appeals process where beneficiaries can, and do, appeal settlements.
During the first nine months of 2003, the board considered 69 claim com-
plaints, in respect of which 16 decisions were modified or reversed, 48 were
upheld, and five were still in process. Likewise, VimoSEWA has a grievance
committee to which people can appeal their settlement.

3.2 Claims rejections

As underwriting requirements are frequently applied to claims submissions
rather than initial policy applications, rejections can be an issue for microin-
surance. In the case studies, claims rejection rates, where available, were gen-
erally between 5 and 22 per cent. The higher rates reported by TUW SKOK’s
property insurance, MUSCCO and La Equidad – 22, 15, and 14 per cent
respectively – may reflect better record-keeping at the credit union-related
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microinsurers. It may also reflect a higher reliance on sorting out underwrit-
ing issues through claims. The high rate at TUW SKOK is directly related to
water damage claims for which TUW SKOK has implemented a 15-day
waiting period to counter a problem with people purchasing policies after
their property was damaged by water leaks. This also relates to TUW
SKOK’s implementation of a US$27 deductible to minimize frivolous claims.

Claims rejections often occur on several levels, leaving the actual rejection
rates rather ambiguous. For Madison Insurance, with a rejection rate of
about 5 per cent, it was possible to reject the claims at various levels, includ-
ing the field officers, their supervisor, head office management or the insur-
er’s claims department. It is only the latter that actually tracks the rejections,
but it is likely that most questionable submissions have already been rejected
by the time they get to the claims department. 

The main reasons for rejecting health claims are related to policy exclu-
sions and the client not understanding, or not being aware of, such exclu-
sions. For example, with VimoSEWA, certain medical procedures and med-
ications are not covered; because members are submitting for reimburse-
ment, there is significant potential for claim rejections. VimoSEWA has
worked to combat this through extensive training of its field agents.

Another common reason for rejections among microinsurers has been
that policyholders do not realize that they must pay premiums every year to
keep their policy in force, so they often believe that they are still covered
even though the policy was not renewed. With many schemes, policyholders
are not sufficiently informed or they have forgotten the details.

Delta Life has a rejection problem that is common among microinsurers
with long-term policies – lapses. For the three years including the period
2000 to 2002, only about 43 per cent of its policies were in force. Thus, on the
death of more than half of its policyholders, there would actually be no
insurance cover, although the beneficiary would probably receive some of
the savings accumulated over the years. It is likely that growth has been
restricted by the negative public image of these rejections.

To reduce the rejection rates, two improvements are needed. First, policy-
holders must be fully knowledgeable about the product they are buying.
Besides providing client education, microinsurers should be giving their cus-
tomers a brochure or simple policy document that states the dates of cover-
age, the benefits and the claims processes. Second, microinsurers must deal
with the root causes of non-renewals and lapses; it is sometimes necessary to
develop alternative premium payment options to address the variable and
often seasonal nature of household income (see Chapter 3.3). 
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3.3 Time to settlement

On average, settlement times can be anywhere from seven to 60 days, with
the longest time to settlement about two years. The average of those case
study insurers who were able to provide this information was 24 days.

Claims settlement is often delayed by critical snags in the process. At
Delta Life, the snag is simply the policy of the institution itself, since it has
not made timely settlements a priority (see Box 41). An estimated 10 per cent
of death claims take six months or more to be settled because of problems
with the mail, manual data systems, insufficient documentation and the cen-
tralization of claims processing. 

Box 41 The many stops in claims settlement at Delta Life

It is interesting to note the number of staff involved in checking and approv-
ing a claim, which has a direct impact on claim settlement efficiency as well as
cost. At Delta Life, besides the three people in the unit office who review the
claim, there are one or two people from the ZOC’s servicing department, and
then at least three at head office, along with the MD if the claim is above
US$180. This does not even include the role played by the control and com-
pliance department which ensures that all required signatures are on the
form. It is no wonder then that claims settlement takes at least a month, and
often much longer. In the future, Delta hopes to decentralize the entire
claims process to the ZOCs, but such a change does not appear imminent. 

Source: Adapted from McCord and Churchill, 2005.

When working with MFIs, the delay may be due to the MFI agent not
concentrating on the delivery of microinsurance products. In one case study,
the time to settlement was tracked for several specific policies (see Table 25)
and it was apparent that the MFI was creating substantial delays. The insurer
should intervene to address this problem. However, because these are related
to a group policy through the MFI, the insurer believes it has satisfied the
policy requirements once it pays the MFI. Though this may be technically
correct, it is important to recognize that when receiving queries from benefi-
ciaries, the MFI’s staff blame the delays on the insurer. Indeed, even with the
rejected Case 6, the MFI’s staff continue to report to the beneficiary that they
are waiting for the insurer to pay the claim. 
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Several of the case study institutions aim to achieve “rapid” claims pay-
ments. The partnership document of Madison Insurance gives the commit-
ment that it “shall expeditiously settle claims within a maximum of seven
working days”. Shepherd’s insurer has committed itself to settling claims
within 15 days. For ServiPerú, the government has taken the lead by mandat-
ing that all claims be paid within 30 days. AIG Uganda has agreed to pay
claims within 14 days, though its average is much longer. An interesting
alternative approach to assurances on claims was implemented by Gemini
Life Insurance Company in Ghana; if it takes longer than 14 days to settle a
complete claim, a penalty of 25 per cent of the claim amount will be payable
to the beneficiary. Microcare provides a similar offer.

Delays with LIC’s claim settlements were unacceptable to the clients of
VimoSEWA, as they were often taking one month or more after all docu-
mentation was submitted. VimoSEWA management decided to explore alter-
natives. Aviva Insurance was selected to replace LIC in 2005 because it per-
mitted VimoSEWA to pay the life claims, reducing reimbursement time to
one week. For health and asset insurance, VimoSEWA has worked with the
private, non-life insurer ICICI Lombard since 2003. This relationship
improved claims settlement through the provision of a reimbursement fund,
out of which VimoSEWA pays the claims and is then reimbursed by the
insurer.

It is when they submit a claim that policyholders find out if their premi-
um has been well spent. All clients expect claims to be paid quickly. Howev-
er, “quickly” means very different things to different people. For example, in
Zimbabwe (see Box 42) or South Africa, where people have become used to
informal burial societies, paying claims quickly may mean within one day;
whereas in Zambia, where burial societies are less prevalent, quickly means
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Table 25 A sample of claims durations

Days from death Days from claim Days from MFI Total days from 
to claim reaching arrival at insurer receipt to death to 
the insurer to payment beneficiary beneficiary receipt

to the MFI receipt
Case 1 91 38 280 409
Case 2 60 26 101 187
Case 3 46 21 101 168
Case 4 75 33 221 329
Case 5 77 31 Loan only 108
Case 6 86 30 Rejected N/A
Average 72.5 29.8 175.8 278

Source: McCord et al., 2005a.



within a week or two. These different perceptions have a huge effect on the
claims process, the cost of delivery and the level of client satisfaction.

Box 42 Efficiencies of informal insurance

Zambuko Trust, a Zimbabwean MFI, conducted market research to explore
possible insurance opportunities. The research revealed that over half of
Zambuko’s clients had contributed to an informal burial society. These burial
societies are organized by a person in the community who collects small reg-
ular contributions from members. The contributions are saved in a bank (or
sometimes in a tin) and in the event of the death of a member or someone in
their family, the burial society pays a sum from the saved contributions. 

Due to the limited number of people in each burial society and the limited
geographical scope, the claims are often paid within hours of the death. Since
these burial societies are common in Zimbabwe, most low-income people are
familiar with funeral insurance and expect claims to be paid within 24 hours. 

Source: Adapted from Leftley, 2005.

Efficient controls are critical to any insurance product. As the experience
at Delta illustrated, having more people review a claim does not necessarily
lead to better control. There are significant advantages in having claims pay-
ment decisions close to the beneficiary. The success of the India examples
shows that even with a regulated insurer as the backbone of the scheme,
durations can be reduced by creating structures within the delivery channel
to facilitate these transactions. However, the data in Table 1 shows that MFIs
are not always the best arbiters of client needs, and thus insurers must ensure
that the final client is being satisfied. 

4 Controls

Insurers are not successful just because they can get claims paid quickly. They
must ensure that the claims are legitimate and correspond with the policy
requirements. For example, for an accidental death claim, they do not just need
a document from the police confirming death, but they must also ensure that:

– the document is legal
– the death was an accident
– the person who died is actually covered by the policy
– the death occurred within the policy period, and
– the policyholder was up to date with premium payments when the death

occurred. 
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Insurers make promises to cover risk events under certain circumstances.
Their policyholders, and indeed even their intermediary agents, are motivat-
ed to try to cheat this system, especially if the policyholders are not the own-
ers of the scheme. If insurers are to stay in business, they must maintain
strong yet efficient controls.

4.1 Claims adjustment

Some microinsurers, like TUW SKOK, work with professional claims
adjusters. TUW SKOK does this with property claims where valuations may
be rather complicated. Those offering health or disability insurance often use
physicians to review and adjust claims. For life insurance, most microinsur-
ers utilize a combination of paperwork and the relationships of the interme-
diary agents. TYM for example, uses the local Woman’s Union to help with
claims adjustment; MUSCCO uses its SACCO partners.

MUSCCO has found claims adjustment a challenge because Malawi lacks
a national identification system. Consequently, it is unable to confirm that
the claimant is actually a policyholder. Several institutions overcome this, or
reinforce the confirmation of identity, by requiring agents who know the
deceased to actually view the body. CARD MBA uses its volunteer coordi-
nators, selected from among their membership, to visually confirm the loss.
Others, like VimoSEWA, require a photo of the deceased. Opportunity
International Bank Malawi overcame the lack of national identity cards by
introducing smartcards that record clients’ fingerprints. 

Confirming the cause of death as HIV/AIDS has proven elusive, especial-
ly in high-prevalence countries, as illustrated in Box 43.

Box 43 Claims adjustment and HIV/AIDS

In the face of high potential loss rates from HIV/AIDS, several microinsur-
ers implemented specific exclusions for deaths caused by HIV/AIDS. Both
AIG Uganda and MUSCCO have come to realize that excluding HIV/AIDS
is an impractical solution. Both institutions provide insurance mostly or
entirely to borrowers who must fulfil the credit criteria of the lender. The
loans are almost always short-term. Thus, due to the fact that the borrower
has been able to qualify for the loan and its short duration, much of the like-
lihood of a claim due to HIV/AIDS has been removed. Also, in Uganda and
Malawi, HIV/AIDS is rarely listed as the official cause of any death. Deaths
of HIV/AIDS sufferers typically result from pneumonia or TB or some 
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other opportunistic disease. These factors basically render the unpopular
HIV/AIDS exclusion ineffective. Thus, the exclusion has been removed from
AIG Uganda and MUSCCO policies.

Adapted from Enarsson and Wirén, 2005; and McCord et al., 2005a.

In 2004, VimoSEWA improved its approach to claims adjustment when it
trained three office staff in claims investigation techniques. The cell was
trained by the COO for the purpose of discreetly procuring correct ground-
level information from hospitals, doctors, nursing staff, and relatives and
neighbours of the claimants. They were also trained to analyse healthcare
bills and information on claimants’ income, work and family, depending on
the details of the claim. Investigation results are discussed only with the
claims coordinator and COO along with the CEO for final decisions.

4.2 Other general controls

Some controls relate to the structure of deductibles and co-payments, which
limit the volume and value of claims. Additionally, these play an important
role in limiting the incentive for fraud by the policyholder. For example, with
property claims, TUW SKOK limits settlements to 50 per cent of replace-
ment value. In this way, the policyholder still takes a 50 per cent stake in the
risk of loss. 

Sometimes common controls cannot be implemented; for example, Tata-
AIG could not introduce a waiting period because the national insurance
regulations prohibit it. The regulators feel that such a provision can cause ill
will among policyholders with little knowledge of insurance when a claim
arises within the waiting period. Tata-AIG has paid claims within the first
month of policy activation.

At Grameen Kalyan and BRAC in Bangladesh, staff members frequently
interact with clients and get to know their families personally, which works
as a moral deterrent against fraud and false claims. Many MFIs have observed
that borrower groups tend to exclude those individuals that have a history of
poor health or are known to be sick. Group members fear that such individ-
uals will struggle to repay their loans, leaving other members to repay them
under the mutual guarantee. Opportunity International has used this obser-
vation in negotiating with insurance companies in Africa and the Philippines
to remove waiting periods and existing illness restrictions from their life
insurance products. 
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In addition to other methods, CARD MBA uses data to control claims.
The microinsurer has examined at what point in time during policyholders’
relationships with CARD claims are being submitted. As shown in Figure
18, over half of all claims arise within the first year of membership, which
suggests an adverse selection problem. However, this finding must be
analysed in context; due to the rapid growth, 40 per cent of all CARD mem-
bers were in their first year and 40 per cent of its members were responsible
for 51 per cent of claims.

As mentioned in Chapter 2.1, the risk of fraudulent claims in life insur-
ance is relatively low because it is hard to fake a death, especially in a rural
community where people tend to know one another. However in health
insurance the risk is much greater. Common fraud problems that occur with
health microinsurance include:

– physicians submitting invoices for care never provided, possibly splitting the
settlement with the policyholder,

– policyholders obtaining cover for persons not covered by the policy,
– over-treatment by providers,
– submission of fraudulent invoices by policyholders.

234 Microinsurance operations

25

20

15

10

5

0

Y
1Q

1

Y
1Q

2

Y
1Q

3

Y
1Q

4

Y
2Q

1

Y
2Q

2

Y
2Q

3

Y
2Q

4

Y
3Q

1

Y
3Q

2

Y
3Q

3

Y
3Q

4

Y
4Q

1

Y
4Q

2

Y
4Q

3

Y
4Q

4

›Y
4

Source: McCord and Buczkowski, 2004.

Figure 18 CARD MBA timing of claims

Y1=51%

Y2=26%

Y3=11% Y4=11%
Y4+=1%

Percentage



Countering these fraud problems calls for close claims analysis, but even
more importantly, requires that controls be built into the systems to stop
fraud before it occurs. For example, to control fraud, Microcare places a
receptionist in the waiting room of the approved healthcare provider. These
qualified nurse receptionists ensure that only covered individuals receive
treatment by checking the identification cards; the photos on the card are
matched to both the patient and the database available to the nurses. 

Using this technology, Microcare can ensure at each stage that only cov-
ered care is provided, and the insurer has an immediate record of the treat-
ment costs that can be compared to the hospital’s invoice when it arrives.
Thus, Microcare can make sure that its policyholders receive the care they
buy, and is able to keep the premiums lower. However, although this exten-
sive system mitigates policyholder fraud, it does little to encourage true man-
aged healthcare because Microcare has no control over the physicians and
clinics. 

As a means of controlling the financial transaction, Delta Life pays about
half of its claims with crossed cheques (requiring the payee to deposit the
cheque into a bank account). This is a common procedure at insurance com-
panies. However, frequently the beneficiary does not have a bank account
into which to deposit the cheque, and many banks are not prepared to open
an account since they know that the payee will deposit and immediately
withdraw the proceeds, and then close the account. Even when banks agree
to open an account, they impose heavy service charges that make the insur-
ance transaction more expensive for the beneficiary. 

The bottom line with microinsurance is that controls must be strong, 
yet must reflect both practicality and the market situation. It makes little
sense to implement expensive controls that the market cannot comply with,
or that cost more to implement than the likely cost of the aggregate loss. As
margins are smaller with microinsurance, the cost-benefit analysis is particu-
larly critical. 

5 Claims considerations in product design 

A simplified product design will greatly aid the claims process. Microinsur-
ance product designers must think through the steps policyholders will go
through to make a claim. When CARD MBA tested a health insurance prod-
uct, it found the risk management and paperwork simply too costly and
onerous for the MBA and its members, so it pulled the plug on the product.
Claims processes and costs must be addressed and honestly recognized in the
product development process.
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In general, life policies are relatively easy because there is one obvious
insured event – the death of the covered person. Several programmes offer
simple policies where if the person dies (and is covered, and the death is
proven), the beneficiary is paid. Other programmes add complexity with
exclusions for suicide, death due to civil strife or acts of nature. The author’s
favourite microinsurance exclusion is one for policyholders who die “while a
passenger in a rocket-propelled vehicle”. The greater the number of exclu-
sions, the more complex the settlement process will be. 

A range of benefit options also adds complexity. Some microinsurers
offer an additional benefit (double indemnity, for example) for accidental
death; Columna has special accidental death benefit for certain causes of
death, for example while travelling as a passenger in public transport or in a
lift, or as a result of fire in a public building, where the insured sum is multi-
plied by three. With accidental death policies, two problems occur. First,
there is significant ambiguity surrounding the definition of an accident,
which can lead to conflicts in the adjustment process – something that public
relations-sensitive microinsurers should want to avoid. It is difficult and
unpleasant to explain to expectant beneficiaries that something they see as an
accident, or a special accident, is not one. 

A second issue with accidental death claims is that people have an incen-
tive to convert a death due to illness into an accidental death. Microinsurers
have reported cases of beneficiaries creating fraudulent police reports and
bribing physicians for fraudulent post mortem reports. The incentive gener-
ated by a potentially significant claims settlement has led many people to
indulge in fraudulent activities. The problem is eliminated when there is a
simple death policy where any death leads to a common settlement. Compar-
tamos, for example, uses the slogan “death is death”; with its insurer partner
Seguros Banamex, it treats all deaths in the same way. Policies with simply-
defined benefits and simple claims procedures are critical for efficient
microinsurance operations.

Tata-AIG has developed a broad strategy in designing its microinsurance
products. Its objective is to limit costly underwriting, and to focus instead on
claims verification. While reducing its operating costs, the problem with such
a strategy has been that its products have been mis-sold by commission-seek-
ing agents who have sold products to people who do not qualify for them.
When such people make a claim, it may subsequently be rejected during
claims verification. This does not create a good impression of Tata-AIG, nor
does it help create an insurance culture. 

In some mutual and community-based programmes, like ServiPerú, the
scheme managers found that it was important for members to self-limit their
claims behaviour and worked to raise awareness among policyholders of the
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benefits of prevention and minimizing claims so that prices could be kept
low in the future. This reduces the volume and value of claims, ultimately
allowing for a potential reduction in premiums. BRAC takes an interesting
approach to this type of limitation for their health insurance, allowing each
cardholder only one referral reimbursement per year. 

6 Conclusions 

In summary, the following key lessons and recommendations about claims
management are worth considering:

– To be efficient, insurers should streamline their controls for the smallest poli-
cies, since the effort needed to enforce the controls may be more costly than
the actual benefit.

– Efficient microinsurance must have simply-defined coverage, appropriately
rapid claims settlement and controls that can be easily applied.

– The closer the settlement is to the policyholder, the faster it can be provided,
though there are potential issues of control and inconsistent application of
claims rules that need to be monitored.

– Claims must be based on documentation that is appropriate for the clients.
– The overall microinsurance processes are more efficient and cost-effective

when the underwriting is conducted through claims rather than at the point
of purchase. However, where the controls are minimized for the masses of
insurance purchasers, there is a heavier burden on the claimants and a risk of
mis-selling.

– With health insurance, the greatest benefit for policyholders is when the
insurer settles directly with the provider. Procedures and controls can be
more efficient when the providers are responsible for initiating the claims. 

– A settlement appeals committee is important to offer beneficiaries an oppor-
tunity to have their claim results reviewed and clarified.

– Distribution agents such as microfinance institutions are not always the best
arbiters of client needs, and thus insurers must make sure that the final client
is being satisfied.

– Computerization greatly enhances the potential of developing and imple-
menting efficiencies, and may be the most important input to efficient
processes, especially for health insurers. 

– A simple brochure for each client showing the breakdown of fees and bene-
fits, the coverage period, and describing the claim settlement process, would
be a worthwhile consideration.

237Claims processing



Commercial insurance companies employ actuaries, specialists trained in the
mathematics of insurance and risk management, to calculate the financial
impact of contingencies for which policyholders are insured. More specifi-
cally, the actuary ensures that the company’s premium rates are prudent and
sufficient, that its reserves for future liabilities are adequate, and that the pol-
icy dividends paid to its policyholders are equitable.

Similarly, a microinsurance programme should also contract the services
of an actuary to derive the premium rates for its products and to assist 
with other aspects of managing the scheme. In the beginning, many unregu-
lated microinsurers underestimate the technical rigour required to price
products correctly. They often yield to the temptation of duplicating prod-
ucts and rates from the commercial insurance market or from other microin-
surance programmes without considering the underlying assumptions
behind those rates. 

The main objective of this chapter is to illustrate how insurance products
are priced and how to design and maintain databases so that they can be used
for pricing purposes and sound management, and to highlight some good
and bad examples of microinsurance pricing derived from the case studies.
This chapter is particularly relevant for unregulated microinsurance schemes
that carry their own risk, but also for organizations that distribute products
underwritten by insurance companies – if distribution channels under-
stand pricing, they will be more adept in managing data and negotiating with
insurers. 

The discussion is limited to life and health insurance, although many of
the issues and points made apply to pricing other products as well. It is by no
means an exhaustive treatment of the subject – indeed, an entire book could
be written on microinsurance pricing. 

For the information to be useful, parts of the discussion are by necessity
somewhat technical – this should also convey the message that professionals
are needed to price products correctly. The example illustrated in Box 44 is a
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common occurrence. Informal insurance schemes that do not rely on actuar-
ies to price their products, including several of those depicted in the case
studies, tend to be too cautious and charge too much, or they under-price the
product and threaten the viability of their scheme – neither of these results
contributes to successful microinsurance. 

Box 44 Pricing problems

An MFI in India started its microinsurance programme with a single-level
premium for life insurance coverage for all of its clients. In February 2003,
GTZ sponsored a training session on pricing. When the rate components dis-
cussed in this chapter were reviewed, the MFI realized that its scheme would
be bankrupt within a few years. The session helped managers understand
their data needs, how data are used in pricing, and that all of the components
of pricing must be considered when deriving the appropriate rates needed for
long-term MI sustainability.

Aside from the direct underwriting impact of pricing, it is important to
note that appropriate pricing can help build trust in the microinsurance
product, while a poorly-priced product can lead to abrupt adjustments in
premium rates and an erosion of confidence in the scheme. 

1 Database design requirements for pricing (and sound microinsurance
management)

Premium rates are established by the actuary using available experience data.
In the early days of a microinsurance scheme, when there is still no specific
data available on the proposed participants for calculating their expected
claims, population statistics and data from similar programmes have to be
used to the extent that they are available. The actuary must then rely on
observations of and assumptions about the participants and their proposed
or ongoing insurance scheme to adjust that information in the calculation of
the premium rates. 

Actuaries prefer to use the specific data of the group or population to be
insured since this will result in more reliable and accurate rates. Credibility
of the data increases with volume. In deriving crude group mortality rates for
example, the actuary would consider a minimum of 10,000 life years of expo-
sure1 to be necessary for the data to be considered fairly credible – less credi-
bility would be attributed for smaller data amounts.
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From the beginning then, it should be clear that one of the key determi-
nants of a scheme’s long-term success is a properly designed and well-main-
tained database and management information system (MIS) for capturing
and screening the data used in subsequent pricing reviews. The main objec-
tives of an MIS are to accumulate data and to assist with managing the insur-
ance scheme in a professional, efficient and technically prudent manner. The
database design should be based on the relational database model, built with
the help of IT professionals, and with inputs from an actuary and the man-
agement of the scheme (see Box 45).

Box 45 Database design problems

TYM in Vietnam operated its microinsurance scheme for several years.
However, the database was not properly designed and maintained, which
made it very difficult later on to analyse and re-price products. For example,
the relational database table with loan information could not be properly
linked to the table containing member information, making it impossible to
calculate risk exposures by age and gender.

Grameen Kalyan’s micro health insurance has kept detailed information
at each of the health centres. This information could have been very useful
for analysis and pricing purposes if each client’s membership number had
been retained from year to year rather than assigning a new number on each
renewal, or if the records had had another unique identification field for each
member. This unique identifier would have allowed the actuary to track the
exposure and claims for each member through the years.

Source: Tran and Yun, 2004; Ahmed et al., 2005.

Great care and time must be invested in the design phase of the database since
it is the foundation of a good MIS. The following tables of information must
be included:

a) Institutional and branch information
If the scheme is servicing several institutions then the details of each institu-
tion needs to be maintained.

b) Participants’ information
Who is covered? What are the attributes of the participants? As a minimum,
the following attributes must be included: 
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– Unique identifier or key – Name
– Gender – Date of enrolment in the scheme
– Date of birth – Primary occupation / livelihood
– Marital status – Residence: urban or rural, city, province
– Number of children – For health coverage, a recent photo 

(calculated field if beneficiary should be on file for printing ID Cards
and covered dependants 
history is kept)

These data are used to prepare a demographic profile of the group, which is
needed for projecting future mortality trends. If the country has a national
ID number then that could be used as the unique identifier; otherwise, the
scheme will have to generate its own unique ID number that clients should
retain throughout their history with the scheme.

c) Beneficiaries and covered dependants
For health insurance, some of the same data should be maintained for each
covered dependant, including name, unique identifier, gender, date of birth,
relationship to the participant and a photograph.

d) Coverage history
What are the coverage details? A coverage history for each enrolled person
has to be kept, not just the coverage currently in effect. If a change is made to
an individual’s coverage then a new record should be created in the coverage
history table with the effective date of the change as one of the fields in the
record.

Apart from monitoring and for administration purposes, the main objec-
tive of keeping a coverage history is to permit the reconstruction of a com-
plete history of each person’s exposure to every covered risk so that expected
claims can be calculated for comparison with actual claims experience (this
will be further discussed in the next section). In fact, software applications
can be developed to monitor the expected claims in relation to actual claims
on an ongoing basis – this is a powerful tool to assist microinsurance man-
agers. For example, at Yeshasvini in India, management noticed that one of
its accredited hospitals was performing an unusually large number of hys-
terectomies. On further investigation, it found that the medical management
of patients was not appropriate, resulting in termination of the relationship
with the hospital. AssEF had a similar experience, as described in Box 46.
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Box 46 Importance of a health insurance MIS: Experience of AssEF

For its health insurance scheme, AssEF in Benin carefully monitors actual
claims in relation to expected claims. In some cases, substantial differences
between projected and actual figures emerge. Once it identifies the discrep-
ancies, then management can determine how to address them. From the
results in 2004 (see table below), two issues captured management’s attention:
the high rate of prenatal consultations and nursing services.

Expected Actual Estimated Average
frequency frequency cost cost 2004
(%) 2004 (%)

General practitioner’s consultations 107 102.4 392 231
Gynaecological consultations 10 3.3 1 400 1 525
Prenatal consultations 12 33.1 259 368
Postnatal consultations 4 0 370 -
Minor outpatient surgery 8 1.2 1 694 1 960
Outpatient nursing services 100 175.9 1 050 1 011
Deliveries (excluding caesareans) 4 3.7 3 360 8 655
Caesareans 0.5 0.6 35 000 35 000
Hospitalization 10 20.1 2 327 1 373
Surgical procedures 
(excluding caesareans) 2 0 34 320 –
Laboratory tests 20 58 2 730 2 938
Radiographies 5 4.2 4 865 3 589
Ultrasounds 5 8.1 4 284 4 069
Generic and essential drugs 144 157.1 2 954 2 281

At AssEF, a three-month waiting period for new members is the principal
barrier against adverse selection. This safeguard appears to be sufficient to
reduce opportunistic behaviour with regard to outpatient consultations and
hospitalizations; however, it remains to be proven in terms of planned health
services. For example, by monitoring claims, management identified a strong
adverse selection phenomenon with respect to prenatal consultations (subse-
quently affecting deliveries in 2005).

This phenomenon was heightened following the numerous drop-outs
that began in mid-2004, since many of the remaining women were pregnant.
Specific measures could have been implemented to curb adverse selection,
such as increasing the waiting period for prenatal consultations and deliver-
ies. However, a decision was made to use the phenomenon for marketing
purposes. As the claims in question were not out of control, they could be
used to increase the visibility of the scheme, particularly with a target group
made up of women. The frequency of utilization is very carefully monitored 
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and measures could still be implemented if the risk of adverse selection
becomes too significant.

As for the nursing services, the frequency of utilization was also moni-
tored according to the healthcare provider, and these results showed that one
clinic had a much higher claims experience. In this case, microinsurance
clearly led to a behaviour change. As the beneficiaries were insured, the clin-
ic asked them to come back several times during the same illness to receive
treatment; the first visit is recorded as a consultation and the subsequent ones
as nursing services. The scheme’s management approached the clinic and dis-
cussed the anomaly in treatment patterns, and this resulted in a return to
more normal claims experience. Had the management not monitored the sit-
uation, the claims would have exceeded the financial resources of the plan
and possibly resulted in its bankruptcy. A well-designed database and MIS is
crucial for microinsurance management.

Source: Adapted from Guérin, 2006.

e) Premium history
For each product, a premium payment history must be kept for each insured,
including the following fields: payment date, payment amount and receipt
number if applicable.2 Besides being needed for administration purposes, the
premiums history will be used to study the pattern of drop-outs (lapses and
surrenders), which in turn will affect the pricing of many products (see Box
47). For products with savings and equity accumulation features, the payout
values will depend on the premium history since interest must be credited
accordingly.

Box 47 VimoSEWA’s renewal rates

VimoSEWA in India implemented a new MIS system in 2001, which permit-
ted it to measure its renewal rates. Management was quite surprised to learn
that the organization had a very low renewal rate – just 22 per cent for mem-
bers paying annual premiums. Having been made aware of the problem,
management took steps to increase the renewal rate by communicating the
value of maintaining insurance to members and by setting target renewal
rates for each Aagewan (sales promoter). 
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A proper database is required to measure renewal rates. The renewal rate
for Year X is the number of members that renew in Year X+1 divided by the
number of members from the same cohort that were insured in Year X. 

Source: Adapted from Garand, 2005.

f) Claims history
Who claimed? When did they die, or become sick or hospitalized? What
amount did they claim? What was the incurred cost, covered or not? What
was the method of treatment? What was the cause of death or hospitaliza-
tion? When was the claim received? What was eventually paid, and on what
date? For health claims, the cause of the claim should be recorded in Interna-
tional Claims Diagnostic (ICD) format and charges should be broken down
by benefit category.3 The claims experience is crucial for ongoing manage-
ment and monitoring purposes and is also a primary source of information
for pricing (see Box 48).

Box 48 VimoSEWA’s claims processing

VimoSEWA’s MIS recorded the date of the claim incidence, the date the
organization received the claim and the date the benefit was paid to the mem-
ber. This data showed that there were long delays in processing claims. Fur-
ther analysis showed that part of the problem was due to members not
knowing how to submit claims. Armed with this knowledge, VimoSEWA
increased its efforts to educate members and to reduce time for claims reim-
bursement. Over three years, time for claims payment was greatly reduced –
from three months to two weeks. Members acknowledged the improved
service.

Source: Adapted from Garand, 2005.

g) Product rules/policy history 
The coverage rules for each product must be defined and kept. Although the
coverage history described above could also be used to capture product rules,
it is much more efficient to separate general types of coverage information
that does not vary too much between individuals and maintain it in a separate
set of tables. This is needed to complete the expected claims information
mentioned above.
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All records should be kept indefinitely, either in the current database or in
an archive, for cumulative experience and actuarial analysis. The data should be
carefully managed just like any other resource of the microinsurance scheme. 

Actuaries attach great importance to the way data is collected and man-
aged because erroneous and incomplete data can be more of a liability than
an asset if misinterpreted. To ensure the completeness and integrity of the
data, robust controls and thorough cross-checking should be built into the
MIS. Standard coding values and formats should be used to simplify queries
and to improve consistency. For example, participants’ occupations should
be selected from a menu of standard occupation codes rather than being
typed in each time. 

All data should also be verified as far as possible against other independ-
ent systems such as accounting. For example, premiums, commissions and
claims must be balanced against the accounting system at the end of each
accounting period to make sure that there is consistency between the two
systems (which is also a very useful integrity check for the accounting sys-
tem). Furthermore, database changes should be monitored and confirmed
regularly against manual systems.

2 Pricing components, key factors and methodology

The primary objective of any pricing exercise is to ensure that premium rates
are sufficient to realize the scheme’s aims and meet its obligations in the long
run, while maintaining equity among the participants. For life and health
insurance, rates can either vary by age (age-structured) or, as is most com-
mon, remain the same for all participants (sometimes described as “commu-
nity rating”). If level rates are used, it is advisable to impose a maximum
entry age and perhaps also a maximum coverage age (otherwise the rates will
probably be too high, which in turn will affect the marketing of the product).
An alternative to a maximum coverage age is a declining schedule of benefits
for the older participants. 

Several components should be considered in establishing premium rates.
Each component must be carefully calculated from the experience data
and/or from other available information. As mentioned above, to the extent
that specific data is unavailable, the actuary must make reasonable assump-
tions based on experience, industry studies and observations from similar
programmes. 

It is very important to note that in microinsurance product design, com-
munication methods, management practices, and many other factors will
impact the observed experience. In populations where insurance awareness is
low, it may take much more time for claims rates to stabilize and to reach
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predictable levels. For example, even though it was serving a similar insured
population, Yeshasvini’s claims experience increased from Rs. 65 (US$1.43)
per insured in Year 1 to Rs. 86 (US$1.89) in its second year of operation. The
most likely reason for the higher claims cost in Year 2 is that there was a
greater awareness of the insured benefits and claims procedures.

2.1 Life and savings products

The main components for pricing life and savings products are the following:

a) Rate of mortality
Typically the actuary chooses an appropriate mortality table prepared by col-
laborating companies within the insurance industry and adapts this to the
microinsurance group. In the absence of industry tables, population tables
prepared by World Health Organization (WHO) or others may also be used
and adapted to the particular group of microinsurance participants, although
this is not the optimum approach.

The selection and adaptation of the mortality table is a critical step in the
pricing process for life insurance. Ideally, the final table should be tested
against the database of participants by calculating the expected claims and the
number of deaths over a selected retrospective study period, and then com-
paring these results with actual experience in the same period. This compari-
son should be conducted over each risk subgroup if possible, such as those
defined by a combination of age, gender and geographic location. This test
will determine the appropriateness of the mortality model and is only possi-
ble if the scheme has accumulated reliable data, as described in the previous
section. The actual-to-expected claims test can be performed iteratively until
the selection of mortality table and required adjustments are completed. The
final result is the mortality pricing model for the group.

Whenever possible, the actuary should use a demographic profile of the
prospective insured group when calculating the expected aggregate mortality
rate instead of simplifying the calculation by using an expected average age.
The latter approach is not very reliable (see Chapter 3.6).

The participation level is a very important consideration in preparing the
mortality model. Mandatory participation of all eligible members of the
target group is recommended. If participation is optional, then adverse
selection will significantly increase the expected mortality rate.

Another important factor is the expected trend in mortality. In that
regard, the actuary must take into account the influx of new participants in
the next few months or years. For example, if the projected growth rate of
the scheme is “high” and if new participants are a targeted segment of the
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population such as younger women entrepreneurs, then the aggregate mor-
tality rate will probably decrease or remain stable over time. Conversely, low
growth rates are likely to result in an increased aggregate mortality rate as the
group ages. For age-structured rates, this is less of a concern. However, for
level premium rates, the future trends in expected mortality must be incorpo-
rated carefully.

For example, with VimoSEWA’s voluntary scheme, the rate of mortality
changed dramatically in a few short years as a much larger proportion of
younger women entered the programme, and due to wider participation
compared to the earlier years (see Table 26). 

Table 26 Evolution of life mortality rate at VimoSEWA

Year Number insured Rate per thousand
1998 25 000 19.3
1999 31 000 14.2
2000 30 000 12.1
2001 29 000 11.6
2002 93 000 4.3
2003 110 000 3.7
2004 104 000 4.7
2005 117 000 3.2

Source: Garand, 2005.

HIV/AIDS is a major factor introducing long-term changes and trends into
mortality rates. In regions with significant epidemics, the mortality rates can
double or even triple, particularly in the income and age bands typically
served by microfinance institutions and community-development NGOs.

Upon completion of the mortality model, the actuary will calculate the
expected claims component of the premium rate, taking into account the
product features and benefits payable contingent on death.

Other products like disability or health insurance will also require pricing
tables, though based on contingency rather than mortality rates. Most of the
above considerations will still apply.

b) Drop-out rate
The drop-out rate (lapses and surrenders) is another very significant factor in
price determination. A lapse means that premium payment is late beyond the
grace period (which is normally 30 to 60 days), whereas a surrender is notice
of termination or non-renewal beyond the allowable reinstatement period. 
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It is important for the actuary to be able to prepare a schedule of drop-
out rates by age, gender and time since enrolment, and correspondingly, to
understand what proportion of the lapses will reinstate their coverage within
the allowable reinstatement period. This information can be derived from the
premium history database described above.

Depending on the product, the drop-out rates and the pattern can either
improve or decrease the profitability of the microinsurance programme. For
all products, a high rate of drop-out will increase expenses. However, if the
product has an equity or savings component of which a portion is forfeited
through early surrender, then a high surrender rate can actually improve
profitability. The actuary may choose to use some of the projected forfeited
equity to fund other benefits and thus reduce the overall premium rates.

c) Risk loading
Actuaries use risk mathematics to compute an appropriate risk premium,
which is meant as a provision for adverse deviations (PAD) from expected
claims over the short to medium term. Expected claims computed from expe-
rience and mortality tables will probably never be realized exactly4 and the
risk loading is a provision to increase the probability that the actual claims
will not exceed net premiums over a predefined time period.5

In general, experience with larger groups of homogeneous participants (in
terms of age, gender, health, occupation, etc.) and with identical coverage is
less likely to deviate significantly from the expected claims (i.e. smaller vari-
ance) than that of smaller groups, groups with diverse participants, or groups
with several coverage options.

d) Uncertainty loading
The actuary may include an amount to compensate for uncertainty. In
general, the more assumptions that have to be made, and the less reliable and
sparser the data, the greater is the uncertainty. 

e) Profit or contribution to microinsurance surplus and equity
To expand the scheme, some profits are needed. The desired profit may be
expressed either as a loading or as a separate component of the net rate.
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f) Expenses
The expected expenses incurred for marketing, underwriting, claims pay-
ment, premium collection and administration must be loaded into the final
net rate. To do this correctly, a thorough analysis should be made to deter-
mine how the expenses of the entire scheme are incurred, and then the
expenses should be projected and allocated to the various products on an
incurred basis. Arbitrary expense allocation will result in cross-subsidization
of products (although this may be desired in some cases).

Recently Grameen Kalyan’s health insurance programme was analysed to
compare premium by health centre to the cost of operating the centre. The
analysis showed that some centres were producing a surplus after taking
account of only their local costs, but before factoring in the head office cost
allocation and the depreciation of their equipment. Future pricing reviews of
its products must include the costs of running the entire programme.

g) Expected investment earnings 
Expected investment earnings are used in combination with expected mortal-
ity rates to prepare the net rates for life insurance before expense loading.6

For example, Yeshasvini invested the initial annual premium and earned
interest of Rs. 2 (US$0.04) per insured person, which helped cover some of
the administrative expenses. The actuary, therefore, needs to consider how
excess premiums will be invested before they are used to fund the scheme’s
expenses and incurred claims. Moreover, the timing and frequency of the
premium payments (see below) affect the investment earnings as do the qual-
ity, liquidity and rates of return of the selected investments.

As discussed in Chapter 3.6, the main risk in pricing long-term insurance
products is the accuracy of assumed investment earnings. Long-term fixed
rate guarantees are especially dangerous if the asset used to invest premiums
(such as 20 to 30-year bonds) is not identified and purchased at the time the
guarantee is given. Interest rates can drop relatively quickly, so it may be
impossible to invest in assets that provide the returns needed to fund the rate
guarantees. A shortfall of just a few basis points may well lead to eventual
bankruptcy due to the effect of compound interest. One solution is to link
rate guarantees to investment instruments such as government-issued bonds
or five-year average term deposits in commercial banks.
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h) Product design 
Product design features affect all the pricing components. For example, one
common product is level-term life insurance. If the coverage is linked to
loans from an MFI, the risks covered are predominantly women’s lives
(where women are the target clientele of the MFI). By also providing cover-
age for the clients’ spouses and children, the risk pool is significantly altered,
especially since most male spouses are often older than their wives and
because males usually have higher mortality rates. Product features such as
waiting periods and pre-existing illness exclusions are also important pric-
ing considerations (see Chapter 3.1).

i) Timing and frequency of premium payments 
These have to be factored into the premium rates. For example, if the annual
premium payable at the beginning of the coverage year is P, the equivalent
monthly premium is higher than P/12 for three reasons: 1) the additional col-
lection expenses (twelve transactions rather than just one), 2) lost interest
earnings and 3) the fact that those dying will not complete the monthly pre-
mium payments. 

j) The size of the microinsurance group 
This affects the expense levels due to economies of scale, and it will greatly
influence the required risk loading discussed above. 

k) Participation rates 
These affect the mortality rates, morbidity rates and the expenses. A commu-
nity with 100 per cent participation will have lower per-capita claims expens-
es than a community with only 10 per cent participation. In the latter case,
adverse selection comes into play because the families who believe that they
will receive a benefit are more likely to enrol in the insurance programme.

l) Growth of the microinsurance scheme 
This, together with inflow of new participants, is a critical factor in mortality
trends. The addition of older or younger insured populations can dramatical-
ly change the expected aggregate mortality of the group.

m) Stability of the group
A group with low renewal rates is likely to experience higher mortality and
morbidity as an element of adverse selection takes hold.
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n) The livelihoods, occupations and activities of the participants 
These greatly affect the health, mortality and morbidity rates and thus the
expected claims.

o) Inflation rates 
These will affect expenses and perhaps benefits depending on the product
design. Inflation rates will usually have an effect on investment earnings as
well.

p) Reinsurance 
This can be used to manage some pricing risks. Theoretically, and all things
being equal, reinsurance can result in lower net rates due to the reduced risk-
loading requirements, but this depends on the design of the reinsurance pro-
gramme and on the reinsurer. However, in many cases the reinsurance pro-
gramme adds an additional cost.

2.2 Pricing health insurance

Most of the discussion in the previous section also applies to pricing health
insurance. However, there are some additional considerations and issues
which make pricing health insurance especially challenging.

Expected claims costs are computed using a combination of morbidity
rates, claims incidence for each benefit category, and claims amount distribu-
tion by benefits category – claims must be separated in the database because
this will enable separate pricing of each benefit category. Claims costs should
ideally be segregated by age, gender, and geographic location. For this pur-
pose, there is nothing which compares to an extensive and consistent data-
base to estimate claims distributions. 

Incidence rates are dependent on the insureds’ utilization rates and uti-
lization trends – and these can change significantly in a very short time. Uti-
lization is dependent on prevailing characteristics of the insured, including
their overall health, access to services, understanding of how to use services,
the dignity with which services are provided and many other factors. For
example, VimoSEWA introduced a child benefit in its hospitalization plan in
2002. In analysing the experience, it was observed that there was an increase
in the number of families participating in the child health coverage and the
increased participation decreased average utilization rates (see Table 27).

251Pricing microinsurance products



Table 27 Claims experience of VimoSEWA’s child benefit

Year Actual claims cost per insured
2002 Rs. 97
2003 Rs. 85
2004 Rs. 70

Source: Garand, 2005.

Inflation rates of benefits are a key consideration for health insurance –
they are very difficult to predict and are usually much higher than the Con-
sumer Price Index (CPI). To decrease the uncertainty in pricing, the product
should be designed with maxima for each benefits category as well as an
overall annual maximum.7 Alternatively, one could follow the approach used
by UMSGF and Yeshasvini, and negotiate fixed tariffs for services, such as
surgery, with healthcare providers. 

Co-payments have an enormous effect on the rates because they result in
decreased incidence and shorter hospitalization confinements. The claims
database can be utilized to determine the effects of deductibles and co-pay-
ments on the premium rates. In many cases, the poor are hesitant to use
health services as they lose several days income and incur increased travel
expenditure, effectively creating a “hidden” co-payment or deductible. 

The geographic location of the insured normally has a significant effect
on access to service, thus affecting the pricing.

3 Modelling techniques

Actuarial modelling is an excellent approach to business planning and pric-
ing, since it captures the numerous and complex interactions of many differ-
ent parameters. Models are not a substitute for credible data, but enable the
actuary to leverage the available data. Comprehensive models can reveal
issues that are otherwise difficult to imagine, allow the user to test “what if”
scenarios, and can be used for ongoing monitoring and detection of develop-
ing trends. In addition, a model allows for pricing multiple products at the
same time. 

For example, the pricing actuary may ask, “What would be the com-
pounded effect on the premium rates and on long-term microinsurance sol-
vency 5 to 10 years from now if the waiting period for Product A were
reduced from one year to six months, and if the maximum entry age for the
microinsurance programme were lowered from 64 to 60 but the exit age 
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raised from 65 to 69, and if a death benefit of US$50 for the member’s chil-
dren aged 90 days to 21 years were added?”, and so on. Such complex ques-
tions may arise during the business planning stages of a microinsurance pro-
gramme or may be raised by the management at any time – a good model can
be used to test these types of scenarios.

The model should use the current database for evaluating key parameters.
For example, demographic profiles, incidence rates and lapse rates should be
updated before running the model. The expenses of the organization based
on past experience and on the microinsurance business plans should be
loaded into the model.

The output of a quality model includes prospective income statements,
balance sheets, and cash flow statements. These outputs are indicative in
nature and one must be careful to limit their interpretation. Generally, the
user adjusts the premium rates and product features until the projected state-
ments look reasonable.

4 Conclusions

The key messages in the chapter are as follows:

– Pricing microinsurance products is very technical and requires assistance
from an actuary.

– The actuary has to consider the whole package – target market, product
design, marketing and communication, administration and claims service – to
set an appropriate premium. These parameters must be monitored periodi-
cally to anticipate changes in pricing.

– Accurate pricing begins with a quality database. The database should be
designed by an IT professional with inputs from an actuary to ensure that the
data are relevant for pricing purposes.

– Data, like any other resource, must be carefully managed. 
– Health insurance is more difficult to price than life insurance. Rates should

be reviewed every six to 12 months because utilization and inflation trends
can change rapidly.

– Microinsurance modelling techniques can be used to price products more
accurately, produce business plans and detect developing trends.
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Sound financial management is one of the most important requirements for
long-term success in the insurance business. It is an especially complex task
because the bulk of an insurer’s assets are used to back future benefits that are
payable contingent on the occurrence of insured events.

Many microinsurers – particularly those with roots in the development
community – fall short of having an adequate level of financial and risk-man-
agement skills. Many of these, however, offer only short-term, lower-
risk products, although a few carry higher-risk, long-term products (see
Chapter 2.2).

The aim of this chapter is to provide a brief overview of the major finan-
cial management issues that the insurer must master, as well as to offer practi-
cal and important financial management suggestions specific to microinsur-
ance. In particular, this chapter discusses: 1) the risk of insurance, 2) capital
requirements, 3) reserves, 4) reinsurance, 5) investment management and 6)
profit distribution.

1 The risks inherent in insurance products

Insurance is the business of risk management and therefore requires a thor-
ough understanding of the nature and degree of the various risks present in
the products being offered. Most of these risks are also inherent in microin-
surance products. For microinsurance to be sustainable, four major cate-
gories of risk have to be managed and understood. The quantification of
these risks is the basis for determining the actuarial reserves and the amounts
of capital required for the long-term sustainability of a microinsurance pro-
gramme (see Box 49). The four major categories of risk are: 1) pricing inade-
quacy, 2) asset depreciation and default, 3) interest rates and investment mis-
match and 4) general contingencies and management.

3.6 Risk and financial management
Denis Garand and John Wipf1

The authors appreciate the technical suggestions and edits provided by David Dror (Social Re) and
Carlos Martínez Gantes (DKV Seguros). 

1 The references to Kasagana Ka (Philippines) come from the authors’ experiences.



Box 49 Actuarial reserves and capital defined

In this chapter, actuarial reserves are assumed to reflect the actuarial present
value of expected liabilities2 less actuarial present value of expected premiums
inclusive of the appropriate margins as determined by a pricing actuary.
These reserves are assumed to be reflected as a liability on the balance sheet.
Furthermore, to simplify the discussion, the term “capital” here includes
retained earnings, surplus, claims fluctuation and contingency reserves, guar-
antee funds deposited with regulators, etc. It includes all assets over and
above those funding the actuarial reserves. Capital is assumed to be acces-
sible in the event of deficiency in actuarial reserves.

1.1 Pricing risk

Pricing is such an important topic that Chapter 3.5 is devoted to it. As point-
ed out in that chapter, pricing requires an accurate projection of the claims
expected to be incurred, preferably based on specific experience data. 

Many microinsurance programmes have inadequate and inappropriate
data and therefore have difficulty obtaining an accurate projection of claims,
which could lead to an erroneous pricing of their products. In other words, a
lack of experience data exposes these programmes to a pricing risk. As dis-
cussed in Chapter 3.5, a good MIS together with a well-managed database
enables the pricing actuary to derive the expected claims cost and other pric-
ing components. The chapter also describes the specific data elements that
must be included in the database. 

It is important to understand that actual mortality and morbidity costs
vary by age, gender, region, socio-economic status and other parameters. In
the absence of good data and in places where the demographic profile of the
target market is not well understood, microinsurers that charge level rates to
all participants in life and health insurance schemes are exposed to a signifi-
cant pricing risk since this practice requires an inherent assumption regarding
the risk profiles of the target market. Removing exposure to erroneous risk
profile assumptions would necessitate premiums being fixed according to
age, sex and other parameters.

For simplicity and popular marketing appeal, or due to legal requirements
such as in South Africa, most microinsurance programmes price on a com-
munity basis, which means that all risks within a specific scheme are charged
the same premium. Consequently, the microinsurance scheme is exposed to a 
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much greater pricing risk since both the current profile and the future trends
in the target population’s demographics become major factors in the expect-
ed claims. Even more importantly, the participation rate becomes a crucial
determinant of success because it, in turn, affects the demographic profile of
the participants (a subset of the target population) and the aggregate risk
exposure. 

In general, a low participation rate will result in much greater risk expo-
sure since older and higher-risk individuals tend to enrol first and participate
more readily. Conversely, a higher participation rate generally means that a
larger proportion of lower-risk individuals are also participating. This is
clearly demonstrated by VimoSEWA’s experience, where the mortality rate
declined from 19 per thousand in 1998 to five per thousand in 2004 (see Table
26 in Chapter 3.5). This positive trend is largely the result of the organization
expanding from 30,000 to more than 100,000 lives covered, and this wider
participation involving an increase in younger members. 

One of the most common pricing risks for microinsurers is deriving a
community rate for group products based on an average age of a group,
rather than basing it on the actual age-sex demographic profile of the group.
The mortality rate for the average age of a group, for example, is a poor sub-
stitute for the weighted average mortality rate since the latter measure takes
into consideration the demographic profile of the group. 

For instance, the average age of the 8,500 members of Kasagana Ka
(KSK), an MFI operating in Manila, is 39.95 with 98.67 per cent women. The
mortality rate for KSK using an average age of 40 is 2.292 per thousand per
annum, while using the more appropriate weighted average mortality rate
based on the MFI’s age-sex profile results in 3.395 per thousand. Since the
expected mortality rate using the average age is just 67.5 per cent of the
weighted average mortality rate, if the average age were used as a basis for
deriving the level rate for a compulsory life product, for example, the prod-
uct would be significantly under-priced. 

Although mortality rates usually vary by region,3 the geographic parame-
ter is much more important for many risks covered by non-life insurers. In
health insurance, for example, not only do morbidity rates vary by region,
but more significantly, access to treatment, manner of treatment, and costs of
treatment can vary greatly between hospitals.4 Regional claims costs vary 
for other products as well, such as those offering protection against natural
disasters.
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Even if all the correct information were available for projecting claims,
actual claims patterns usually change from the expected pattern assumed by
the pricing actuary. Since higher than expected claims could severely impair
the insurance programme, a certain amount of capital is required in case the
underlying risk is underestimated. While this pricing risk is generally present
in all insurance programmes, it is much greater for microinsurance since the
risks are not as well understood by the actuaries.

Another significant pricing risk for longer-term life and savings products
is the assumed interest rates. Projected claims, other benefits and expenses
are discounted to their present value using assumed prospective interest rates
– the lower the assumed interest rates, the higher the present value of future
costs reflected in the premium rates, and vice versa. The pricing actuary may
sometimes assume an overly optimistic interest rate to lower the present
value of claims and the resulting net premium rate. This error, however,
could jeopardize the programme later on when the assumed interest rates are
not achieved. On the other hand, the actuary could be overly conservative
and assume too low an interest rate, thus making the price uncompetitive.
Either way, the interest rate assumption results in a significant pricing risk
for longer-term products. This and other pricing risks need to be backed up
by extra capital.

1.2 Asset depreciation and default risk 

Investment income from the assets of an insurance company is an important
source of overall income. An error in managing investments can therefore be
a major cause for the failure of insurance companies. One common error is
excessive exposure to assets that do not generate the expected interest and
dividend payments. This is known as “asset default risk”. 

In capital markets, asset quality is generally rated inversely to its promised
returns; this reflects the situation that, all other things being equal, assets
promising a high rate of return also carry a greater risk of default. High inter-
est is often associated with a higher risk rating of the investment instrument.
So, prudent investors may prefer safer investments. However, an over-invest-
ment in perfectly safe investments could lead to erosion of real portfolio value
over time, since returns are not much higher than (or may even be lower than)
inflation rates. On the other hand, overexposure to high-risk investments
could lead to a severe decline in portfolio value due to asset default. The chal-
lenge of good investment management is to achieve a balance between these
two extremes through a diversified investment policy. The objective is to opti-
mize investment returns while maintaining an adequate level of security and
the required degree of liquidity so that assets can be available when required. 
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Most microinsurance schemes do not accumulate significant assets
because they provide only short-term products, such as credit life or health
insurance. However, for those offering long-term products, such as endow-
ments and pensions, it is necessary to build up substantial assets since bene-
fits are paid out in the distant future. Surplus accumulation of a successful
programme over the years may be another significant source of assets.

Whatever the source, assets must be invested and monitored diligently.
Adequate controls have to be in place to ensure that funds are not diverted
for personal use by managers and the board of directors. Financial institu-
tions usually introduce the following measures in their investment policy: 

– permitted investments
– permissible asset classes for diversification
– maximum investment permitted with any one financial entity or in a

particular asset
– discretion permitted to persons responsible for investments
– procedure for modifying policy
– reporting requirements

Even with a good investment policy in place, however, the choice of invest-
ments is very limited in many developing countries, which may also lead to
problems.

There is sparse information in the case studies on how assets are managed.
Few microinsurers have built up substantial assets, although the exceptions
include VimoSEWA (India), CARD MBA (Philippines), Delta Life and
Grameen Kaylan (both Bangladesh). The first two have invested the majority
of their assets in related organizations, which could lead to problems due to
the covariant risk. 

One microinsurer in India was granted funds to invest in order to gener-
ate interest revenue to cover operating expenses. These funds were all invest-
ed in the stock market. The picture seems rosy at the moment because the
markets have risen substantially of late. This investment policy is however
extremely risky due to lack of diversification by asset class and could come
back to haunt the organization. Stock markets can be extremely volatile and
some good luck is required to exit just before a major decline. 

As the other extreme, an example of overly cautious investment policy is
employed by ALMAO in Sri Lanka. Its investment strategy requires that 30
per cent of all assets be invested in treasury bills and the balance in fixed
deposits. The yields of this portfolio are below the current inflation rate in
Sri Lanka. Over time, this will erode the real value of the investments.
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In summary, diversifying assets appropriately over different investment
vehicles and durations is one of the most practical and important practices in
managing the asset default risk. 

1.3 Interest rates and investment mismatch risk

Investment mismatch risk can be illustrated by an example. If an insurer
offers a savings product that guarantees that deposits will double in five
years, this guarantee can be fulfilled only if the insurer consistently earns a
14.8 per cent return on investment. Any insurance product that has an
implied interest rate guarantee would require the insurer to match asset flow
with liability flow at the correct investment earnings rate. Failure to do so
exposes the institution to future losses if interest rates change. This is called
investment mismatch risk.

Using the above example, an investment yielding higher than 14.8 per
cent over five years is needed to meet obligations, to cover expenses, and to
generate a surplus. Just how much higher depends on the efficiency and
objectives of the insurer. The section below on investment management dis-
cusses this in more detail.

1.4 General contingencies and management risk

Insurance operations always have to be actively and professionally managed.
Poor management can lead to eventual dissolution or bankruptcy. A lack of
skills and understanding of how to operate the programme is a substantial
risk for a microinsurer. This risk is compounded further if the board of direc-
tors is inadequately skilled in overseeing management (see Chapter 3.8).

Inadequate management and governance is perhaps the biggest risk for
many microinsurance programmes (see Box 50). As described in Chapter
3.10, benchmarking can help to overcome some of this risk, though it can
never be completely eliminated. For this reason, greater efforts should be
made to increase the expertise of directors and managers.

Keeping the above risks in mind, the microinsurer has to manage its
financial resources in such a way as to meet its obligations in a timely fash-
ion. An essential function is to maintain appropriate accounting records and
prepare financial statements, including balance sheets and cash flow state-
ments. 
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Box 50 Management risk illustrations

Over the years, the International Cooperative and Mutual Insurance Federa-
tion (ICMIF) has had several members that have experienced difficulties and
even failed. A review of their experiences often exposes management and
governance problems, such as:

Company 1 started as an agency to serve the insurance needs of various
affinity organizations5 and businesses – agricultural, marketing and financial
– in a developing country with a centralized economy and a state insurer.
When the market was liberalized, the agency was converted into an insurer
owned and controlled by the affinity organizations. The company lasted
barely five years.

Company 2 was set up as the first mutual society after a 50-year break in a
country in transition where the insurance industry, until the Second World
War, had followed the mutuality tradition. A principal sponsor is a farmers’
organization. A persistent challenge has been competition from stock com-
panies selling products at lower prices, particularly to farmers. The company
is still struggling to survive – with a perpetual shortage of capital.

Established in the mid-seventies, Company 3 provided protection to
middle- and low-income earners. Group life insurance showed early prom-
ise, but the company got into individual life insurance which is a significantly
different product. The company mistakenly thought it needed a vast network
of branches spread across the country in order to distribute the product. It
died a long, slow death in the 1990s.

Company 4 is owned by a large number of savings and credit cooperatives
and their national federation. Together they have controlled – and run – this
insurer for a dozen years. Managers have come and gone through a revolving
door rotated by the board of directors, whose ambitious forays into unfamil-
iar lines of business have not failed to oblige – with stunning losses.

Source: Adapted from ICMIF, 2005.
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2 Capital requirements

Microinsurance programmes should aim to accumulate capital to deal with
the risks discussed above. Since microinsurers generally start out with insuf-
ficient capital, the pricing actuary should initially increase the risk and uncer-
tainty loadings described in Chapter 3.5. These loadings can be used to build
up surplus and contingency reserves over time. Interest rate margins should
be used to reduce the assumed and expected rates of return in pricing longer-
term products – the margins can be used to at least partially fund asset default
and mismatch risks. The premium rates should also include a small loading
for catastrophe reinsurance, as discussed below.

Mathematical ruin theory can be used by actuaries to describe the capital
needed for long-term solvency. In practice, modelling techniques are superi-
or and can be easily customized for testing the long-term capital require-
ments of specific microinsurance programmes.

There is also the possibility of having too much capital. Although one
could always create scenarios that consume all the accumulated capital, the
question of scenario plausibility then arises. Commercial insurers in Canada
are required to test their capital adequacy annually under all scenarios that
the insurer is exposed to where there is at least 1 per cent probability of the
scenario being realized.6 Life insurers are required to test their capital ade-
quacy using five-year scenarios and non-life insurers use two-year scenarios.

MUSCCO and CARD MBA have accumulated significant capital due to
very good current operating results. For MUSCCO, there is a possibility of
higher future claims due to HIV/AIDS and the organization no longer has
reinsurance, so capital accumulation is certainly justified. CARD MBA, on
the other hand, has possibly accumulated too much capital over the years.
Microinsurers such as CARD MBA may have to consider reducing premium
rates (or increase benefits) and determine a strategy to pay out excess capital
equitably to clients and members.

3 Reserves

The most general technical definition of a reserve is the actuarial present
value of future liabilities less the actuarial present value of future premiums.
In practice, there are many different kinds of reserves on the books of insur-
ers, generated by the features of their various insurance products and by the
nature of their operations. 
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Like other insurers, most microinsurance programmes maintain reserves
to ensure that they can pay their obligations when claims are submitted. To
get a true picture of the financial condition of a programme, the reserves
must be calculated using actuarially acceptable methods. They must then be
reflected in the financial statements; the reserve levels are reflected as a liabil-
ity in the balance sheet, while increases and decreases in reserve levels should
be treated as an expense in the income statement.

Insurers often use proxy and simplified methods to estimate the true
actuarial reserves, although regulators may prescribe the methodology and
the limits of the assumptions that may be used. For example, the regulator
may specify a mortality table and interest rate assumption to be used in the
valuation of whole life products in the insurer’s annual report.

One of the most common microinsurance products is credit life. In the
case of credit life, the future premium payable is usually zero because a single
premium is collected by the microinsurer at the time the loan is issued. If the
premium is collected up front, the accepted practice for reserve calculation is
as follows:

Actuarial Reserves =
Gross Unearned Premium Reserve (GUPR) + Incurred but not Reported
Claims (IBNR) + Claims in Course of Settlement (CICS) + Provision for
Adverse Deviation (PAD)

A good practice for microinsurers is to calculate GUPR on a loan-to-loan
basis at each reporting period. This applies to the other reserve components
as well. PAD is usually determined at the discretion of the actuary. The
method of calculating these values is beyond the scope of this chapter.

As mentioned above, to get a true picture of the financial condition,
reserves must be calculated accurately and this is best achieved by a good
actuarial system accessing a clean and current database. Software tools for
calculating reserves should be programmed by an actuary. If a product has
guarantees beyond one year, the reserves should be calculated directly by the
actuary.

Calculating the reserves is only the first step. The microinsurer must
make sure that the reserves are fully funded at all times and that the invest-
ments backing the reserves are properly managed.
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4 Reinsurance

Reinsurance is a risk-management tool that should be used by the microin-
surer if possible. It is generally used to stabilize the financial condition of the
insurer. Chapter 5.4 deals with this subject in greater detail, but a brief dis-
cussion is warranted here since reinsurance is an important aspect of financial
management.

In commercial markets, reinsurance is used to meet regulatory capital
requirements or even as a source of capital for companies with limited means.
Sometimes, insurers buy reinsurance in order to receive professional advice
from reinsurers.

Reinsurance is not a magic wand you can wave to turn a losing propo-
sition into a viable entity. The a priori condition for reinsurance to add
value to the business results is that the insurer has a viable product or one
that can be made viable if appropriate measures are taken. This requires the
maintenance of appropriate records of the insured, claims management,
financial reporting and an appropriately articulated business plan.

There are several types of risks faced by an insurer which can be managed
through reinsurance. Catastrophe risk is a rare and asymptomatic risk 
such as an earthquake or tsunami, which particularly affects asset security
and life insurance portfolios. Similarly, a major epidemic such as the widely
expected avian flu could affect health insurers. A portfolio that is too geo-
graphically concentrated is much more susceptible to the financial impact of
a catastrophe. 

There is no single and universal definition of the dimension of damages
that constitute a “catastrophe”; the term has a different meaning for climate
extremes than for health impacts or wild fires. In some cases the catastrophe
is measured in relation to the size of the portfolio, while in others it may be
expressed relative to household annual income. Generally, a single cata-
strophic event could impair the financial condition of the insurer due to the
unusual number of claims.

Catastrophe coverage is available to most commercial insurers – the pre-
mium is usually very small in relation to the cover due to the very small
probability of occurrence. Reinsurers can take on this risk because they
spread the risk across the globe by, in turn, reinsuring with other reinsurers.
The international nature of reinsurance enables risks to be spread across
national boundaries.

Claims severity risk refers to a disproportionate risk within a pool of
homogenous smaller risks. A credit life programme covering 20,000 loans of
US$500 and one loan for US$10,000 is a very clear, simple example. In this
case, the insurer should only retain a small portion of the single large risk, say
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US$500 of the US$10,000, and cede the remaining US$9,500 to a reinsurer
because a claim from that particular borrower would severely impact or even
wipe out the entire surplus of the programme. Such a reinsurance cover is
termed surplus or individual excess-of-loss reinsurance.

Aggregate claims are affected by claims incidence risk, which is a fluctua-
tion around the mean of the claims distribution, i.e. the expected number of
claims. In practical terms, the actual value of claims is greater than the expect-
ed value factored into the rates. A microinsurer can manage this type of risk
through quota share and/or aggregate stop-loss reinsurance. 

For pension or disability plans, duration of claim or the probability of
someone collecting a pension or disability benefit longer than expected is a
risk that impairs the financial results. Individual excess-of-loss cover could
be used to manage this risk if it is available.

Reinsurance is also used to even out irregular claims patterns. Over a
certain period of time, such as a year, an insurance company may be able to
pay all its claims. However, these claims may not be spread evenly during the
year and may instead come in irregular patterns such as a flurry of claims or a
large claim in a particular month. Reinsurance allows the reinsured to
smooth out its claims obligations and to reduce the uncertainties of irregular
claims. Reinsurance also enables insurers to limit year-to-year fluctuations.
Essentially, the reinsured borrows from the reinsurer in bad years and pays
back when its loss experience is good. 

For some microinsurers there is little need for surplus or quota share
reinsurance. A specific example of this is when a microinsurer covers a
“large” number of “homogeneous risk” clients with a simple term life prod-
uct that has identical “low” coverage for all. In this case, the number of
claims is likely to remain stable from one period to the next since the number
of clients is large – in other words, the variance for claims incidence is small
due to the Law of Large Numbers. The actual number of claims should be
close to the expected number of claims if the pricing has been done properly.
Since the insured amounts are assumed to be identical for all participants
there is no claims severity risk (i.e. zero variance in benefit payout when a
claim does happen). 

Other microinsurers, however, do need surplus or quota share reinsur-
ance because they cover a relatively “small” number of lives (hence they
have a larger variance in incidence than for a larger risk pool) or because
they have little or no capital. Reinsurance would also be necessary if a few
individuals represent a significant portion of the total sum insured. Some
actuaries use the rule of thumb that individual risk retention should not
exceed 0.5 per cent of the microinsurer’s capital and surplus. So, for exam-
ple, for a microinsurer with US$100,000 capital and US$20,000 surplus, the
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maximum retention should be 0.5 per cent of US$120,000 or US$600 – the
remaining risk should be reinsured. This formula is too simplistic because it
does not take into account the number of risks covered, but it provides an
initial indication.

It is very prudent for microinsurers to take out catastrophe reinsurance if
it is affordable and available. However, one of the major hurdles is reinsurers’
reluctance to provide reinsurance to microinsurance schemes because they
do not understand the microinsurance market. In addition, many microin-
surers are not legally registered and the reinsurer is restricted to doing busi-
ness only with licensed insurers.

The case study on AIG Uganda illustrates the limited relevance of rein-
surance for some microinsurance products. For this commercial carrier, the
decision not to reinsure is logical as the sums insured are small and spread
over 1.6 million people living in a large geographical area. Perhaps catastro-
phe cover would be a suitable risk-management strategy for this pool. 

MUSCCO in Malawi, however, could not buy reinsurance even if it
wanted to because it is not a registered insurer. Furthermore, although it does
not appear vulnerable to an imminent and sudden risk of increased mortality
rates, it has built up a large fund to cover future claims increases that could
also cover claims fluctuations. As with AIG, however, catastrophe reinsur-
ance would be advisable if it were available.

5 Investment management

As mentioned above, the objective of a good investment programme is to
optimize the value of the investment earnings while maintaining appropriate
liquidity and asset security to meet obligations as they arise. This is achieved
by diversifying by asset type, with a cap on any one investment. Many
organizations define their vision of a sound investment policy by outlining
the objectives, responsibilities of managers, monitoring reports, categories
and permitted asset types. 

A tendency and common mistake made by developing insurers is to over-
invest in property, often for reasons of prestige or in the (speculative) hope
that its value will rise and produce a large capital gain. As a general rule,
property should not exceed 10 per cent of invested assets, especially since it is
very illiquid.

A critically important function for any insurer exposed to longer-term
liabilities, such as endowments and pensions, is matching anticipated positive
cash flow generated by assets (such as anticipated maturities, interest
earnings and dividends) to expected negative cash flow arising from liabilities
(largely expected benefits to be paid). This is known as asset-liability
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matching.7 The objective is to ensure that the pattern and magnitude of pos-
itive cash flow closely matches that of the negative cash flow. This must be
constantly monitored and in practice requires a projection of the liability
stream consisting of expected claims and expenses (for example), which is
then compared to the expected inflow stream made up of scheduled interest
payments and asset maturities (for example) arising from the asset portfolio.
The ideal is to have an exact or near match of the two streams so that they
compensate each other. If the streams are significantly mismatched, the
insurer will experience cash flow problems in the future.

To correct a mismatched situation requires a reshuffling of assets, but this
creates a new risk: finding an asset with equal or better returns and with sim-
ilar quality. If an asset is traded for another asset, the investment yields
assumed in the pricing must be retained. 

Another risk related to longer-term products is the reinvestment risk.
This arises when the insurer takes on a long-term liability or a fixed guaran-
tee, but does not have assets with the required returns and equal durations to
cover the guarantee. 

For example, suppose a microinsurer promises a fixed endowment 20
years in the future and the actuary has assumed a 6 per cent interest rate over
the entire 20-year period to determine the premium rate. If the microinsurer
is limited, for example, to investing in five-year term deposits currently
yielding marginally higher than 6 per cent, it faces a very significant pricing
and reinvestment risk because of the uncertainty in reinvestment interest
rates as the five-year term deposits mature. If five-year term deposit yields
drop below 6 per cent in later years, the microinsurer could be wiped out,
depending on the size of that portfolio and on the degree of mismatch. Even
a few basis points can be devastating due to the effect of compounding inter-
est. The only sure way to manage this risk is to match interest rate guar-
antees (both interest amount and duration of the guarantee) with the
available assets at the time that the guarantee is made.

Recently, the Provident Fund of CARD MBA was prone to this risk
because it had promised an 8 per cent return over 20 years to members on
their Php 5 per week savings deposits. This guarantee was not covered
appropriately because the organization was limited to short-term invest-
ments or investments in related organizations.
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CARD’s loan portfolio yielded a net rate of approximately 8 per cent in
late 2003, after deducting 20 per cent investment tax and expenses. However,
the risk was reduced because members dropping out of the scheme before
three years of continuous membership forfeited their savings – the forfeited
savings increased portfolio yield and this covered some of the mismatch risk.
The danger was that the organization was not measuring the net degree of
risk that it faced at the time (and will continue to face until the policies
mature). The organization has since remedied this risk and is now advising
members that interest credited will depend on the actual net investment
yields.

Table 28 illustrates the potential effect when actual net yields are below 8
per cent. The illustration assumes that 100,000 members deposit Php 5 per
week for 1,044 weeks (20 years) and then claim their deposits at the guaran-
teed 8 per cent per annum. The calculation also assumes that the forfeited
savings of early drop-outs have been factored into the 20-year net yields. 

Table 28 Potential effect of investment mismatch on CARD’s Provident Fund – An illustration

Actual Cumulative Cumulative Cumulative Cumulative
20-year actual actual shortfall shortfall
net yield (%) value (Php) payout (Php) at 8% (Php) (US$)
8.00 1 241 123 685 1 241 123 685 0 0
7.90 1 226 889 442 1 241 123 685 (14 234 243) (258 804)
7.80 1 212 836 564 1 241 123 685 (28 287 120) (514 311)
7.70 1 198 962 701 1 241 123 685 (42 160 984) (766 563)
7.60 1 185 265 529 1 241 123 685 (55 858 156) (1 015 603)
7.50 1 171 742 756 1 241 123 685 (69 380 929) (1 261 471)
7.40 1 158 392 119 1 241 123 685 (82 731 566) (1 504 210)
7.30 1 145 211 384 1 241 123 685 (95 912 301) (1 743 860)
7.20 1 132 198 345 1 241 123 685 (108 925 339) (1 980 461)
7.10 1 119 350 826 1 241 123 685 (121 772 859) (2 214 052)
7.00 1 106 666 676 1 241 123 685 (134 457 009) (2 444 673)

Note: Php 55 = US$1

6 Profit distribution

Most microinsurance programmes today are still too new to start distribut-
ing profits; in fact, many are still struggling to become viable. Others such as
CARD MBA are not permitted to pay out dividends due to the legal restric-
tions of a mutual benefit association, even though they are in a financial posi-
tion to pay back some of the accumulated profits over the years.
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Before profits are distributed, a target should be set to maintain a certain
level of contingency reserves. The level of this contingency or surplus should
be based on the risk the insurer faces. For example, in health insurance, many
organizations such as AssEF aim for six to nine months premiums as a con-
tingency reserve.8 For credit insurance, the level of contingency reserves may
be calculated using risk-based capital measures, i.e. a capital measure that links
risk and capital adequacy, as practised by commercial insurance companies.

Some organizations have bylaws or are subject to legal requirements that
determine profit distribution based on a prescribed formula. For example:

– La Equidad in Colombia complies with the cooperative law and allocates 20
per cent of profits to education, 10 per cent to its solidarity fund, 20 per cent
to members’ reserves, and 50 per cent to members’ dividends based on pre-
miums paid and claims paid. 

– Spandana in India uses its profits to fund scholarships for its members’
children. 

– Yasiru in Sri Lanka distributes 40 per cent of its profits to members with at
least five years of membership, 10 per cent to a welfare fund, and 50 per cent
to a contingency fund.

– UMSFG in Guinea is building up reserves to a level of 75 per cent of prior
year claims. Once this is attained, it plans to use surpluses to fund a health
promotion campaign and improve health facilities.

– MUSCCO is considering profit distribution to SACCOs with good per-
formance or claims experience. However, it will only be paid when a
SACCO pays its premiums on time – one third of the SACCOs are behind
with their premium payments. 

– By law, 90 per cent of Delta Life’s profits must be returned to its endowment
policyholders and the remaining 10 per cent may be paid to shareholders.
Microinsurance is no exception.

In the partner-agent model, the agent usually works on a commission
basis, and the insurer’s shareholders benefit from the company’s overall per-
formance. However, there is another way to structure the relationship. For
example, the distribution channel could negotiate a surplus share with the
insurer, as Pulse has done with Madison Insurance in Zambia. In this case,
after paying claims, Madison deducts 30 per cent of the premiums for its
expenses, and then shares the balance 50-50 with the microfinance institution.
This approach seems to be more in line with the spirit of microinsurance
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since at least a portion of the surplus comes back to the community. It is also
better risk-management practice for the insurer, since it gives the agent a
financial incentive to produce a quality risk portfolio and not to be indiffer-
ent to adverse selection or fraud.

7 Conclusion

The main messages in this chapter are as follows:

– Sound financial management is one of the most important requirements for
long-term success in the insurance business.

– Insurance is the business of risk management. The quantification of these
risks, which should be done by an actuary, is the basis for determining the
amount of reserves and capital required to sustain the scheme.

– For marketing purposes it makes sense to charge the same price for each
client, at least for small policies; the applicable rate should be derived from
the weighted average mortality or morbidity rates to take into consideration
the actual age-sex demographic profile of the group. 

– The objective of good investment management is to achieve a balance
between risk and return, matching anticipated inflows from investments to
expected outflows, while maintaining appropriate liquidity to meet obliga-
tions as they arise.

– Long-term products are vulnerable to reinvestment risk. To manage this risk,
it is necessary to match interest rate guarantees (both in amount and dura-
tion) with the available assets at the time that the guarantee is made.

– Microinsurers should have investment policies and controls to ensure that
the policies are implemented.

– Reinsurance cannot take a losing proposition and turn it into a viable entity.
It is particularly appropriate for small risk pools and those with heteroge-
neous risks and irregular claims patterns; it is also extremely relevant for all
microinsurance schemes, big and small, to cover catastrophe risk.

– Microinsurance programmes should aim to accumulate capital to manage
risks, and only distribute profits or surplus once an actuary determines that
the scheme has sufficient reserves.
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Organization development is a planned effort to increase an organization’s
effectiveness by intervening in the operational processes. The organization
development field, which emerged in the first half of the 20th century, has
since evolved to sharpen its focus on change to emphasize the notion of a
learning organization. 

Warner Burke (1992) stresses that organization development is not just
anything done to improve an organization, but a change process designed to
bring about an intentional end result, requiring organizational reflection,
system improvement, planning and self-analysis. Leadership theorist Warren
Bennis (1993) describes organization development as a complex strategy to
change the beliefs, attitudes, values and structure of organizations so that
they can better adapt to new technologies, markets and challenges. 

Indeed, such changes are required, in both insurers and delivery channels,
if they wish to offer insurance to the poor effectively.

A basic measure of an organization’s success is the extent to which it
meets the changing needs of its clients and stakeholders. Service industries
depend on the effectiveness of frontline staff who interact with, and are
expected to provide value to, the customer. This is particularly true of insur-
ance which, as an intangible service, is often not well regarded and under-
stood. Microinsurance has an added complexity because there may be differ-
ent levels of customers, such as the holder of a group policy and the end-
users. Moreover, since the risk-carrier and the distributor can be different
organizations, the insurer may have little or no control over the staff who
interact with persons covered by a group policy. 

The lack of control over frontline staff, coupled with a reluctant and
uninformed market, necessitates some creativity in deploying, training and
rewarding staff for delivering microinsurance. This chapter considers five
aspects of organization development: 1) organizational structure, 2) recruit-
ment, 3) training, 4) compensation and 5) institutional culture. 

3.7 Organization development in microinsurance
Craig Churchill and Richard Leftley

The authors appreciate the feedback and suggestions from Toon Bullens (Interpolis), D’Arcy
Delamere (CUMIS) and Zahid Qureshi (consultant).



1 Organizational structure: Where does microinsurance fit in?

Microinsurance is often just a small piece of a larger organization’s business
activities. In an insurance company, it may be a product line or even just a
few policies. For organizations involved in distribution, such as microfinance
institutions, microinsurance tends to be treated as an additional financial
product, but one that has less importance than the organization’s core savings
and credit services. 

The only exception to this general characterization is the community-
based model (Chapter 4.3), the sole purpose of which is to provide microin-
surance to a defined group. Perhaps if the market had more organizations
that were only or primarily focused on providing microinsurance, greater
energy and attention would have been harnessed for structural innovation. 

For organizations that are only marginally involved in microinsurance,
there are still some simple and clear lessons about how it can be structured
within a larger organization – both the distribution channel and the insur-
ance company – to achieve the best results.

1.1 Distribution channels

When considering the structure of microinsurance in a distribution channel
such as an MFI, it is necessary to consider how it fits into both the front and
back office structures.

Head office
To ensure that sufficient attention is given to microinsurance, distribution
channels should have designated staff members or even a small department at
head office to enable them to focus on insurance. Obviously, this will depend
on the size of the organization and the functions that the distribution channel
has assumed from the insurer. For example, if it is involved in claims process-
ing, it will require more personnel. In general, however, when microinsur-
ance is just a piece of someone else’s job, it too often has a low priority. 

In a distribution channel, a microinsurance department acts as a first line
of response to queries from field staff and clients. It consolidates all premi-
ums from the branches and arranges monthly payments to insurers. It acts as
a filter for claims, by ensuring that they are valid and that the documentation
is in order as claims pass through from the field to the insurance company. To
simplify the administration, often the microinsurance department will hold
insurance application forms and only submit them to the insurance company
if there is a claim. The department also performs a vital record-keeping func-
tion and might therefore require a bookkeeper. In addition, the department
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may need training specialists to provide field staff and clients with sufficient
information and expertise.

At ASA in India, for example, of the 350 people that work for the MFI,
seven work exclusively on its microinsurance activities. ASA needs this level
of commitment because the MFI assumes responsibility for claims manage-
ment. If a delivery agent anticipates trying to create a formal brokerage or
even an insurance company in the future, then it would be wise to assume a
greater role in the delivery of insurance, especially claims processing.

Besides having a dedicated microinsurance department, it is also essential
to have a champion within the senior management team and on the board.
While these persons are not involved in the day-to-day insurance operations,
they can represent and promote the product in management and governance
circles, giving insurance a voice at a strategic level in the organization. These
champions should receive regular updates from the department handling the
business. 

Field structure
As for field operations, there are two main ways to structure responsibilities
when insurance is not the organization’s core business. The more common
approach is to integrate insurance into the activities of the frontline 
staff, such as tellers and loan officers. When they are opening up savings
accounts or marketing credit products, they could also encourage clients to
buy insurance. 

However, if the frontline operations become sufficiently large, the
recruitment of an insurance specialist at the branch level may be justified. For
example, when insurance operations in credit unions collaborating with
TUW SKOK (Poland) and La Equidad (Colombia) generate a certain num-
ber of policies per year, they employ a credit union staff member to work
exclusively on insurance. This person is trained to handle the more compli-
cated questions and solve problems that typical frontline staff cannot handle.
This arrangement tends to have a compounding effect on sales; premiums in
credit unions with insurance specialists tend to grow faster than in those
without specialists.

The choice between generalists and specialists in the field is not just a
matter of scale. TSKI in the Philippines has over 150,000 borrowers, but it
relies only on its loan officers to sell insurance. The other factor involved is
the product type. If insurance is integrated into the distribution channel’s
other services, such as savings and credit, and is never offered on its own, the
organization may not need an insurance specialist in the field. 

272 Microinsurance operations



Specialists are also appropriate if the insurance product is complex. For
example, VimoSEWA (India), which offers a basket policy covering death,
hospitalization and property loss, switched from general SEWA organizers
to specialized staff to manage its annual mobilization campaign. These Vimo
Aagewans are community leaders who are taught how to sell and service the
insurance product. By specializing in insurance, Vimo Aagewans are expect-
ed to be more effective than generalists. Given the increase in volumes, high-
er retention rates and significant improvements in after-sales service in recent
years, it appears that this switch is beginning to pay off despite the resultant
higher distribution costs, although the data is not yet available to reach con-
clusions on whether this is an appropriate strategy.

1.2 Insurers

Insurance companies serving the low-income market might also want to con-
sider creating a special unit concentrating on microinsurance. This focused
effort will enable them to get a better understanding of the micro market and
find creative ways to respond. This was not the arrangement at AIG Uganda,
where no one had an overview of the insurer’s relationships with MFIs, and
there was no information about the contribution of the microinsurance poli-
cies to the company’s profits. Consequently, there was little investment in the
microinsurance product, hardly any innovation over six years, and a lack of
training provided to the MFIs’ employees. 

In contrast, Tata-AIG created a special department for the Rural and
Social Sector, with a budget and flexibility to act creatively, and a mandate
from senior management. Perhaps the result of the unique regulation in India
mandating entry into the low-income market, this arrangement allowed the
insurer to experiment with products and delivery channels that may be more
appropriate for the low-income market than the accidental death and disabil-
ity cover provided by its sister organization in Uganda.

According to ICMIF (2005), the expansion strategies of Company 3 in
the case study also illustrate the pitfalls of an inappropriate organizational
structure (see Box 51). Serving middle- and low-income earners, its group life
insurance showed early promise, but the company got into individual life
insurance which is a significantly different product line. To deliver individual
products, Company 3 created an organizational structure that it ultimately
could not support.
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Box 51 Organization development: How not to do it

Company 1 operates in a transition country with an annual net premium
income of US$3.5 million, 27 staff members and no service centres other than
its head office. In the same country, Company 2 has a net premium income
of US$5.8 million, 210 full-time employees plus 85 part-timers, and 23
regional offices with 32 sub-offices “for sales and loss adjusting”. Company
3, in a developing country, had (the past tense is no mistake) a net premium
income of US$2.8 million, a full-time staff of 705 plus 1,825 part-timers, and
58 service offices all over the country.

Even making allowances for the difference in products, market segments
and geography, it is not hard to tell which insurer can look ahead to a stable
future and which is likely to continue struggling, and why the third bit the
dust. A basic, albeit rough, measure of productivity says it all: premium per
employee. It is US$129,629 for one and US$19,661 for the other, and it was a
mere US$1,106 for the third. The one with the highest number of employees
also, understandably, had the crippling overhead burden of the highest num-
ber of service outlets.

Company 3, the one with huge overheads that died before reaching matu-
rity, wanted to be close to its customers spread across the country. So it put
all the required functions – underwriting, claims settlement, premium collec-
tion and marketing – in each of its 58 service offices, without distinguishing
between frontline and support services. Good for creating jobs, but tempo-
rary ones at best.

Source: Adapted from ICMIF, 2005.

2 Recruitment: Where to access appropriate expertise

2.1 Field staff

The screening and selection of frontline staff involved in distributing insur-
ance usually depends on the criteria for their main responsibilities, such as
granting loans. Rarely does the fact that they will also be involved in selling
insurance affect the decision to employ them. However, the characteristics
required to sell credit are somewhat different from selling insurance. When
someone gets a loan, it is much more tangible – cash in hand – than the peace
of mind and security associated with insurance. 

As a result, the demand for loans is generally much higher than for insur-
ance, so loan officers do not have to have the sales expertise that insurance
requires. In addition, the poor understand credit better than insurance, 
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so there is less of a need to explain how it works. This requirement for 
client education calls for a different skill set from that which a typical loan
officer may have. 

If an organization is interested in recruiting people just to provide insur-
ance, it might be useful to consider the selection criteria established by Tata-
AIG for its micro-agents, who focus exclusively on insurance sales (see Box
52). Tata-AIG also involves non-governmental organizations (NGOs) in the
process of identifying micro-agent candidates since locally they are often in a
good position to assess the extent to which individuals are respected in their
communities (see Chapter 4.5).

Box 52 Criteria in the selection of micro-agents at Tata-AIG

The criteria for the selection of a leader of a community rural insurance
group (CRIG) include:

1. Must be a resident of the community in which she will sell and service
policies.

2. Should preferably have passed the 12th school year or at least the 10th –
this is to ensure that she is eligible to be licensed (an IRDA requirement).

3. Married: since microinsurance is a long-term commitment to policyhold-
ers, an unmarried CRIG leader may migrate to her (future) husband’s
village, leaving the CRIG and the policyholders in the lurch.

4. Ability to write English: since underwriting at head office is in English, it
is imperative that the proposal forms are completed in English. 

5. Good track record of integrity: handling money is an integral part of her
duty as a leader.

6. Effective leadership qualities: she has to manage a group of four other
women.

7. Public speaking ability: she will be required to address gatherings to pro-
mote the products.

8. Training skills: since she is the only one trained in insurance, she has to
train the other four.

9. Must have a positive influence among the target market: each leader
should be admired for her integrity and have a forward-looking and pro-
gressive nature, and must be able to use her influence to enable her CRIG
members to achieve their targets.

10. Preferably, she should have some previous work experience in the social
sector.

Source: Adapted from Roth and Athreye, 2005.
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The agents for CARD MBA in the Philippines, called coordinators, are
elected by the membership rather than being recruited by the institution (see
Box 53). Similarly, the selection of frontline staff in the community-based
model has the advantage of involving members directly in deciding who will
manage the scheme. If this decision-making process is facilitated properly,
members usually select someone they trust who has sufficient aptitude to
learn the administrative responsibilities.

Where frontline staff do specialize in insurance, it may be useful to con-
sider giving them more specialized responsibilities. For example, ServiPerú
has some agents that focus on sales, and others that collect premiums and
process claims. This separation of responsibilities is justified given the very
different skills required for these functions.

Box 53 Frontline staff at CARD MBA

Frontline staff or coordinators at CARD MBA are members of the scheme,
elected by their peers to fulfil a customer service function. Their activities
include claims verification and payment, educating current and potential
clients and addressing questions from CARD’s staff or clients. They also
work with branch managers to ensure timely collection and transfer of pre-
miums as well as document compliance. 

According to the MBA’s immediate past president and former coordina-
tor Pilar Garcia, a coordinator’s tasks are delegated to trusted members with
good standing at CARD. Coordinators commit to working at least one day
per week on MBA business, although the responsibilities often demand more
time. The work involves irregular hours, as claims verification must be done
immediately to ensure that settlements are processed in three days. 

People are selected to be coordinators for a one-year term. Although this
short period requires a lot of training, the term limit reduces fraud since it
does not allow coordinators time to get too clever. Perhaps more important-
ly, by involving many members in the insurance operations, it generates
more knowledgeable policyholders, improving their effectiveness in MBA
governance.

New coordinators undergo a day’s training at the March annual member-
ship convention; in the period between their election (in December or Janu-
ary) and the training, they perform their duties in cooperation with, and
under the supervision of, the outgoing MBA coordinator for their region.
The bulk of the training occurs on the job, which is possible because the
business processes and products in the MBA are simplified.

Source: Adapted from McCord and Buczkowski, 2004.
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2.2 Back-office staff

As for management and back-office staff, given that microinsurance is a new
field, insurers and their distribution channels are unlikely to find too many
existing microinsurance specialists. So organizations can act in one of two
ways: either they can recruit intelligent people with development experience
and teach them about insurance or they can employ insurance specialists and
help them understand the low-income market. 

Delta Life (Bangladesh) and Tata-AIG both took the first approach,
staffing their initial microinsurance operations with social-sector specialists
since the organizations already had insurance expertise. In both cases, the
organizations realized that they needed new thinking to overcome the obsta-
cles to extending insurance to the poor, which was not likely to come from
traditional insurers. CARD MBA, on the other hand, needed to hire insur-
ance expertise to solve the problems that were created when microfinance
specialists were running the insurance operations. SEWA essentially adopted
both approaches, handing the reins of VimoSEWA to a long-time SEWA
manager, but recruiting someone from the insurance industry as Chief Oper-
ating Officer.

Of course, microinsurers do not have to have all of the expertise in-house
as long as they can access it. In fact, many conventional insurance companies
do not have in-house actuaries, but rely on actuarial consultants. TUW
SKOK, for example, used an actuarial consultant for years. When it was
granted a licence to start a life insurance company along with its general
insurance company, the organization felt that it had sufficient need for actu-
arial services to employ an actuary; yet at the same time, it decided to out-
source its investment management since life insurance investments required
greater expertise than it had in-house (see Box 54). 

It may not be possible or cost-effective for each microinsurance provider
to retain full-time experts. However, identifying suitable sources of expertise
in the areas of product design, client-needs analysis, processes mapping,
product costing, distribution, reinsurance and actuarial support would be
prudent prior to launching a new microinsurance venture.

Box 54 TUW SKOK’s outsourcing model

TUW SKOK’s structure is largely organized around an outsourcing model.
The central agency in this model is Asekuracja, a brokerage company owned
by TUW SKOK, the National Association of Credit Unions (NACSCU)
and the Foundation for Polish Credit Unions. The brokerage serves as the
link between the credit unions (SKOKs) and insurance companies, including
but not limited to TUW SKOK. Where possible, the insurance provided by
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the brokerage to credit unions comes from TUW SKOK, but as the insurer is
not licensed to offer all types of insurance, the brokerage will go to the open
market if TUW SKOK does not offer the required product and issue a tender
for services to several insurance companies. 

This arrangement allows the SKOKs to offer products, such as car insurance,
for which TUW SKOK is not licensed. Besides the relationship with the bro-
kerage, TUW SKOK outsources other key activities: 

– Market research: TUW SKOK undertakes modest market research activi-
ties in-house, but it outsources larger studies to a market research firm.

– Actuarial services: When it was a relatively small insurer, TUW SKOK con-
tracted an actuarial consultant for a few days a month. With the recent pur-
chase of the life insurance company, the business has grown to a sufficient
size to justify recruiting an in-house actuary.

– Software development: TUW SKOK is part-owner of the software firm
that develops the MIS for the credit unions. H&S Software, housed in the
same building as TUW SKOK, NACSCU and the Foundation, also devel-
ops some of the software used by the insurance company.

– Sales: Besides the corporate sales outsourced to the brokerage firm, TUW
SKOK (via Asekuracja) outsources the retail sales activities to credit unions
and their staff.
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– Claims adjusting: For its property insurance policies, TUW SKOK relies
on independent claims adjusters to assess and document the damage. For
disability products, the insurer also has a list of medical doctors whom it
trusts to determine the degree of disability.

Source: Adapted from Churchill and Pepler, 2004.

3 Training

Since organizations are unlikely to be able to recruit people with microinsur-
ance experience, they need to compensate by making significant investments
in staff training. However, this is not borne out by experience in the field
thus far. The case studies show that staff training remains one of the greatest
areas for improvement.

One of the main causes of the problem is the prevalence of mandatory
products. Where insurance is compulsory, training is largely overlooked or
limited to basic product issues. This experience was most clearly seen when
FINCA and AIG Uganda switched from voluntary to mandatory insurance,
and soon after neither staff nor clients had a particularly good idea of the
costs, benefits or claims procedures (McCord et al., 2000).

Even when the product is voluntary, many microinsurance providers
admit that the training of frontline staff is one of their most significant chal-
lenges. At Delta Life, for example, microinsurance salespersons learn on the
job, without any formal training. TUW SKOK, Columna (Guatemala) and
La Equidad all try to train the credit union staff, but high turnover under-
mines their efforts. To overcome this problem, TUW SKOK has set up
regional offices that are primarily responsible for providing training, usually
in the evenings or weekends when credit union staff are not busy with their
primary responsibilities. 

VimoSEWA is taking the training challenge seriously. With the assistance
of an outside expert, it has developed training plans for each staff member.
The process was to document existing skills and those which were lacking,
and then prioritize the needs of each individual. The Vimo Aagewans had
particular emphasis placed on product knowledge, claims processing and
sales skills. 

In general, training for frontline personnel should include:

– basics of insurance, providing staff with the ability to answer difficult ques-
tions; 

– specifics of the products’ policies and procedures;
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– details of the pilot test results (for new products);
– familiarity with the operations manual;
– strategies for adult education, including how to use educational tools;
– demonstrations on how to use marketing materials, such as pamphlets and

posters;
– role-play exercises enabling staff to make mistakes in the classroom rather

than in front of clients;
– customer-service training and
– an examination to ensure that a level of understanding has been achieved and

to identify those that require re-training.

It is important that insurance training is not limited to frontline person-
nel. For example, before launching a pilot test, Opportunity International
provides loan officers, supervisors, branch accountants, branch managers,
MIS operators and heads of department with a one-day course covering the
basics of insurance, answers to frequently asked questions (FAQs) and
specifics of how the new product will perform. Since microinsurance is a new
field, international exposure for managers and directors is also advantageous
as it enables them to share experiences with others involved in similar
schemes.

Lastly, training is not a one-off phenomenon. Microinsurers should regu-
larly upgrade staff skills with the intention of creating a career path that will
enhance staff retention.

4 Compensation

The staff turnover problem identified above is largely associated with com-
pensation. For microinsurance to be affordable for the low-income market,
costs have to be low. Yet labour-intensive delivery systems that manage large
volumes of small transactions can easily become expensive. Consequently,
microinsurers try to keep staff costs as low as possible (see Table 29), which
may result in high turnover and low productivity.
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Table 29 Average monthly earnings for frontline staff (US$)*

Microinsurer (Country) Agent’s average monthly earnings
Delta Life (Bangladesh) 16
UMSGF (Guinea) 7
VimoSEWA (India) 38
Tata-AIG (India) 15
CARD MBA (Philippines) 11

*Note: These agents often only work with insurance on a part-time basis.

Indeed, one of the more interesting questions about microinsurance
revolves around appropriate compensation mechanisms for field staff and
agents. For voluntary insurance, how does an insurer reward sales to achieve
greater outreach and impact without pushing insurance onto poor people?
Delta Life recognized this problem and initially created a stepped salary
structure based on monthly premiums (average for the previous quarter). Its
incremental rather than linear incentive system was intended to reward
good performers without creating a strong pressure to sell. Yet today, after a
period of poor sales, Delta’s management is experimenting with a commis-
sion-only approach used by the conventional insurance scheme to boost
penetration.

As discussed in Chapter 3.2, there will always be a danger that remunerat-
ing people to sell voluntary insurance will cause them to sell products that
people do not really need. However, the danger of not compensating field
staff adequately is that they will either not sell the product, or they will min-
imize their efforts, leading to ill-informed or misled clients. The remunera-
tion should motivate sales and provide customer service. To ensure that poli-
cies are not mis-sold, management should regularly interview clients as part
of its market research or needs analysis programme to assess their under-
standing.

A related issue is who should receive the incentive – the delivery channel
or field staff (or some combination)? Where insurance is mandatory, it does
not make sense to reward individual agents, but the situation is different with
voluntary products. For example, since TUW SKOK is not in a position to
force credit unions or their staff to do anything, its primary means of influ-
encing performance is through incentives. With different products, the insur-
er has tried different means of structuring commissions to reward credit
unions and agents. Although there is not yet sufficient evidence to assess
which combination of incentives is most effective, TUW SKOK is tilting the
incentives more towards credit unions than individual agents to garner 
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greater management support for insurance sales.1 In contrast, La Equidad is
achieving greater market penetration when agents, and not just the credit
union, receive a commission. Yasiru in Sri Lanka pays a commission of 25 per
cent of the premiums, 10 per cent to the organization and 15 per cent to the
field agent. 

With long-term insurance products, commissions are often frontloaded.
For example, ALMAO in Sri Lanka uses the official, regulator-approved
commission structure for long-term insurance (see Table 30). With such an
incentive structure, there is a danger that the retention rate for microinsur-
ance will go down when the agent’s commission is reduced. When the agent
earns three to six times more to enrol a new client, it will be much more
attractive to sign up new members instead of collecting premiums from the
old ones. 

Table 30 Commissions (% of premiums) on long-term policies at ALMAO and Tata-AIG

Policy year ALMAO Tata-AIG
1 30 26 to 30
2 20 5.5 to 6
3 15 5.5 to 6
4 10 4 to 5
5 to 10 5 4 to 5

Tata-AIG has a similar declining incentive structure.2 Such commission
structures may make sense when the work is frontloaded, which is the case
when premiums are paid through electronic transfers in the banking system.
With mainstream products, after year three, most clients in India pay premi-
ums directly to the insurance companies, not via the agent. However, when
agents are manually collecting premiums and the workload is therefore
spread more evenly throughout the policy term, a more even distribution of
commissions would also be appropriate. Consequently, Tata-AIG is trying
to get the Indian regulator to agree a flat commission structure for its agents
to reward ongoing service, not just sales. 

In contrast, ServiPerú offers health and life insurance on a one-month,
renewable basis. Salespersons earn a commission during the first three months
of a policy at the following rates: 56 per cent in the first month, 28 per cent in
the second month, and 42 per cent in the third month. The commission in the
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it union sells 1,000 policies, the brokerage firm pays it a bonus of US$1,200.

2 In addition, Tata-AIG pays a bonus of Rs. 10, 000 (US$222) to CRIGs that build a client base of 600
policies; there is no time limit for achieving this goal.



third month is higher than in the second month to create an incentive for
agents to encourage clients to budget accordingly. After the third month,
there are no further commission payments to the sales agent. This is possible
because of the separation of responsibilities between sales and premium col-
lection. Seventy per cent of the premiums are collected door-to-door, not by
the sales agent, but by a premium collector.

In general, since the sums insured are very small, it is difficult for com-
mission amounts to be large enough to influence agent behaviour. The com-
mission of 10 to 20 per cent, which is the typical range, amounts to relatively
little for microinsurance agents. Other techniques are therefore also required
to motivate sales. For example, Tata-AIG organizes an annual conference and
invites its most successful micro-agents. The insurer also has contests from
time to time to enhance persistency and stimulate new business, such as the
one depicted in Figure 19. To stimulate competition among its agents, TUW
SKOK rewards the top 20 salespersons with a trip to Rome or Paris for two
(thus also rewarding spouses or partners for their support and sacrifice).

In designing microinsurance compensation, it is useful to consider a dif-
ferentiated approach. The salary structure at Grameen Kalyan is based on
the distance of the work place from the capital city – the more remote the
area, the higher the salary – encouraging people to work in rural areas. In
contrast, VimoSEWA recruits its Vimo Aagewans to work near their resi-
dence and pays more to urban than rural promoters because of the higher
cost of living. At ServiPerú, agents are classified into four categories depend-
ing on how long they have been with the organization and their sales record:
New Executives, Junior Executives, Master Executives and Premium Execu-
tives. The basic monthly salary varies according to category; Premium Exec-
utives earn more than Master Executives, etc. Each category has a different
minimum number of plans to sell each month: the higher the category the
greater the target.

From ServiPerú’s experience, setting customized targets for each sales-
person is an appropriate way to control exaggerated enthusiasm for sales,
achieving a manageable growth pattern. VimoSEWA plans to experiment
with incentive compensation based on the renewal ratio, sales targets and the
number of family packages sold. Indeed, incentives that reward client reten-
tion and persistence are likely to be more appropriate for microinsurance
than incentives strongly linked to sales.
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Figure 19 Kharif Hungama sales prizes
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5 Institutional culture

Although microinsurance has to abide by the same basic principles as tradi-
tional insurance, it needs to do so with a keen appreciation for the unique
characteristics of its target market, in particular the reluctance of low-income
households to spend their very limited resources on something that lacks a
tangible benefit. The culture of a microinsurer has to marry a social concern
with an appreciation for the bottom line.

Any organization that strives to serve both the poor and mainstream mar-
kets will need to take positive action to ensure that its field staff are actively
serving the poorer segments. Incentives based on sales volume will always
reward those that sell larger-value policies, so staff will be tempted to sell
fewer, larger policies rather than many small policies. One way to overcome
this is to separate the sales forces, with different standards and reward sys-
tems for different market segments. The means of distribution will also dif-
fer, with poorer clients requiring more frequent field visits, and wealthier
segments requiring fewer but longer contacts, typically in an office setting.
Combining service for the poor with serving the not-so-poor will be difficult
unless the board and management are fully committed to serving the low-
income market.

This hybrid of insurance and social development was clearly recognized
at Delta Life, which sought to create a distinct culture for its microinsurance
activities. It completely separated the microinsurance and Ordinary Life
staff, both in the field and in the head office, to create distinct working envi-
ronments. A key reflection of the different cultures is evident in the responsi-
bilities of field staff. Microinsurance field workers, known as “organizers”,
manage the entire relationship with the policyholder, including premium col-
lection, loans and loan repayments and claims, whereas Ordinary Life agents,
working on a commission basis, fulfil primarily a sales function. 

Other manifestations of a microinsurance culture include:

– Relationship building: Microinsurance requires field staff to focus more on
building a relationship than making a sale. Delta and VimoSEWA have struc-
tured their activities so that agents are responsible for sales as well as service.
This emphasis can be reinforced through retention-based incentives.

– After-sales service: VimoSEWA emphasizes after-sales service, ensuring that
members know what is covered and receive any assistance they require in
preparing claims documents. The higher costs of these activities are expected
to be offset by enhanced customer retention.
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– Claims processing: Many conventional insurers find ways to discourage pol-
icyholders from submitting smaller, so-called nuisance claims, by specifying
exclusions, including deductibles, making claims documentation difficult,
charging a claims service fee or imposing a graduated increase in premiums
for the number of claims made. In microinsurance, providers have to enhance
the market’s trust of insurance by minimizing exclusions, making it easy to
submit valid claims and even seeking out beneficiaries who may not have
realized that they can claim. 

– Claims rejections: Microinsurers need to minimize the likelihood of claims
rejection. If VimoSEWA’s insurance partners reject a claim that it feels should
be paid, it assumes the liability for these extra-contractual claims. If claims
have to be rejected, microinsurers need to find a way of communicating that
result in a way that makes the decision acceptable to the claimant. For exam-
ple, to lessen the impact of a rejected claim, VimoSEWA may send out head
office staff members to explain the reasons for rejection to the members and
to the community, while trying to strengthen trust and confidence in the
scheme.

Perhaps this microinsurance culture is easier to create in a mutual insurance
company or a community-based scheme than in a private, for-profit compa-
ny. By definition, member-owned schemes are intended to maximize mem-
ber benefits rather than shareholder profits, and are therefore more likely to
go to greater lengths to provide appropriate microinsurance service. Plus,
any profits that are generated are returned directly or indirectly to policy-
holders.

6 Conclusions 

For microinsurance to provide more people with better services over the
long term, current and future risk carriers and delivery channels will need to
consider their beliefs, attitudes, values and structure. Given the current
dearth of good practices, there appears to be significant room for improve-
ment in this area. The organization development of microinsurance is a high
priority, and should take into consideration the following lessons:

– Microinsurance requires its own space in the organizational structure of both
risk carriers and distribution channels to ensure that there are people who are
committed to making it work better.

– Commitment from senior management and the board is instrumental to the
success of microinsurance.
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– Outsourcing can be an effective way of accessing (micro) insurance expertise.
– For both insurers and distribution channels, when introducing microinsur-

ance, consider the implications it might have on existing job descriptions and
recruitment criteria.

– A greater emphasis must be placed on staff training, particularly for field
staff. One way of testing the effectiveness of the training is to independently
assess the clients’ knowledge of insurance and the products after interacting
with the staff.

– Compensation and incentives that reward client retention are likely to be
more appropriate for microinsurance than incentives strongly linked to sales.

– A microinsurance culture has to take into consideration the characteristics of
its target market. It should strongly emphasize relationship-building and
after-sales service, while ensuring the organization minimizes claims delays
and rejections.
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Governance is the act of planning, influencing and monitoring, through pol-
icy, the affairs and direction of an entity. It involves systems and processes
ensuring accountability and openness in the conduct of its business, whether
the entity is a country, community, corporation or another organization.
Governance involves the exercise of power and decision-making that reflects
the interests of those who have a stake in the entity and those with whom the
entity interacts or over whom it may exert influence.

At the organizational level, governance refers to the actions of its board
of directors – the official group of persons, elected or nominated, who set
and oversee the long-term direction of the organization. Like other enter-
prises, microinsurance schemes will not fully succeed without good gover-
nance. However, good governance for microinsurance providers is hard to
come by, and it will be achieved in different ways depending on their owner-
ship structure. 

This chapter begins by introducing the concept of governance in general,
and describing its unique characteristics in the context of microinsurance. It
then covers the important issues of composition and expertise of the board.
The bulk of the chapter describes five case studies that illustrate lessons for
microinsurance governance. 

1 Governance in microinsurance

Is there anything singular or special about governance of an organization
involved in microinsurance? The answer is yes and no. No, because corpo-
rate governance, like management, has core principles and objectives that
would apply for a multinational corporation or a community-based organi-
zation (see Box 55).

3.8 Governance
Zahid Qureshi
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Box 55 What is corporate governance?

Corporate governance involves a set of relationships between a company’s
management, its board, its shareholders and other stakeholders. Corporate
governance also provides the structure through which the objectives of the
company are set, and the means of attaining those objectives and monitoring
performance are determined. Good corporate governance should provide
proper incentives for the board and management to pursue objectives that are
in the interests of the company and its shareholders and should facilitate
effective monitoring. In addition, factors such as business ethics and corpo-
rate awareness of the environmental and societal interests of the communities
in which a company operates can also have an impact on its reputation and its
long-term success. 

Source: Adapted from OECD, 2004. 

And no again, because governance of both mainstream insurers and
microinsurers involves corporate social responsibility (CSR) in addition to
commercial objectives. Few annual reports these days neglect to tout CSR
and an earnest pursuit of a triple bottom line, benefiting the consumer and
community as well as the shareholder.

Yet microinsurance governance is different because the microinsurer can-
not just dispense with its CSR by a do-good programme or project on the
side. Microinsurance has CSR at its core, and its board of directors must
ensure that a social or development perspective is coupled with commercial
objectives to sustain the organization. Social protection, as the other face of
microinsurance (see Chapter 1.1), is ever-present and cannot be put away for
occasional attention.

The United Nations Conference on Trade and Development (UNC-
TAD), in its study “Selected Issues in Corporate Governance”, draws the
main elements of governance from several definitions. From the financial
perspective, a fundamental of corporate governance is that it must assure an
adequate return on investment to the suppliers of capital. More capital will
flow to the company to help it grow to its potential if its governance mecha-
nisms produce a good return for investors. This definition, applied to
microinsurance, must encompass not just the financial returns on investment,
but also the social returns. Indeed, the suppliers of capital for microinsurance
schemes, including the policyholders in cooperative and mutual schemes,
want to see evidence that such a scheme enables poor households to be less
vulnerable.

289Governance



Perhaps another way of defining governance is to consider the mandate
of the board, which is responsible for guiding the institution in fulfilling its
corporate mission, for protecting the institution’s assets over time, and for
ensuring that it respects the laws, rules and regulations pertaining to the type
of business it transacts. The board sets the strategic direction of the organiza-
tion, ensures that it complies with all legal and regulatory requirements
(including any industry codes of practice to which it subscribes), and carries
out a fiduciary or stewardship function to guard the institution’s assets. In
achieving that mandate, a microinsurer’s governing body would not steer and
direct it effectively without being mindful of the universal prerequisites of
governance (see Box 56). 

Box 56 The four pillars of governance

1. Accountability, or the capacity to call officials to account for their
actions.

2. Transparency, entailing low-cost access to relevant and material
information.

3. Predictability, resulting primarily from laws and regulations that are
clear, known in advance and uniformly and effectively enforced.

4. Participation, needed to obtain reliable information and to serve as a
reality check and watchdog for both government and corporate action.

Source: Adapted from ADB, 1997. 

One of the great challenges of governance is understanding the boundary
between management and supervision. The board provides the strategic
direction; management is responsible for implementing a programme of
activities to achieve that direction. In practice, however, the distinction
between management and governance often gets blurred, to the detriment of
successful operations – usually with some board members crossing the line
into the management’s area of responsibility or management pursuing a
strategic course without the board’s knowledge or approval. 

2 Board composition and expertise

Another distinct feature of microinsurance governance is that it can take
place within a range of different institutional and delivery models, as
described in Part 4 of this book. Each model has specific governance chal-
lenges, particularly with regard to the composition and expertise of the
board.
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Corporate insurers that are going downmarket to serve low-income
households – either on their own or in partnership with delivery channels –
are likely to be entering uncharted waters. Invariably, the effectiveness of a
board depends on the mix of individual directors, their experiences, risk
appetite, causes and agendas. The chair and the chief executive should jointly
ensure that officials nominated to the board have expertise that will comple-
ment rather than duplicate that of other directors, and will be appropriate
given the direction of the organization. For example, if microinsurance is an
important strategic direction, the board will need guidance to respond to the
special needs and buying behaviour of the low-income market and someone
who can have an effective voice on the board to balance the insurer’s natural
commercial orientation. 

Cooperative, mutual or other popularly based microinsurers have an
advantage over corporate insurers because they are closer to and more famil-
iar with, and often themselves are, the target market. However, their natural
social focus must be balanced with a commercial orientation. Development
experts who have helped establish popularly based insurance programmes in
a number of countries over the years identify leadership training as a key
factor. This is a euphemism for two “room for improvement” items that they
find among many organizers and elected officials of grassroots financial serv-
ice providers:

a) technical understanding, and
b) grasp of a board member’s responsibilities. 

Except for those elected or selected by virtue of education and experience in
financial services, board members of popularly based organizations have no
more than a cursory knowledge of insurance. They display leadership too,
but it is driven more by a populist cause or belief than by an in-depth knowl-
edge of financial services.

Not having the proper mix of skills and expertise on the board is not only
hazardous for an organization but potentially fatal. Many popularly based
organizations, among them financial cooperatives, have struggled and gone
under because of a lack of the required skills in the people running them.
Their managers were not up to par on technical elements of the business and
elected officials on the board were high on ideology, but had no more than a
modicum of business acumen. 

Even when in some cases the board had the foresight to hire a technically
qualified manager, it tended to put him or her on a short leash, with frequent
conflicts leading, before long, to the manager’s resignation or dismissal (see
ICMIF, 2005).
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Even though the governance challenges for corporate and popular
microinsurance organizations appear quite different, they have three key
issues in common. First, to succeed, an enterprise needs a champion. Each
board of directors involved in microinsurance can use at least one such entre-
preneur as a member – this is particularly an issue where microinsurance is
just one product or set of activities in which the organization is involved.
These boards also need others who can complement the champion’s advoca-
cy of the cause with a good understanding of the business and their own
responsibilities.

Second, external directors can bring expertise that a board may be lack-
ing. This is particularly relevant if microinsurance is quite different from the
organization’s core services, or the target market is quite different. An exter-
nal independent director does not represent any particular shareholder, 
but rather has relevant experience and skills to help shape the board’s guid-
ance. In situations where the legal or corporate structure does not allow for
external directors, this function could be addressed through an advisory
committee. 

Third, board members need to know what they are supposed to do.
While this seems obvious, not all directors are aware of their responsibilities
and how they should be carrying these out. Intensive training of new direc-
tors, with regular updates on governance issues, is essential. A good starting
point is a “job description” (Box 57).

Box 57 Responsibilities of the board of directors

– To establish and review the aims and long-term objectives of the organi-
zation; 

– With the recommendation and participation of management, to develop
policies and plans whose implementation will establish the basic character
and direction of the organization; 

– To ensure the development, review, approval and evaluation of the corpo-
rate planning process; 

– To maintain the continuity of a viable organization that delivers needed
products and services to members and policyholders, and is managed in
their best interests; 

– To ensure adequate representation with and involvement of sponsors and
other appropriate organizations; 

– To oversee the management’s role in ensuring compliance with the govern-
ing statutes and by-laws; 
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– To delegate specific aspects of decision-making to board committees; and 
– To ensure the continuity of management. 

Source: Adapted from Co-operators Group, 2005. 

For example, not all board members may be aware that their position
entails legal responsibilities and obligations to govern, that they may be held
liable for misusing or neglecting their legal duties, and that they have to
declare a conflict of interest if they (or relatives, business associates or
friends) stand to benefit financially directly or indirectly from any decisions
or actions. Decisions regarding the awarding of contracts to third parties
must be taken objectively and at arm’s length – and be perceived as such.

Besides being mindful of their own conflicts of interest, board members
need to attend to relationships with external agencies, including superviso-
ry, government and industry bodies and associations. They need to take into
account the effects of decisions or proposals on customers, suppliers, advis-
ers and members of the public, because corporate governance must also be
concerned with impacts outside the company.

Recent scandals involving boards of directors of some major corporations
have spotlighted the role of auditors. Where external auditors are engaged,
they may need to meet the board of directors in the absence of management.
In many jurisdictions, auditors now have a legal duty to directly inform rele-
vant authorities of malpractice or failure to respect good corporate gover-
nance principles.

Board members are expected to attend meetings regularly and review and
question the reports and correspondence provided. The chair should ensure
that management distributes agendas and operational reports in good time to
directors to help make their meetings productive. Formal minutes of items
discussed and decisions taken should also be distributed.

3 The foundation stone

For those instances where the vehicle for the microinsurance operation is a
joint stock company, the Memorandum and Articles of Association of the
company are the critically important foundation stone of good governance.
They are sometimes referred to as the company’s “Initiating Documents”.
With some modification, they should be mirrored in other governance struc-
tures such as cooperatives, mutual societies and NGOs. They are often
accompanied by, and refer to, a Shareholder’s Agreement, which may have to
be revised when a significant shareholder either disposes of or acquires capi-
tal in the company.
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These documents establish the intent of the initial providers of capital to a
company and cover a number of important points with regard to how the
company operates. In particular, the documents differentiate between, and
prescribe the limits on, the powers of management and the powers of the
directors – with the ultimate power lying with the shareholders and owners
of the company. They thus establish three tiers of operational control: man-
agement, directors and shareholders (principal stakeholders).

They very clearly prescribe the following:

1. The areas of business in which the company is expected to operate.

2. The uses to which the capital of the company may be put.

3. The procedures for appointing (and dismissing) management (usually just
the managing director or chief executive, but possibly also the chief finan-
cial officer and others) and the decisions that management is allowed to
take without reference to the board of directors. The annual budget is
usually an important tool by which directors control management’s use of
the company’s money.

4. The procedures for the appointment of members of the board of directors
(as well as dismissal procedures). Generally, these days a number of direc-
tors are appointed who do not represent the shareholders, and these
directors are expected to represent the interests of non-represented stake-
holders at board meetings as well as the interests of the public and the
economy in general. The appointment of a director usually requires
approval by a majority of the shareholders at a formal shareholders’
meeting. The maximum and minimum numbers of directors allowed are
also specified.

5. The powers the board of directors is allowed to exercise without refer-
ence to a meeting of the shareholders. Usually, the board exercises almost
total control over the company’s use of existing funds and assets, as well
as the use of revenues coming in from operations. However, it has to refer
to the shareholders with regard to new money coming into the company,
in particular if it relates to any change in the percentage shareholdings
and/or if it exceeds the prudential norms (described in point 7) for bor-
rowing or otherwise putting the shareholders’ capital at risk. 
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6. The way the directors’ votes are used to make a decision (e.g. on some
decisions unanimity is required but for others just a majority vote).

7. The financial prudential norms (i.e. financial limits) within which the
company must operate, including borrowing limits, solvency ratios,
exposure to certain coverage risks, reinsurance, and capital adequacy.
These may also be prescribed by the government’s appointed regulator
(e.g. superintendent of insurance), but there is nothing to prevent the
company from having norms that are more conservative.

8. The procedures for shareholders entering and leaving the company.

9. The procedures for shareholders exercising their votes to make a decision
entrusted to them. Often a 75 per cent majority is required.

10. The decisions over which the shareholders have control are: 

– any change to the nine points above covered by the Memorandum and
Articles of Association of a company,

– the sale, liquidation or disposal of the company and 
– the appointment of auditors.

The Initiating Documents are, therefore, the reference by which the com-
pany is governed. It is particularly important in empowering both directors
and shareholders if management (which may have little financial stake in the
company) deviates from what the owners originally wished. The owners
(shareholders) may, however, amend anything prescribed in these initiating
documents, as mentioned in point 10, if they are persuaded to do so by either
management or the directors. In this way the Initiating Documents are a
foundation stone for company governance, but can still be modified with
time as the company and its environment evolve.

4 Microinsurance governance in practice

To illustrate some of the governance issues faced by microinsurers in differ-
ent institutional categories, here is a look at five cases.

295Governance



4.1 Step ahead – if groundwork points the way

Delta Life, founded in 1986 to provide endowment insurance to Bangladesh’s
middle and upper classes, launched Grameen Bima (village insurance) two
years later to enter the low-income market in collaboration with a microcre-
dit NGO. Delta underwrote a scaled-down endowment product and the
NGO delivered it to the poor along with its loans. The partnership soon dis-
solved because NGO staff members were more interested in selling their
own loans than Delta’s insurance. 

Delta then developed its own delivery network and did well selling insur-
ance directly. In 1991, it added microenterprise or project loans to its product
menu, with its agents offering credit as well as insurance, and collecting
repayment instalments as well as premiums. 

In 1993, Delta launched Gono (urban) Bima for the poor in cities.
Together, the two microinsurance schemes grew by leaps and bounds – a
1,025 per cent increase in new policies from 40,000 in 1994 to 450,000 in
1998. In insurance, growth of this magnitude, unsupported by a proportion-
ate growth in equity capital and retained earnings, always spells trouble. And
it did for Delta, revealing major problems – in information systems, internal
controls and administration. In addition, bad debts had mounted with the
exponential growth, as agents had been using loans as a marketing tool: buy a
policy, get a loan.

In 2002-2003, Delta took decisive corrective action, including consolidat-
ing microinsurance under a single Gono-Grameen Bima division and elimi-
nating the project loans. These and a number of other adjustments resulted in
clear benefits for the company and its roughly one million poor customers.

If Delta Life’s milestone decisions and actions were ascribed to appropri-
ate structural components, this recap would say that Delta’s board of direc-
tors decided to launch Grameen Bima and the partnership with the NGO.
Later, too, the decision to end the partnership and choices of subsequent
courses of action were made by the board of directors. 

Management had a role to play as well, but mostly in researching available
options and preparing briefs to help the board analyse and assess them, and
then carrying out and following up on the strategic decisions. Indeed, since
management was part of the problem, the 2002-2003 restructuring was led by
a consultant who was hired by and reported to the board.

The board of directors was ultimately responsible and accountable for the
direction Delta Life took and its consequences, as it had been in favour of
launching the venture and starting and ending the partnership with the
NGO. 
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The board’s role, in a word, is stewardship – and that is the case in all
jurisdictions.

How did Delta’s board fare in its stewardship of the company? The case
study concludes: “Over the years, Delta Life’s social motivation has evolved
into a commercial motivation, benefiting the company as well as its…cus-
tomers. Along the way, Delta Life has learnt a number of valuable lessons,
many of them the hard way.” The study then lists several institutional les-
sons, including:

– Cross-subsidize start-up of microinsurance
– Manage microinsurance with the same business approach as traditional

insurance
– Focus on core competencies
– Develop a good management information system for large volumes of small

policies
– Establish internal controls, for where money is involved fraud will not be too

far behind (see Box 58)

One underpinning lesson the case study, not to mention Delta Life itself,
could have drawn is that the board of directors could have done its home-
work better – including the competence to understand that growth must not
to be out of proportion to the increase in the company’s financial strength.
Perhaps, if it had not had 36 members, the board might have been more effec-
tive. Indeed, Delta Life could have avoided chalking up lessons the hard way.
For starters, solid research and careful analysis of the buying behaviour of
the client base, and of the marketing approach of the microcredit NGO as
the intended delivery channel, could have averted the first error – a partner-
ship destined for dissolution.

Box 58 Trust is good, but control is better

After Enron, WorldCom and Parmalat, it was not the role of external audi-
tors alone that came under the spotlight. Internal auditors were also mobi-
lized. The global Institute of Internal Auditors based in Florida, United
States, for example, has been focusing on how its members can better support
compliance with corporate governance standards. Insurers in their formative
years may not be able to afford an internal audit unit, but it would serve their
boards well to direct management to assign that responsibility to a suitable
staff member who can then work closely with the board’s audit committee.
Credit unions have a time-honoured structure ensuring not only democratic
participation but also control through their boards and committees, and
other popularly based financial service providers would do well to adapt it. 
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The point to keep in mind, however, is that there have been a number of
instances where credit unions have encountered serious financial difficulties,
which, almost invariably, have been due to the failure of good supervision
and undue trust placed in key senior (and sometimes junior) staff and man-
agement.

4.2 Counterbalance “too much good heart”

The mission of CARD’s Mutual Benefit Association in the Philippines is to
promote “the welfare of marginalized women, to extend financial assistance to
its members in the form of death benefits, medical subsidy and pension and loan
redemption packages, and to actively involve the members in the direct man-
agement of the association including the formulation and implementation of
policies and procedures geared towards sustainability and improved services”.

Today CARD MBA offers life and disability insurance, and a pension
savings plan (see Chapter 2.2) to 600,000 low-income people. It is a success
story – the story of an MBA that was created by a microfinance institution
(MFI), but not before the MFI nearly went bankrupt by offering insurance
without the needed professional and technical expertise. As one of its leaders
explains, “It is fair to say that CARD MBA…arose from a severe miscalcula-
tion resulting from too much good heart.”

What happened? 
In 1994, several years before it created the bank or the insurance compa-

ny, the CARD NGO began offering basic life insurance packages to its mem-
bers. As these services were popular, CARD offered additional and more
complex insurance products. In 1996, it decided to introduce a retirement
annuity that proved to be extremely popular with members. However,
CARD had not evaluated its impact on the institution. An assessment later
showed that a member would have to pay premiums for two years just to
cover one month of benefit. The institution was at risk of losing its entire
capital.

CARD learnt that an insurance business must be run by professionals and
should not be tied to the capital of a microfinance institution.

Management extricated CARD from the liability and transferred the
assets of the fund to members, who then started a separate company with a
separate board. 

It appears that, when CARD NGO entered the insurance business, it was
being administratively managed, but not governed.
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From the management perspective, combining the readily accepted insur-
ance services and a pension plan made sense. However, not much thought
was given to the new products’ impact on the direction and future of the
organization – until the chickens came home to roost.

To its credit, CARD learnt its lesson well. The case study says: “When the
board of an insurance company comprises only members or policyholders
who have virtually no experience in corporate governance, it is necessary to
have an advisory group that is experienced and has the authority to guide the
board. Such an advisory committee has been critical to the successful super-
vision of CARD MBA.”

4.3 Steer an organization with a strategic bent of mind

It is the vision thing. If vision and strategy permeate board meetings – more
so than political squabbles and operational details – one can count on an
organization’s survival and success.

TUW SKOK, an insurer of credit unions in Poland for eight years and of
their members and other individuals for the past five years, owes its assured
presence in the market to the foresight of the credit union movement’s lead-
ers, who charted its entry into insurance services in the early 1990s.

In Poland, other than the government’s social protection initiatives for
healthcare and retirement, there are no specific efforts to extend insurance to
the low-income market. As in most other countries, there is, however, a mar-
ket niche below what is of interest to mainstream insurers, which is what
TUW SKOK is targeting. How it was set up and has been steered holds les-
sons for those contemplating microinsurance elsewhere – in particular, two
strategic decisions that made it virtually foolproof against failure.

The idea of getting into insurance came to the board of the credit unions’
apex body not long after the credit unions were re-established in the country
and began collecting savings in the early 1990s. A life insurance company was
set up with technical assistance and 90 per cent ownership from CUNA
Mutual, a United States-based credit union insurance group. It offered three
basic products: loan protection, life savings and funeral insurance.

Soon, a brokerage company was added to provide credit unions and their
members with covers not available from the joint venture itself. The broker-
age is regarded in the case study as one of the most significant steps in the
evolution of insurance services for the credit union movement. From the
vantage point of governance, however, the strategic decision of stature really
came after the joint venture fell apart in 1997. 
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When CUNA Mutual bought out the local 10 per cent ownership and
sold the company to a foreign investor interested in entering the Polish mar-
ket, the credit union apex’s board could have gone ahead with business as
usual by replacing the joint venture with a wholly owned operation of the
same nature – a life insurer targeting individual members of credit unions.
Instead, it opted for a strategic re-evaluation. Based on this analysis, the apex
body decided that the greatest priority and most immediate market potential
lay in insuring the credit unions themselves rather than their individual mem-
bers.

So, instead of remaining in life insurance, it chose to have a general (prop-
erty and casualty) insurance company.

Then came the second key strategic decision: should a new company be
launched, which requires business plans and licence approval procedures, or
should an existing insurance company be purchased and then restructured to
meet the needs of credit unions? The board again made what turned out to be
the right choice: to go for an acquisition. Soon the right opportunity came in
the form of TUW Praca, a failing mutual insurer under a two-week ultima-
tum from the regulator to find new capital or be liquidated. The apex con-
vinced the regulator to let it inject new capital into the failing company and
reorient it to the needs of credit unions, and TUW Praca became TUW
SKOK (see Box 59). 

Box 59 Read the writing on the wall

TUW Praca’s reincarnation as TUW SKOK is not its only legacy – for its ter-
minal illness was caused by a virus infecting many boards of directors – one
that should serve as a warning as well as a lesson to microinsurers. 

In the early 1990s, as unemployment in Poland began to rise, a group of
trade unions launched an initiative intended to offer some protection to
workers in state-owned enterprises targeted for restructuring. The idea was
to create a mutual insurance company owned by trade unions and their
members, which would offer unemployment insurance to workers.

Efforts to raise capital for the insurance company from trade unions did
not come close to achieving their intended targets, which should have been a
warning sign. Instead, the initiative’s backers turned their attention to the
Ministry of Labour. The timing of their request was fortuitous because the
Ministry had some additional resources and needed to be seen to be doing
something about the growing unemployment problem. With US$500,000
from the Ministry’s Job Fund, amounting to 90 per cent of the share capital,
the trade unions were able to get a licence to launch TUW Praca. Unfortu-
nately, the effort was essentially stillborn. After a couple of years, the insurer
had only 100 policyholders, operating costs had eaten away most of its capi-
tal, and regulators were threatening to close its doors.
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In hindsight, it appears that TUW Praca’s sponsors had not done their
homework. Market research would have shown that workers considered
unemployment as government’s responsibility rather than the responsibility
of individual workers. Consequently, trade union members were not inter-
ested in buying their own unemployment insurance because they believed
that the government should provide that type of social protection.

Source: Adapted from Churchill and Pepler, 2004.

4.4 Clients’ interest is the key to results 

The role of the board of directors (or the supervisory board as it is known in
some European countries) is to oversee the insurer’s operations and manage-
ment. Its central purpose is to act on behalf of the shareholders/sponsors of
the company and to direct the organization’s activities to attain its corporate
objectives. To ensure focus, and checks and balances, the board delegates key
tasks, such as audit, investment and executive matters, to its dedicated com-
mittees. In the case of mutuals more so than other corporate forms, a key
responsibility of the board is to make sure that management’s use of funds
and other operating decisions are not in conflict with the interests of stake-
holders. 

The responsibility for managing and looking after the day-to-day affairs
and implementing policies rests with the executive management (or the board
of executive directors). Serious problems and debilitating conflicts arise
when the line between supportive and overseeing responsibilities and manag-
ing responsibilities is blurred. A microinsurer whose board of directors has
done a notable job of keeping these lines clear is Tata-AIG in India.

India requires what some other countries only encourage: that each insur-
er have a percentage of its business in the low-income market, locally known
as the rural and social sectors (see Chapter 5.2). To fulfil these regulatory
obligations, Tata-AIG realized that microinsurance is not just normal insur-
ance with lower premiums and benefits, but that the microinsurance cus-
tomer base has its own distinct profile that requires creative approaches and
new distribution mechanisms. It therefore established a specialized microin-
surance department, called the rural and social team, and gave it autonomy as
well as the needed support and resources to innovate. The important space
the team occupies in the corporate structure is reflected in the organizational
chart (see Figure 20).

As described in Chapter 4.5, one of the team’s innovations is a new distri-
bution channel using people like the customers themselves to advise and
serve them. A number of these “micro-agents” form a community rural
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insurance group (CRIG), which operates as an insurance agency. The micro-
agents are essentially handpicked low-income women from the communities
they are assigned to serve. Initial results seem promising. 

Having a microinsurance champion at board level made the difference.

4.5 Government in governance: Know when to loosen strings

Karnataka, a state in southern India, is known for its software industry and
biotechnology, but 75 per cent of its roughly 60 million people earn their
income from farming and could be classed as poor. Since 2003, it has also
attracted international attention as the home of an unusual and successful
micro health insurance scheme that appears to be a model of collaboration
among the cooperative sector, government and the private corporate sector.

The Yeshasvini Cooperative Farmers Health Care Trust was designed to
enrol a large number of people for very low premiums, providing coverage
for more than 1,600 operations provided by a network of mainly private hos-
pitals throughout the state.

The state’s cooperative movement, dating back to the early 1900s, has
some 31,000 societies in sectors ranging from silk production and textiles to
animal husbandry, horticulture and agricultural credit. It is estimated that 78
per cent of the state’s adult population is connected to a cooperative in some
way. Given its tremendous scope of outreach, especially to the rural poor, the
cooperative movement was the natural choice for mobilizing the health
scheme’s potential subscriber base.

The cooperative sector in Karnataka, and other states in India, is publicly
sponsored, with the government providing capital, subsidies, loans and tech-
nical assistance to cooperative societies. Yeshasvini’s collaboration with the
state-sponsored cooperative movement has been a mixed blessing, although
overall it has been quite advantageous.

Yeshasvini Trust is governed by a 12-member board chaired by the Prin-
cipal Secretary of the government’s Department of Cooperatives. Five other
board members are also employees of the Department. Another five repre-
sent the network hospitals and are well-known health professionals. The
12th member is the director of the government’s Health Department. Repre-
sentatives of the third-party administrator and the cooperative sector at the
federation level may attend meetings, but are not board members. Governing
the whole scheme, the board of trustees is responsible for its further develop-
ment, monitoring performance, listing new hospitals, reimbursing claims and
final decisions on claims.
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The heavy involvement of the Department of Cooperatives on Yeshasvi-
ni’s board has made it possible for a significant amount of grant funding to
find its way to the microinsurer. The government of Karnataka supplement-
ed the Rs. 60 (US$1.36) premium paid by policyholders in the first year with
an additional Rs. 30 (US$0.68) per person. Although the per capita subsidy
was stopped in the second year, the government did provide additional fund-
ing. Altogether, the government provided Rs. 45,000,000 (US$1,022,727) in
the first year and Rs. 35,000,000 (US$795,454) in the second year.

The other main advantage that the Department of Cooperatives brought
to the table was the ability to encourage cooperatives to enrol their members.
In the first year alone, 1.6 million low-income persons subscribed to the
scheme, in part because the Department of Cooperatives issued membership
targets to its district offices, which issued a target to each cooperative society,
which in turn used its own method of signing up members. Some discussed
the scheme with members and encouraged them to join; some signed up all in
the society, using their dues; others automatically enrolled everybody with
outstanding society loans.

The combination of subsidized premiums and marketing pressure from
the government resulted in a membership increase to 2.2 million in the sec-
ond year. In Year 3, however, when the premiums had to be doubled to
replace the subsidy, membership dropped to 1.45 million, which means that
750,000 people were not sufficiently satisfied with the product or price to re-
enrol! Given this error of judgement, the case study wonders whether the
composition of the board needs to be reconsidered:

Although the Department of Cooperatives facilitates the contact with the
cooperative sector, it has to be borne in mind that the cooperative societies
have the main burden. It might therefore be advisable to replace trustees
from the government by elected representatives of the cooperatives to better
reflect their important contribution. As India is currently de-linking the coop-
erative sector from the government structure, it might be adequate to reflect
this in the board of trustees as well (Radermacher et al., 2005b).

The cooperative movement, internationally, has long taken umbrage at gov-
ernment intervention, and the use and misuse of cooperatives in developing
countries as a tool for development. In India, where the central government
is responding to cooperative societies’ calls for democratic reform in their
regulation, supervision and functioning, the movement will undoubtedly
strengthen as state intervention decreases. India is not a typical case of arbi-
trary government interference in activities of cooperatives subject to diktats
from politicians and civil servants. 
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In Yeshasvini Trust’s success story, the government deserves significant
credit. Government involvement in getting Yeshasvini Trust up and running
may have compromised the cooperative societies’ autonomy, but has not
undermined it. The cooperatives appear to have paid a small price for gaining
a necessary and well-provided service for members.

There is also comfort for the case from the thoughts of the cooperative
movement’s ideologue and futurist, Dr Alex Laidlaw. In a “classic” presenta-
tion, he said: 

Cooperatives tend to take their ideological colour from the economic environ-
ment in which they exist. In countries dominated by capitalist ideology, they
tend to be judged, and to judge themselves, by the norms of profit-making
business. In countries dominated by communist ideology, they are assigned a
certain place and role in the economy by State planners and serve as instru-
ments of government policy. In developing countries, they often seem to have
the worst of two worlds: they must be competitive with entrenched private
business, including multinational corporations, and at the same time follow
the dictates of close government control (Laidlaw, 1974).

He added that no business in a national economic system is completely inde-
pendent and self-sufficient but operates in conditions of dependence and
interdependence. Both capitalist business and cooperatives depend to some
extent on the state and services provided by the state. Similarly the state and
public enterprise depend greatly on private enterprise and cooperatives.

Yeshasvini Trust seems set to go down in history as an example of this
dependence and interdependence.

5 Conclusions

Corporate governance ensures the integrity of corporations, financial institu-
tions and markets, building public and investor confidence. To alleviate
poverty through microfinance and microinsurance, good governance is
essential.

Good governance starts with knowing what it is to manage and what it is
to govern. To govern a microinsurer effectively, one must devote time to
understand insurance for the poor and take the director’s responsibilities and
obligations seriously. Some things are better left to management to decide
and follow through.
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The board of directors is ultimately accountable for the company’s suc-
cess. And success means producing results for sponsors, shareholders and
customers so that the insurer is not left short of the capital and surplus
required to maintain its financial strength.

The chair and the chief executive should jointly ensure that officials
nominated to the board have expertise and skills that make for a proper mix,
including a well-balanced composition in representation of various stakehold-
ers. In microinsurance, some key questions should be considered, such as: 

– Is there a microinsurance champion to advocate the special needs of the
low-income market? 

– What is the proper balance between the social/development and commer-
cial/financial orientations?

– What strategic direction makes the most sense to achieve both social and
commercial objectives?
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In insurance literature, loss prevention, loss minimization and loss control
are used almost interchangeably. Reflect on each of these terms a moment
and, at the risk of mathematical oversimplification, they boil down to a sim-
ple equation: 

Loss control = loss prevention + loss minimization

Loss prevention is initiatives to avoid the occurrence of risks, especially
insured events, whereas loss minimization strives to reduce the impact of risks
when they do occur. Together, these two activities amount to loss control. 

Although not all microinsurers pay attention to loss control, it is a key
element of success. Carefully conceived investment in loss prevention can
easily pay for itself through reduced claims. Indeed, incentives in insurance
are structured in such a way as to encourage private-sector risk carriers to
undertake development initiatives – such as promoting safe drinking-water
and appropriate sanitation – not to fulfil a social responsibility, but because it
makes financial sense. 

The purpose of this chapter is to encourage more microinsurance
providers, both risk takers and delivery channels, to approach loss control in
a systematic and targeted manner. The focus is more on loss prevention than
minimization since the former is likely to have a greater impact on reducing
the claims costs of microinsurers.

1 A retrospective look at loss prevention

A snapshot of a typical multi-line insurer three or four decades ago would
have shown the loss prevention function tucked away in the commercial or
business insurance department. Loss prevention specialists, typically engi-
neers, were a key part of the process of insuring business premises and prop-

3.9 Loss control
Zahid Qureshi and Gerry Noble1 
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erties, including office buildings and factories. This is true to this day. Loss
prevention specialists work closely with underwriters in shaping premium
levels.

The job of the underwriter is to analyse, assess and price the risk exposure
for a specified coverage. The loss prevention specialist evaluates the risk
management practices and procedures the business has in place, advises the
client on any improvements needed, and shares the information with the
underwriter for use in understanding and pricing the account. Underwriting
research and analysis are done internally; loss prevention, handled in the
field, has been underwriting’s “eyes and ears”. 

Over the years, insurers have pursued loss prevention for personal lines
too – but most have not called it that. The responsibility is usually built into
the marketing and corporate communications function. Off and on, safe
driving is promoted to help reduce motor claims, smoke alarms and security
measures are recommended to home insurance policyholders, and the bene-
fits of not smoking and a healthy diet and lifestyle pointed out to those who
have their lives insured.

The safer the policyholders’ driving, the more fire-proof and theft-proof
their homes; and the healthier their lifestyles, the fewer claims the insurer
will have to pay out and the better able it will be to keep the cost of insurance
down. Who could argue with that! It is loss prevention, pure and simple –
and no less important than ensuring that a factory is up to code or an office
building is maintained properly, in helping keep premiums down.

“All this is good to know,” a microinsurance practitioner is likely to say,
“but how is it relevant to what we do?”

2 Converging interests 

Microinsurance largely involves a variety of products in the life and health
insurance lines. Indeed, long life and good health are not a matter simply of
staying away from harmful substances, but of warding off hazards hidden in
the air, water and food, and maintaining a healthy lifestyle. While many dis-
eases are a global phenomenon, prevention remains largely a priority that
local communities are often better placed to pursue. In this fashion, microin-
surers – small as well as not so small – can be significant “corporate” players
in the communities they serve, and can lead a sustained effort to promote
hygiene and other “better health” conditions among customers. 

Poverty need not necessarily be characterized by a lack of good health.
Loss prevention and good health promotion could become key elements of
customer education, which is a prime objective in a microinsurer’s marketing
strategy. Besides promoting healthy lifestyles to prevent non-communicable
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diseases, microinsurance providers could take a cue from the fight against
HIV/AIDS and try to increase customer awareness of how pandemics take
root, how they could be prevented and how they could be nipped in the bud. 

According to a consultant who has worked with a number of microinsur-
ance schemes: 

Besides poor hygiene and a poor diet, the greatest health risk for the poor is
not seeking appropriate care. A microinsurer’s support of public health meas-
ures can go a long way in reducing this risk for the poor. For example, SEWA
Health in India has worked to improve the training of midwives. This has
resulted in lower maternal and infant mortality rates, which in turn have
reduced claims costs in the insurance programme. For health insurance, pri-
mary care together with health promotion strategies can reduce claims costs
and improve the health and productivity of the clients. I have not seen any
micro health programme succeed without a health promotion element.

A desirable side effect of such preventative programmes is that it could
help grassroots organizations cement working relationships with established
insurers that may already be inclined to extend their CSR outreach beyond
their existing clientele. Furthermore, microinsurers need to recognize that
they are not the only ones with an interest in loss prevention. In an overall
win-win approach, partnerships with specialized NGOs working on health
issues or with government vaccination programmes can go a long way
toward achieving mutual objectives (see Box 60).

Box 60 Taking the societal perspective

Neglecting prevention invariably results in illness and injury to some, but the
financial burden is borne one way or another by virtually everyone. Medical
expenses affect the income not just of victims and families, but also of their
employers and insurers. Care and recovery involve costs to community and
public institutions, which governments pass on to taxpayers.

Promoting and practising prevention should also call for a societal per-
spective and collective action. Microinsurers can be an integral part of part-
nerships including various organizations and government agencies already
engaged in campaigns such as HIV/AIDS awareness, using mosquito nets to
prevent malaria and digging wells for safe and clean water. Often a good
starting point is a community immunization programme. Case studies pro-
vide a few examples:
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– Seguro Basico de Salud (SBS), Bolivia, and Seguro Integral de Salud (SI),
Paraguay, actively promote the national immunization programmes,
including vaccinations specified in the benefits package. 

– Several community-based schemes in West Africa have introduced a
mandatory vaccination programme for infants. Those not vaccinated are
not covered if they get diseases the vaccination programme was designed to
prevent. 

– UMSGF in Guinea plans formal “partnerships with programmes offering
efficient prevention measures for diseases covered, particularly malaria and
HIV/AIDS”.

Care for the environment, which is capturing increasing attention in
insurance and reinsurance circles, is closely related to loss prevention in life
and health insurance. Poor environmental conditions not only adversely
affect people’s health, but they can also trigger climate change and some cata-
strophic losses such as droughts. An issue for future consideration is how
“going green” might reduce losses and, in particular, how taking greater care
of the environment would in the long run help arrest climate change.

3 Pinpointing prevention

While non-life insurers, through their loss prevention specialists, have over
the years contributed greatly to safety systems and standards for insured
properties and transportation of goods, as well as home and road safety, the
same could not be said of life and health insurers (save for readily jumping on
the non-smoking bandwagon). Historically, they have not demonstrated as
keen an interest in preventing losses. 

All accidents and losses seem to have an underpinning cause and effect.
Even so-called natural calamities, such as droughts, floods, tornadoes and
hurricanes, are now believed to have a root cause: climate change. So, pre-
venting a loss should not be hard once its cause is known.

Loss prevention specialists have built their discipline in non-life insurance
by zeroing in on causes of industrial accidents and finding remedies, and so
can life and health insurers. Table 31 illustrates the point by analysing an
industrial fire, an injury, a communicable disease and a non-communicable
disease. The loss prevention column for each specifies remedial action. All
call for improved training and increased awareness. Therein lies the crux of
loss prevention in microinsurance: counselling and educating customers in
ways of taking good care of themselves and their families and possessions.
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Table 31 Non-life and life insurance loss prevention

Source: Adapted from Thomas, 2004.

On the surface, such an undertaking may appear superfluous to microin-
surers struggling to build and maintain a book of business. However, if they
take a holistic view of the business – not just income, but also the institu-
tion’s viability – loss prevention emerges as life-sustaining. The obvious,
short-term benefit is that it reduces the frequency and severity of claims, and
helps control the insurer’s expenses. But the real advantage is that it protects
the insurer’s income over the long term: ensure that customers remain
healthy and productive, and the organization will be sure of their continued
patronage. 

JA Zenchu, the Central Union of Agricultural Cooperatives of Japan, has
long recognized the value of such a seemingly extracurricular service that, in
effect, adds value for the business as well as the customer. Its chain of multi-
purpose cooperatives in rural communities provide a popular “better-living
guidance” service in addition to the core business lines: marketing of farm
products, supplies of production inputs, credit and mutual insurance, and
farming advice. The better-living guidance to members and their families 
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Scope of loss prevention/
Control activity

Worker training, installa-
tion of smoke detectors,
automatic sprinklers, fire
alarm, CO2 flooding
systems

Increasing awareness of
safe driving, traffic rules,
enforcing road discipline,
use of helmet

Creating awareness of
breeding places of mosqui-
toes, clearing cesspools of
stagnant water, fumigation,
mosquito nets and other
repellents

Creating awareness of the
harmful effects of smok-
ing, and ways of dealing
with addiction

Interaction/
Operation of
hazard

Fire from
the cigarette
spreads to
cotton fluff

Crash

Bite

Increasing
damage to
lungs

Vehicle of
interaction

Lighted
cigarette 
end thrown
in the 
wrong place

Speeding,
skidding of
motorcycle

Mosquito

Habitual
and exces-
sive smok-
ing

Agent/
Flaw in the
system

Carelessness
of worker

Managing
mechanical
energy

Vulnerable
to infection

Body cannot
tolerate
intake of
smoke

Host/
Risk

Textile
factory

Human

Human

Human

Loss-
making 
condition

Fire

Skull 
fracture

Malaria

Lung 
cancer



includes health management, lifestyle counselling and advice, household
budgeting, recreational activities and joint purchases of high-quality daily
necessities. 

Health promotion and prevention activities have a long way to go in the
developing world. Indeed, the scope of the work that could be carried out by
life and health insurers in this domain is quite different in developed and
developing world markets. Microinsurers are perhaps at an advantage in this
respect, since they could encourage their clients to do many simple things
that do not reduce their capacity to meet basic needs and may over time even
enhance their ability to cope (see Box 61). 

Box 61 Promoting well-being

A number of microinsurance schemes, or related organizations, actively pro-
mote healthy living to reduce illness among policyholders, and therefore
reduce claims. For example:

– Karuna Trust (India) runs herbal gardens in six villages used to train
clients to produce herbal medicines.

– Bienestar Magisterial (El Salvador) has special programmes for cancer
detection, family planning and prenatal care.

– Shepherd (India) runs medical camps for check-ups. It also runs cattle-
care camps with free immunization and de-worming. The camps serve a
marketing and recruitment purpose too. 

– Grameen Bank (Bangladesh) has its “16 decisions” that members recite at
meetings, including pledges “to look after our health”, “grow and eat more
vegetables”, and “keep our homes and environment clean”.

It makes sense for conventional insurers to remind customers how stress
affects the heart and the nervous and digestive systems, to ask them to recog-
nize stress symptoms that can ring the alarm bells before a burnout, and to
encourage them to join walking clubs and fitness centres. For microinsurers,
however, the focus is likely to be on different issues. For those in Prahalad’s
BOP market, loss-prevention initiatives may concentrate on hygiene and
cleanliness – how simple things like keeping the “kitchen” clean and washing
hands and vegetables before eating can prevent diseases. 

4 Practising prevention

How exactly insurers should go about engaging customers in loss prevention
also needs to be put in the proper perspective. Those serving the top of the
pyramid may make their staff and meeting rooms available after hours for
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counselling sessions, or set up wellness centres to dispense advice, assistance
and referrals. However, these measures would hardly be appropriate for the
microinsurance market. 

Loss prevention initiatives for the low-income market are likely to look
quite different. The approaches might include the following:

– Outreach by sister organizations: VimoSEWA of India, and Grameen
Kalyan and BRAC MHIB (both Bangladesh) all have sister organizations
involved in healthcare initiatives, such as barefoot nurses and midwives,
which are natural partners in prevention campaigns (see Box 3). 

– Use of non-formal adult education methods: In some countries, the target
market for microinsurance may be illiterate or have limited education. To
communicate loss prevention to this audience, innovative techniques are
required, such as illustrated posters (see Figure 21) and street theatre. Learn-
ing conversations, a technique promoted by Freedom from Hunger, are
based on real stories that illustrate the daily problems of the target market.
Discussions about the story serve several purposes: to help participants to
become aware of a specific problem, to collectively solve a specific problem
faced by members and to reinforce cohesion among group members and
enable them to take collective action.

Figure 21 Illustrating Grameen’s 16 Decisions
Decision 10: We shall drink water from tubewells. If it is not available, we shall boil
water or use alum.

Source: www.grameen-info.org/bank/the16.html
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– Hammer home the core messages: Effective campaigns are continuous,
relying on a variety of communication channels to ensure that the main mes-
sages are absorbed and, hopefully, change behaviour. Indeed, each time a
Grameen Bank centre meets, the members recite the 16 Decisions.

– Target the children: One of the most effective ways of changing the behav-
iour of adults is by educating children, who can then nag and cajole their par-
ents into less risky practices.

Box 4 Prevention through sister organizations: VimoSEWA

Mainaben, a fish seller, has been a SEWA member for 27 years, borrowing for
her business and for her house. Six years ago there was a plague epidemic in
some parts of India. SEWA arranged a special community clean-up aware-
ness programme to protect communities against the plague. Mainaben was
made an organizer to promote community cleanliness in Chamanpura. She
spoke to the local people about keeping their houses clean, and she peti-
tioned the Municipal Corporation and the State to clean up rubbish. The
Corporation was so annoyed with her constant petitions and her threats to
demonstrate against them that on one occasion they even sent the police to
scare her. However, Mainaben prevailed, new rubbish bins were provided,
and regular rubbish clean-ups were organized. 

Mainaben’s hard work caught SEWA’s attention, and she was trained and
employed as a health worker. She covers a community of 200 households.
She sits at SEWA’s clinic from 10:30 in the morning to 1:00 in the afternoon.
From 1:30 to 4:00, she makes the rounds of her neighbourhood. She visits
each house at least once a week. She provides information on disease preven-
tion; she provides basic medicine to SEWA members (at a cost of two rupees,
or four and half a US cents, for children and four rupees for adults), makes
referrals to doctors and hospitals and follows up on patients. 

Mainaben encourages everyone to take out health insurance. She tries to
convince women to enrol in the fixed deposit programme. If they cannot, she
tries to convince them to pay annual premiums. A few women save with her
to accumulate the money for the fixed deposit. Women will contact Main-
aben for all their insurance claims. Women in the community say that they
appreciate Mainaben and her healthcare advice. She has assisted the people in
her community to obtain better and, more importantly, more affordable
healthcare.

Source: Adapted from McCord et al., 2001.
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– Rely on peer pressure: One of the more effective ways of creating sustain-
able behaviour changes is by using the peer pressure from groups to continue
to encourage (or enforce) the new conduct.

– Provide tangible benefits: Sometimes behaviour changes involve artefacts.
For example, SEWA has on occasion provided market vendors with umbrel-
las to reduce the chances of heat stroke. Microcare subsidizes insecticide-
treated bed nets (see Box 64 in Section 6). These tangible benefits help make
intangible insurance more acceptable to the poor.

5 Minimization: A stitch in time

Prevention, obviously, precedes a loss. Steps to minimize the impact of the
loss – that is, reduce it to the smallest possible degree – are taken after it
occurs. However, prevention usually involves anticipating or foreseeing a
loss, and that process may entail at least a modicum of minimization, actually
doing something about the foreseen loss – which may be one reason why the
two terms are often synonymous in talk of risk management. Semantics
aside, the point is that the more the insurers can do to prepare a policyholder
to respond quickly and efficiently to a setback, the better off both the indi-
vidual and organization will be. 

Minimization is particularly relevant for health insurance. Thomas (2004)
specifies how the ill effects of an illness or injury might be minimized through
better management of time and process from the moment and point of occur-
rence to admission to the hospital. Most of the steps he described (such as an
SOS to ambulance and prompt action by paramedics) were meant for deep-
pocketed insurers with a wealthier clientele, but they would give those
involved in microinsurance an indication of how one might approach mini-
mization. Some of these measures could be adapted and scaled down to fit the
budget, resources and community contacts accessible to microinsurers.

The following are key aspects of loss minimization:

– Recognizing body conditions is critical. The insured should be able to rec-
ognize ailments and the body’s warning signals. They should know the dos
and don’ts in the event of a health condition, and take steps to prevent the
condition from worsening.

– Correct information is needed for correct action. Policyholders armed
with the right information are better prepared. They should be given
brochures containing addresses and telephone numbers of doctors, trauma
care centres, and specialized hospitals, and details of procedural formalities
on admission.
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– Help when needed. In an emergency, unprepared policyholders can only
wring their hands. Even normally efficient people may become panic-strick-
en and find themselves unable to make the right decisions. A 24-hour tele-
phone help-line service would:

· give policyholders step-by-step guidance,
· locate a convenient ambulance service, 
· direct them to appropriate medical attention, and
· alert the hospital about the patient’s arrival.

– Creating own infrastructure. A group of insurers together can create a sup-
port-services infrastructure for education, counselling, tie-ups with hospitals
and related medical units and mobile trauma care. 

While one cannot prevent a natural disaster from happening, it is possible
to minimize its effect on the insured population through disaster prepared-
ness. Japanese insurers have taken the lead in developing techniques to raise
awareness among the general population about disasters and disaster pre-
paredness (see Box 63).

Box 63 Coping with disaster: The Japanese experience

In Japan, the 1995 Kobe earthquake gave rise to civic-mindedness, with
quick action by families at the heart of the collective response to the crisis.
Perhaps this should not be so remarkable since a distinctive feature of Japan-
ese society is the strength of cooperatives, including cooperative insurers.
Zenrosai, the National Federation of Workers and Consumers Insurance
Cooperatives, helped victims with money, counselling, and psychological
services; the Japanese Consumers’ Cooperative Union (JCCU) led trade and
business groups in lobbying for a national security system for disaster relief. 

Meanwhile, disaster mitigation activities remained focused on the family.
The General Insurance Association of Japan designed a programme targeted
at elementary school children to raise their awareness of disasters and to
increase their ability to cope with them. The interactive pedagogical tool is
not only informative, but is also fun for the children. They are first briefed
on the basic idea behind the activity and then are divided into small groups
and taken around their town. The children go to facilities that play an impor-
tant role when disaster occurs, such as police stations and hospitals, and talk
to the people who work there. Upon returning to the classroom, the children
draw a map of their town’s disaster-related facilities, and decorate the map
with photographs and leaflets gathered during their trip. 
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The Kobe earthquake also led to an uptake in natural catastrophe cover-
age. Zenrosai and another cooperative insurer Zenkyoren (National Mutual
Insurance Federation of Agricultural Cooperatives), one of the world’s
largest insurers by assets, now have more than 15 million policies with add-
on natural catastrophe insurance. The policies offered by these cooperatives
are “multiple-step policies”, where insurance payouts are tiered or stepped
up as a function of the damage ratio.

Source: Adapted from the General Insurance Association of Japan and Zenrosai and Zenkyoren websites.

6 Evaluating the return on investment in prevention 

How should a microinsurer go about determining what prevention measure
is needed, whether it would be worthwhile, and how its value might compare
with other measures that could possibly be taken? In general, this exercise
boils down to a four-step process:

1. Identify claims trends: The first step is just basic insurance management:
monitoring claims to see if there are any patterns or trends in causes of
deaths, types of illness or other risks and perils. 

2. Develop prevention strategies: If there are claims trends, which ones could
be controlled by what kind of prevention programme? Are the proposed
measures within the insurer’s capacity to implement? What is the cost of the
measures and what is the expected return in terms of lower claims?

3. Implement prevention activities: If particular measures appear to be
cost-effective, the human and financial resources required need to be iden-
tified and the activities implemented. 

4. Monitoring the results: To justify investments in prevention, the insurer
needs to see the corresponding reductions in claims. Has the programme
resulted in any reduction in losses? This is more or less what Microcare
did in Uganda, as described in Box 64. In assessing the effectiveness of a
prevention measure, the microinsurer might want to consider the intangi-
ble marketing or promotion value of the activity, besides the tangible ben-
efit of lower claims costs.

Box 64 Microcare: Using insecticide-treated bed nets to reduce 
malaria-related claims

Microcare is a unique microinsurance organization, having been transformed
from a not-for-profit background to become a fully fledged insurance com-
pany in Uganda specializing in health insurance. Microcare focuses on the
low-income market, drawing from the formal and informal sectors and span-
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ning urban and rural locations. Microcare’s objective is to provide “afford-
able access to quality healthcare”.

Malaria is endemic throughout Uganda and the commonest diagnosis for
Microcare’s health insurance clients, particularly in rural areas. Cumulatively,
the claims cost paid by Microcare for malaria is more than that of any other
diagnosis. To make matters worse, the cost of treating malaria in Uganda is
set to increase as its resistance to chloroquine becomes widespread. Chloro-
quine has been the cheapest treatment commonly used for malaria, costing
less than US$1 for a full course. Drug resistance has forced the Uganda Min-
istry of Health to change the recommended first-line treatment protocol to
regimens based on Artemether compounds accompanied by one other drug
(to discourage rapid emergence of Artemether resistance as well). These
Artemether-based combinations cost about US$7 for a course of treatment. 

In Uganda, the prevalent form of malaria is falciparum, the most danger-
ous type, which can cause cerebral malaria and death, particularly in the non-
immune (e.g. children). Falciparum malaria frequently leads to hospitaliza-
tion if not treated quickly in the early stages. The epidemiology of the disease
is complicated further by the continuing emergence of new strains to which
local people are not immune. The insect vector for the disease, the female
anopheles mosquito, thrives in Uganda, particularly during the rainy season.
This factor, combined with the emergence of new strains, leads to severe
intermittent seasonal epidemics of this already pandemic disease. 

The use of insecticide treated nets (ITNs) is a widespread and well-docu-
mented malaria prevention measure. Commonly, these nets are treated with
permethrin-based compounds (a derivative of the pyrethrum plant). Bed nets
can be treated by incorporating long-acting forms of the insecticide into the
mesh during the manufacturing of the fabric which are released slowly over
the two-to-three-year lifespan of the net, or by regular immersion of the bed
net in a solution of insecticide after washing.

By acting as a physical barrier, the net prevents mosquitoes from making
contact with and biting the sleeping person. The net is treated with an insec-
ticide, so when mosquitoes are attracted to the potential human victim, they
land on the outside surface of the net. While resting on the net, the mosqui-
toes absorb a dose of the insecticide adequate to either kill or debilitate them.
Since anopheles mosquitoes do not usually bite people during the day, treat-
ed bed nets make a substantial contribution to malaria containment. Howev-
er, people are still vulnerable in the evenings before going to bed and when
getting up early in the morning – an unavoidable limitation of the effective-
ness of mosquito nets for malaria prevention. In Uganda, a treated double-
bed mosquito net costs around US$6. 
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Microcare has already started to provide subsidized (half price) insecti-
cide-treated nets to rural clients and has experienced a good uptake. The
logic of subsidizing nets, as opposed to making them free, is that people value
something more if they have paid for it, and are more likely to use it proper-
ly if they value it. 

Since clients frequently suffer more than one attack of malaria per year
and more than one person will sleep under a double-bed net, the economics
make a compelling argument. A US$3 subsidy to prevent two or more peo-
ple getting a frequently occurring disease that would, with the new drug reg-
imens, cost US$7 to treat. The nets should last for several years and have
become a popular marketing tool for Microcare. 

At this point (six months since the start of the subsidized net programme)
assessment of its impact cannot be done accurately because it is necessary to
complete a full year of the intervention to allow for seasonal variations in
epidemiology. However, the “buy-in” of the client community for preven-
tive measures has already been seen. Prevention helps neutralize the argu-
ment “I paid my premium, but I didn’t get sick,” because the insurer can
reply: “The reason you didn’t get sick is our prevention programme!”

So Microcare is now turning its attention to preparing programmes tar-
geting other diseases amenable to prevention and education. Sexually trans-
mitted infections (including HIV/AIDS), sanitation-related water-borne dis-
eases and the emerging “Western diseases” such as obesity and the resultant
adult onset of (Type II) diabetes are all under active training material devel-
opment by the Microcare Preventive Health Department.

A basic programme like Microcare’s, and those highlighted in Boxes 60
and 61, show that a range of simple and effective loss-control programmes
can be implemented by microinsurers under various local conditions, possi-
bly in partnership with other organizations and government agencies.

In mainstream insurance, putting a value on a loss-control measure in the
physical damage line is relatively simple. If a non-life insurer expects a mil-
lion motor claims in a certain year for windscreen replacement, and if a pre-
ferred body shop quotes a three-dollar discount on each, the insurer would
save US$3 million minus the cost of a communication programme to ensure
that all branch offices require claimants to go to the chosen body shop.

However, how can an insurer determine the value of a prevention meas-
ure designed to lower the cost of claims for personal sickness or injury? The
Microcare programme in Uganda, using comparative figures for claims expe-
rience before and after the programme’s implementation, points the way for
microinsurers. However, when it comes to evaluating the cost-effectiveness 
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of a number of programmes more precisely for the purpose of choosing the
most suitable one, the calculation becomes complicated, and experts such as
statisticians and actuaries need to be involved.

7 Conclusions

The main points and recommendations from this chapter are:

– Loss control has two key elements: loss prevention and loss minimization. 
– Loss prevention has evolved into a professional discipline in non-life insur-

ance, and has resulted in improved risks and safety standards as well as sav-
ings in claims costs for insurers and in premiums for the insureds.

– Life and health insurers can also achieve these benefits as the world faces new
threats of viral pandemics and environmental hazards.

– Microinsurers can adapt the industry’s loss-prevention and loss-minimiza-
tion measures and benefit from helping policyholders become less prone to
diseases and better prepared to deal effectively with setbacks in health. These
measures help reduce costs for the insureds (lower premiums) as well as the
insurer (fewer claims).

– A wide range of simple and effective loss control programmes can be imple-
mented by microinsurers under various local conditions, possibly in partner-
ship with other organizations and government agencies.

– To calculate the value and cost-effectiveness of prevention measures,
microinsurers could diligently analyse comparative figures for claims experi-
ence before and after a prevention programme’s implementation.

– Loss prevention can demonstrate that insurance is not only about collecting
money and paying for a loss. It is a comprehensive package which both pro-
tects and cares for people.
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Microinsurance has the potential to provide much-needed protection for the
poor. Since microinsurance is relatively new, it presents an opportunity for
the insurance industry to learn new and superior skills, such as developing
low-cost delivery mechanisms to grow this market effectively. A realistic set
of benchmarks in the form of operational standards and performance indica-
tors can be an excellent guide for microinsurance managers aiming at contin-
uous improvement and excellence.  

In mature insurance industries, for example, rating agencies and regula-
tors use key insurance ratios to monitor and flag companies that are at risk of
failing. This permits timely intervention that may save the insurance compa-
ny. Similarly, many insurance companies use industry performance bench-
marks to compare themselves to their competitors, and this helps them
understand areas that require improvement. A relevant set of indicators
paired with industry-accepted benchmark values (standards of performance)
can be a signpost for management, boards and other stakeholders, helping
them to ensure that the company remains solvent and that performance con-
tinues to improve.

Developing key performance indicators for microinsurance and periodi-
cally publishing the performance of all participating microinsurance schemes
relative to an established set of benchmarks should be a priority, as this con-
tributes to the development of a robust, transparent and sizable microinsur-
ance market. Performance standards are operational goals that help a
microinsurer achieve viability, while indicators are used to measure the
extent to which the established standards are achieved. These indicators, both
qualitative and quantitative, should be primarily focused on key financial
measures since these provide a rapid assessment of the organization. They
should cover the entire range of operations, including marketing and distri
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bution, investments and risk management. Managers should measure the per-
formance of their operations and compare it to that of similar organizations
at least annually. Donors may also want to evaluate the current position of a
partner relative to others in the industry.

The main objective of this chapter is to discuss some of the more impor-
tant indicators that should be included. In addition, the chapter touches on
why these selected indicators are useful in evaluating the general health of a
microinsurance programme and highlights areas that may require further
development. For these to be useful and manageable, there should only be
five to twelve initial key indicators. If major concerns are identified, then
managers can drill down to more detailed indicators designed to isolate more
specific issues.

Since microinsurance implementation varies greatly between countries,
cultures and affiliated sectors, the indicators reviewed here are intended 
to cover most situations and apply to microinsurance as a whole – that is, a
scheme consisting of one or more of the following players: a delivery 
agent of an insurance company, a service provider, a third-party administra-
tor, an insurance company or a stand-alone risk-bearing microinsurance
organization.

The basic assumption is that an organization promoting microinsurance
has an interest in understanding all aspects of the insurance programme and
is aiming for its long-term sustainability. This chapter covers indicators in
four key areas: 1) marketing and distribution, 2) financial management and
viability, 3) efficiency and client value and 4) investment management.

1 Marketing and distribution

Marketing and distribution effectiveness is one of the most important
requirements for the long-term sustainability of a microinsurance scheme.
Without successful marketing, the organization is unlikely to reach or retain
the critical mass that it needs to survive. Successful marketing in turn largely
depends on the client’s satisfaction with the services and perceived value of
the products. In this category, there are three key ratios: participation,
renewal and persistency.

As an indicator of marketing effectiveness, the participation rate refers
to the proportion of eligible members of a target population participating in
the microinsurance programme at a given point in time. 

Participation rate = total number of members/eligible members 
of the target population
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The ideal situation is when a very large proportion of a target population
voluntarily participates in a microinsurance programme, which generally
indicates that the population has accepted the concept of pooling risks and
resources. It is also likely that these participants have a good understanding
of the benefits package and know how to access the benefits.

In Rwanda, Bungwe health microinsurance scheme, launched in 2001,
achieved a 24 per cent participation rate in its first year of operation. This
rate has increased each year and in 2005 a remarkable 95 per cent of the com-
munity was participating. This scheme was viable in its first year of opera-
tion. The success of the programme may be due to clients understanding the
solidarity aspect and seeing great value in the scheme since it provides access
to the village’s health centre and ambulance services, and to the developers of
the scheme being well-attuned to the needs of the population. 

Conversely, at TUW SKOK in Poland, just 10 per cent of targeted credit
union members enrol in the insurer’s voluntary services. This low participa-
tion rate may indicate that the product lines are not attractive to most mem-
bers or that members consider the company’s products and services offer
poor value, or possibly that the marketing skills of the distribution channel
are ineffective. In any case, management should take notice of the low value
of this indicator and aim to understand why it is unable to attract a greater
percentage of their target market.

One way to attain a high participation rate is to make cover compulsory.
This is only possible in certain cases, such as for the borrowers of an MFI or
when cooperative members vote for mandatory coverage at their general
membership meeting, but it is virtually impossible to enforce in a community
scheme. CARD in the Philippines requires all its eligible borrowers to join
the mutual benefits association (CARD MBA). Similarly, TYM and Dong
Trieu in Viet Nam require that their microfinance borrowers participate in
the microinsurance scheme.

Mandatory coverage does not mean that the microinsurer can become lax
in its marketing efforts. These products and services must be continuously
sold and good value maintained, otherwise resistance to the compulsory par-
ticipation will escalate. CARD appears to be successful at this, with many
MBA members stating that the insurance products are their principal reason
for joining CARD (see Box 65). Furthermore, in 2004, Dong Trieu clients in
focus group discussions expressed satisfaction with the microinsurance pro-
gramme despite its limited benefits, mainly because the clients felt honoured
to contribute to a fund that may someday help fellow clients facing difficul-
ties. In both cases, the organizations successfully implemented microinsur-
ance programmes with compulsory participation. 
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Box 65 Great value placed on insurance

In a 2002 qualitative survey conducted by Freedom from Hunger, 12 out of
27 focus groups interviewed named MBA insurance as the most valuable
aspect of the entire CARD product portfolio. Such a result runs contrary to
experience with similar arrangements in other countries where mandatory
insurance is never rated highest on a scale of product value for an institution
that offers savings and credit facilities, often because of its intangible nature.

Source: Adapted from McCord and Buczkowski, 2004.

The renewal rate is a related indicator but applies specifically to term prod-
ucts (products with a fixed term of coverage such as one year). It is defined as
the percentage of clients who had coverage in the previous year and are still
eligible for renewal, who are renewing their term coverage. It reflects (among
other things) the satisfaction of the client once the term product has been
purchased. 

Renewal rate = (number of clients from Year X continuing coverage in Year X + 1)
(number of clients in Year X)

A more general measure is the persistency rate, which refers to the num-
ber of clients from a cohort continuing their coverage at a later date divided
by the number of clients from the same cohort with coverage in Year X. It is
more general than the renewal rate since it applies to both term and continu-
ous coverage.

For schemes with voluntary participation, low renewal and persistency
rates are often indicative of client dissatisfaction, possibly due to poor com-
munication, unacceptable product value, unsatisfactory claims payment, and
so on.

Operationally, high participation and persistency rates help to reduce
administrative expenses. This adds value to the product since a larger propor-
tion of the premium can be returned as benefits, which in turn encourages
even wider and longer-term participation (see Figure 22). For example, in
Guinea, UMSGF’s relatively high renewal rate of 81 per cent and a 30 per
cent participation rate among the targeted population helps achieve a low
expense ratio of just 18 to 20 per cent of gross premium. This low expense
ratio enables the scheme to offer more attractive benefits and may be a reason
for the high rate of renewals.
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High persistency/ 
retention

Greater efficiency/
cost-effectiveness

Lower premiums
or greater benefits

Figure 22 The circular logic of customer retention

In contrast, low renewal rates over extended periods will increase costs
per unit of insurance since the fixed costs of the programme must be distrib-
uted over fewer insurance units, which dampens participation and persisten-
cy even more since high expenses result in reduced product value. It is very
likely that the ambivalence of Delta Life (Bangladesh) towards its low persis-
tency rate contributes towards its high (although improving) expense ratio
and equally likely that the high expense ratio reinforces the low persistency
rates due to poor value.

The reader may wonder at this point, “What are acceptable participation
and renewal/persistency rates?” There is no straightforward answer to this
question since it depends on factors such as the type of microinsurance
scheme, the size of the target population, the distribution channel and how
long the programme has been set up. An MFI-linked scheme such as
CARD’s, for example, cannot be compared fairly to a programme such as
Delta Life’s which relies on foot soldiers selling individual policies, without
some sort of calibration of the scoring mechanism. 

This suggests that the scoring formulas for the proposed set of indicators
should consider as parameters the microinsurance scheme’s type, the time
that has elapsed since it was established, its product lines, target market, dis-
tribution channels and so on. For example, it may well mean that a commu-
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nity-based health insurance scheme achieving a 30 per cent participation in
Year 5 would score just as well or better than a credit union achieving a 65
per cent penetration rate in Year 4 with its voluntary credit life product being
marketed to its narrowly defined target market, i.e. its borrowers.

Perception of good value results not only from a high benefit-to-premi-
um payout ratio, but also from satisfaction with the servicing. It is likely that
VimoSEWA’s low renewal rates have improved in recent years in part because
of better servicing and shorter claims turn-around times (see Table 32). On
the other hand, detailed client satisfaction surveys would probably confirm
that Delta Life’s low persistency rate is not at all helped by extensive delays
in claims payments, minimal efforts on policy services and high claims rejec-
tion rates.

Table 32 Improved service enhances retention at VimoSEWA (India)

Period Renewal rate (%) Time to pay health claims (days)
2002 Not available 90
2003 48 70
2004 51 62
2005 59 59

Note: The time in days taken to reimburse health claims is measured from the date of hospitalization.
The average time for a member to submit a claim is 40 days. 

Unfortunately, in some environments low persistency rates may actually
result in higher profits for the company. For example, the commercial pre-
need industry in the Philippines (offering mainly education, pension and pre-
paid burial plans) profits greatly from the low cash value payouts upon sur-
render of pre-need policies.2 The strategy of some unscrupulous companies is
to offer very high commission rates to individual agents in the initial policy
years, but then drastically reduce the commissions in the third and subse-
quent years of a five- or 10-year plan. This results in very aggressive selling,
often to reluctant buyers who then cancel their policies or allow them to
lapse in droves in the third and fourth policy years when the agents turn their
attention elsewhere. The company then profits from the early cancellations
since the surrender payout requirement is very low. 
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Obviously, these sales practices run counter to the spirit of microinsur-
ance. In some countries, the low-income market has exposure to dishonest
insurance schemes and, as a result, real microinsurers have to work extra hard
to demonstrate that they are indeed different.

2 Financial management and viability

One of the most important indicators is the microinsurer’s net financial
result or net income since this reflects performance in all activities in the
period reviewed (see Table 33). It should be computed net of subsidies and
grants received. To measure net income, an accurate profit and loss statement
on an accrual accounting3 basis has to be produced, which takes account of
all costs of administering the scheme, depreciation of equipment, reserve
increases, and so on. 

Net income (prior to non-permanent subsidies) = Earned premium +
investment income – claims incurred – operating expenses – reserve increases.

Producing accurate financial statements is an important management func-
tion of a microinsurance scheme. Results should be shown by product line to
make it clear where the programme is losing or making money. This requires
proper allocation of expenses on an accrual basis and by product line, as well
as correct calculation of actuarial reserves since reserve increases must be rec-
ognized as an expense. The ability to produce a profit and loss statement, a
balance sheet, and a cash flow statement by product line should be a standard
requirement for all microinsurance schemes and it should be possible to
monitor this ability using qualitative indicators.

Some products such as credit life are usually profitable within the first
year if implemented properly, while others such as health insurance may take
several years to reach profitability. Obviously a positive net income over sev-
eral years suggests viability of the microinsurance scheme, at least in the
short term, while an organization with significant and consecutive negative
net incomes will have difficulty surviving for very long since its capital and
surplus will be eroded to a point where it becomes insolvent. 
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Table 33 Selected examples of net income

Organization Microinsurance Type of product Net income as a percentage 
start date of earned premium 

CARD MBA 1994 informally, Credit life, whole life, 31 (2003)
1999 formal and savings products
registration

MUSCCO 1980 Credit life and life 40-45 (2003; incomplete 
savings information on earned 

premium)

Spandana 1998 Life and hut insurance 20 (2003-2004)

AssEF 2003 Health –24 (2004) before subsidies

VimoSEWA 1992 Life, accident, health, –51 (2004) before subsidies
and asset protection

The amount of net income should reflect the desired goals of the scheme.
The goals of a start-up scheme are typically to provide good value for the
participants and to remain viable in the medium to long term. For more
mature programmes however, the goals may be expanded to reflect a desire
for a competitive return on the shareholders’ or members’ surplus and capi-
tal, or to transform the scheme into a fully capitalized insurance company.

The net income has a direct effect on the solvency ratio defined here as
the total liabilities of the microinsurance scheme divided by its admitted
assets.4 Clearly this needs to be below 1 for the scheme to be technically sol-
vent. For example, MBAs in the Philippines are required by the Insurance
Commission to maintain a solvency ratio of 0.80 or lower.

Solvency ratio = total liabilities / total admitted assets

Another important indicator for this category is the liquidity ratio. Even if a
microinsurer has a healthy solvency ratio, it could still have problems paying
claims and expenses if it does not have adequate cash or cash equivalents in
the short term (see Box 66). Too much cash, on the other hand, usually means
that the scheme is forgoing investment opportunities, which will result in
higher premiums or lower benefits for the participants.
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Liquidity ratio = cash and cash equivalent investments / 
probable payouts within a year.

Box 66 What doomed Confederation Life of Canada?

For developed insurance companies, a classic reason for failure is illiquidity.
A large insurance company in Canada, Confederation Life, failed mainly due
to the high proportion of its funds invested in illiquid property. By 1990,
Confederation Life was one of the largest life insurance companies in Cana-
da. Its over-investment in property led to problems however, when the
booming real estate market began to fall, resulting in large losses in value for
Confederation Life. Even more importantly, it generated a liquidity crisis.
On 12 August 1994, the regulators declared the company insolvent. Many
years later, the bankruptcy administrators were able to pay all outstanding
obligations of the insurer after they had had sufficient time to sell the compa-
ny’s property assets.

3 Efficiency and client value 

As mentioned above, good product value is one of the most important cata-
lysts for the participation rate and for the programme to remain viable. Good
value, however, can only be achieved with a low expense ratio, which is the
proportion of the premium earned in a given period consumed by incurred
operating expenses in the same period. 

Expense ratio = Incurred operating expenses / earned premium

By definition, microinsurance premiums are small and are usually collect-
ed in frequent instalments. The result is a very large number of transactions
relative to premium amounts, which makes it difficult to maintain a low
expense ratio. Because of this, viability can usually be achieved only if an
existing collection system is utilized (see Chapter 3.3). The best example is a
microinsurance programme linked to an MFI, where premiums are collected
together with the microfinance loan repayments. Another example is
Yeshasvini (India), which collaborates with milk-producer cooperatives by
collecting directly from the co-ops, which then deduct the premiums from
the proceeds that the farmers earn from daily milk deliveries. Voluntary
products aimed at the wider community also require some mechanism to
reach large numbers of participants efficiently, such as using savings and
credit groups.
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As a rule of thumb, to be effective in microinsurance the target expense
ratio should be below 30 per cent in the early years of the scheme, but with a
trend towards 20 per cent or less after the programme has stabilized. CARD
MBA achieves an expense ratio well below 20 per cent by riding on the col-
lection system of the associated MFI. This target is much more difficult to
achieve for schemes like Delta Life, which offers individual life products
with premium collection carried out by field staff going door-to-door.

A good complement for this indicator is the incurred claims ratio,
defined as total incurred claims divided by earned premium in a given period.
Good product value requires that as much of the premium as possible be
returned to the members in the form of benefits. Maintaining a high claims
ratio while at the same remaining viable is the crux of the microinsurance
challenge. Clearly this can only be achieved with maximum operational effi-
ciency resulting in a low expense ratio and by maximizing the investment
returns on the scheme’s reserve funds (see Table 34).

Incurred claims ratio = incurred claims / earned premium

Even though CARD MBA has an expense ratio below 20 per cent, its
claims ratio for credit life is approximately 16 per cent which is very low. If
this low claims ratio is maintained over time, many members may question
the value of the insurance programme. The MBA should consider either low-
ering the credit life rates or providing some additional benefits since both
dividend payouts and cross-subsidization of products are not permitted for
an MBA.

Delta Life with its high expense ratio of over 40 per cent and a very low
claims ratio calls into question the value of providing endowment products
to the low-income markets – perhaps individual endowment products may
not be the best savings vehicles for the poor (see Chapter 2.2).

Another measure in this category is the time to payout – how many days
it takes for a client to receive a payment after the occurrence of an event. Pay-
ing claims promptly is an important aspect of service and good value. Health
microinsurance models using a cashless system provide immediate relief to
the client, and such systems would score highly on this indicator.
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Table 34 Expense and claims ratios for selected schemes

Micro- Expense Incurred  Comments
insurance ratio claims ratio
scheme (%) (%)

CARD MBA 17 16 (credit life) CARD MBA is extremely efficient, but not 
60 (whole life) enough of these gains are paid back in the

form of benefits, resulting in the rapid
growth of its surplus – yet clients perceive the
programme as excellent value. This cannot be
expected to last indefinitely.

Spandana 4 91 Spandana combines low expense and a high
payout ratio, which provides outstanding
value to members.

MUSCCO 15 40 There is some value to clients, but after the
scheme has built up reserves, it needs to
improve the value.

AIG Uganda1 41 37 Poor value.

Delta Life 41 10 The combined high expense ratio and low
benefit level raises doubts as to the long-term
viability of this product.

Yeshasvini 10 140 The claims ratio is high because the plan
received a government subsidy in 2004; it
should decrease in the next year as the
premium was doubled. The programme is
still too new for an assessment of its likely
future viability to be made.

AssEF 28 71 With these ratios, the programme has very
little margin for building up reserves to
protect itself from claims variation.
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4 Investment management

As discussed in Chapter 3.6, whenever there is an accumulation of funds,
investment management needs to be such that it optimizes value. The incor-
rect management of assets is a major reason for the failure of commercial
insurance companies. Microinsurers offering long-term asset accumulation
products have to be extremely vigilant in managing their assets professionally.

Asset diversification and quality are the best ways to protect an invest-
ment portfolio and therefore both are important indicators for measuring
sustainability. The asset diversification measure should reflect the amount
invested in a particular asset including a related organization, whereas the
asset quality measure should reflect the overall quality of the portfolio. For
example, as a general rule no more than 10 per cent of assets should be in any
one investment or in a related organization. Over-exposure to property is
another danger since this will ultimately impair liquidity and make it difficult
for the scheme to meet its claims and expense obligations in a timely manner. 

CARD MBA and VimoSEWA recently had a high concentration of
investments in a related organization, the loan portfolio of the parent MFI.5

This is a well-known danger, and both microinsurers are rated low in this
category. Most of the case studies have very little information on asset diver-
sification, asset quality and investments in general.

If the organization has given long-term guarantees, then it must have the
capacity to carry out asset-liability matching (ALM). This process requires
projections of liability streams (claims, expenses, maturities, etc.) and the
capability to periodically shuffle investments to ensure that the required
investment returns are timed to coincide with future cash flow obligations.
Failure to manage a portfolio with long-term guarantees in this manner 
can easily result in bankruptcy. If the scheme does not have the capacity, it
should outsource investment management to a professional firm. Investment
management performance should be monitored by means of qualitative indi-
cators. 

A microinsurer offering long-term interest rate guarantees must have
ready access to quality investment instruments with matching term and
interest rates to cover payment of the guarantees. In general, it should not
offer long-term rate guarantees without ensuring that they are linked to actu-
al portfolio performance (see Chapter 3.6). Indicators should be developed to
monitor these practices.
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5 Conclusions

Performance benchmarking is an important way for microinsurance
providers to assess their development or for donors to understand their
development requirements. Some of the more important indicators for pre-
liminary assessment of a microinsurer’s operations and practices are:

Marketing and distribution Financial management and viability
– Participation rate – Net income
– Renewal rate – Solvency ratio
– Persistency rate – Liquidity ratio

Efficiency and client value Investment management
– Expense ratio – Asset diversification
– Incurred claims ratio – Asset quality
– Time to payout – Asset-liability matching

– Matching interest rate guarantees

The aim of these indicators is to point to key areas that require management
attention. Once a deficiency is found, further research is required to under-
stand the source of the problem and to develop solutions that will improve
results for future years of operation.

Besides these four categories, additional important indicators should also
be developed in the areas of risk management, legal and organizational
structure, operations management, community outreach and health
insurance. The latter category should address some of the special challenges
involved in offering health.

The authors have devised a fairly comprehensive preliminary set of 40
indicators over nine categories and the associated scoring mechanisms. Some
of the well-known microinsurers discussed in this book were evaluated on a
test basis using this set – the information was extracted from the CGAP case
studies. 

In the illustration below, each indicator was assigned a potential score in
order to give it a weighting in the overall score. The total potential score for a
microinsurer is the sum of the individual potential scores for those indicators
relevant to or measurable for the microinsurer. Since not all indicators are
applicable to or measurable for a microinsurer, the total potential score can
vary. For example, a qualitative indicator measuring whether or not tariffs for
services are negotiated with health service providers is only applicable to a
health microinsurer – for microinsurers without a health product both
potential and actual score for this indicator were set to 0. Similarly, in cases
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where data was insufficient for the evaluation of a particular indicator, both
potential and actual scores for the indicator were set to zero.  

Without going into the methodology of scoring and the scoring formulae
used, the ratings for the microinsurers in the case studies are summarized in
Table 35. 

Table 35 Rating of microinsurance schemes – An illustration

Microinsurer Country Potential Actual Rating (%)
score score

Yeshasvini India 122 100 82
TUW SKOK Poland 130 106 82
La Equidad Colombia 86 70 81
VimoSEWA India 86 65 76
Tata-AIG India 89 66 75
AssEF Benin 143 105 73
CARD MBA Philippines 151 109 72
Columna Guatamala 150 108 72
Grameen Kalyan Bangladesh 132 92 70
UMSGF Guinea 117 77 66
ServiPerú Peru 109 70 64
Spandana India 114 63 55
MUSCCO Malawi 137 75 55
Madison Zambia 77 41 53
Yasiru Sri Lanka 117 55 47
Delta Life Bangladesh 127 58 46
AIG Uganda Uganda 79 35 44
Karuna Trust India 59 26 43
TYM Viet Nam 114 39 34
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