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MICROINSURANCE
Reducing the vulnerability of families in the face of unexpected
situations

CONTEXT
A LEVER FOR REDUCING VULNERABILITIES AND PRESERVING WEALTH
For 40 years now, Développement international Desjardins (DID) has been sharing its expertise in
microfinance and has been contributing to the reduction of poverty by offering financial services
that afford the target populations the opportunity to increase their income and create jobs and
individual and collective wealth. DID, in the image of its parent firm Desjardins, believes in the
importance of offering its members or clients a full range of products and services that meet and
develop with their needs.
Included among these services is insurance. Indeed, microfinance contributes to raising the living
standards and quality of life of numerous individuals and households; however, the appearance of
a major risk or catastrophic event can contribute to quickly destroying to a large degree the
progress achieved previously at the cost of years of hard work. In addition, the fallout from these
events often has the effect of producing a shock wave with repercussions in the community and
the institutions serving and supporting these individuals. So the effect of this is to perpetuate the
downward spiral of economic insecurity and vulnerability of the populations.
By way of example, studies conducted in Cambodia revealed that the poverty of more than half of
the most disadvantaged may be due to a debilitating illness or accident, while in India, between
one-third and one-half of those falling ill who have to be hospitalized may sink into poverty as a
result of inadequate protection against the risks related to health problems. In sub-Saharan Africa
1
and South Asia, the absence of health protection may affect nearly 80% of the population .
In the face of these facts, the donor agencies and different NGOs operating in the microfinance
sector have begun to take interest in the development of specific financial products aimed at
reducing the vulnerability of the marginalized populations, also known as microinsurance products.
More specifically, the term “microinsurance” appeared at the end of the 1990s.
Microinsurance is defined as a mechanism to protect poor people against risk (accident, illness,
death in the family, natural disasters, etc.) in exchange for insurance premium payments tailored
2
to their needs, income and level of risk . Thus, these products should be designed and distributed
so that they adequately meet the needs of the target population, can be understood by them and
are affordable and accessible in an appropriate place or by means of an appropriate mechanism.
The offer of microinsurance products, therefore, poses special challenges related to mass
distribution, efficiency and credibility.

1

Health Micro-Insurance Schemes: Feasibility Study Guide, Volume 1: Procedure, International Labour Organisation (ILO) – The
Strategies and Tools Against Social Exclusion and Poverty Global Program (STEP), 2005, p. 1.

2

ILO - MicroInsurance Innovation Facility, 2008

September 2010

POLICY

STATEMENT

: MICROINSURANCE

DID and its partner networks have also begun to take an interest in the sector and are now working
ever more actively in testing and setting up different strategies aimed at reducing the vulnerability
of their members and stabilizing their income.
With this experience and that of its partner networks in hand, DID thus believes that:
• insurance strategies go hand in hand with finance strategies;
• the struggle against the vulnerabilities of the disadvantaged is conditional upon the
development of and the access to relevant and viable microinsurance products adapted to the
environment;
• the relevance of the products and plans developed is the result of the involvement first and
foremost of the local players and DID’s partner networks;
• developing viable microinsurance products and schemes cannot be done in a vacuum; it also
requires the involvement of external organizations and the signing of strategic partnership
agreements with reinsurers and other relevant stakeholders;
• microfinance operators are often the distribution networks to be favored.

STAKEHOLDERS
The development, offer, and maintenance of sound microinsurance schemes necessarily assumes
that there are several stakeholders who are involved and willing to act; the population targeted by
the plan is obviously the first and most important of these stakeholders. The distribution network
mobilized in the sale and distribution of the product and the risk underwriter or manager (or
insurer) are two other essential stakeholders.
Finally, reinsurers, legislators, workers and training centers are also important players able to
contribute, with their actions or their presence, to setting up and consolidating conditions very
favorable to the development of the market as well as the professionalization of the operations.
Thus, in the image of a multi-level ecosystem, the stakeholders involved in the microinsurance and
insurance sector are numerous and sometimes depend strongly on one another to operate
properly; their characteristics and responsibilities also differ greatly from one another. For this
reason, they will be approached separately within the framework of this policy statement and
assertions relative to each of them will be proposed.
About the stakeholders
DID believes that, like a multi-level ecosystem, microinsurance requires the involvement and
coexistence of several judiciously superimposed stakeholders so as, on the one hand, to reach the
populations appropriately and understand their needs and, on the other hand, to secure and
adequately diversify the risks assumed.
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TARGET POPULATIONS
In addition to seeking to improve their socioeconomic situation, regardless of the country they live
in, their religion or ethnic group, disadvantaged individuals and households attempt to protect
themselves from the uncertainties of everyday life in different ways. Savings or emergency loans
are a first line of defense that contributes to partially stabilizing the income of disadvantaged
populations in situations of climatic or economic uncertainties. Pooling by means of ROSCAs
(Rotating Savings and Credit Associations) and other informal mechanisms may also contribute to
supporting individuals in difficult or catastrophic situations.
Under certain circumstances, however, the severity of the risk is such that the damages exceed the
available liquidity (example: major disasters or catastrophes affecting an entire region or village); in
these situations, such mechanisms quickly reach their limits and lose their effectiveness. In
addition, with regard to existing informal structures, the lack of professionalization and experience
on the part of the managers/heads of such funds often has the effect of increasing risks of fraud or
problems in a situation where an abnormally high amount of claims arise at the same time.
In these catastrophic situations where the mechanisms in place are inadequate, there are few
solutions for the individual or his household with the exception of more radical measures such as
the liquidation of production assets and, sometimes, the reduction of education-related expenses
and sending out the household’s younger members to look for work. Thus, then, the point may
sometimes be reached of sacrificing the children’s education and, by the same token, the
possibilities of future improvements for the household’s socioeconomic situation. Furthermore,
the liquidation of the means of production together with the erosion of family resources has the
effect of making it even more difficult for households to get back to where they were before and
thus contribute to perpetuating the cycle of poverty.
Accordingly, insurance is an essential product for the poor in their struggle against their
vulnerabilities; it enables them not only to consolidate what they have already achieved by dint of
years of hard work but also enables them under several circumstances to improve and more
quickly attain higher levels of productivity and living standards in the future.
Indeed, thanks to the feeling of security it creates, insurance enables the economic players to make
a more enlightened choice with regard to the best activity to borrow for and also encourages
innovation. By way of example, a study conducted among producers of different economic levels in
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Tanzania revealed that the income per production unit was up to 20% higher for the more well-off
farmers (therefore, those with a financial cushion) and that this difference could be explained
3
almost entirely by the seedlings and crops they choose, with the poorer farmers quite often opting
for more resistant (less risky) but also less productive and, therefore, less profitable varieties.
About the Needs of the Populations
DID believes that access to appropriate insurance products and schemes is an essential factor
contributing to reducing vulnerability and improving the living standards of marginalized
populations and the institutions that support them. DID also believes that insurance is part of an
offering of diversified products and services in order to meet the different needs of a
disadvantaged clientele, along with credit, savings, access to the payment system, etc.

Insurance is, however, a financial product about which the public is traditionally skeptical because,
unlike the microfinance products for which the benefits and results are easily and quickly
measurable, the benefits attached to microinsurance products are often much less tangible at first
sight (for example, in situations where the insured risk never materializes). In addition, several
households have already had dealings with insurers who refuse to pay in a situation of a major
disaster or else inappropriate products with complex and incomprehensible terms. Thus, for the
purpose of gradually creating the confidence necessary to get the population segments to sign on
and reduce their vulnerabilities, it is therefore important to first become acquainted with these
populations and involve them at all levels of the configuration until new products are rolled out.
It is also advisable to raise the awareness of and educate people about the concepts, to make sure
that the protections and benefits are well understood from both sides and that no
misunderstanding exists. To do so, the traditional methods (word-of-mouth, televised campaigns
and role-playing) may sometimes be used. Other less-conventional methods such as street theater,
videos, educational soap-opera-style transmissions and illustrated brochures may also be used.
Finally, paying the benefits in special ceremonies to families that have suffered hardships is also a
way of showing the community the reliability and good faith of the insurers.
At any rate, the best way to increase the level of confidence and, accordingly, the support of the
people is still the quick and systematic payment (or nearly so) of the claims filed. In fact, the plan
should pay more rather than less often and should not, under any circumstances, rely on the
ignorance of the people (by using jargon or complex legal procedures). Also, simple and easy-tounderstand products (with regard to exclusions, procedures for filing claims, etc.) are normally key
rules that contribute to reducing the number of rejected claims and, therefore, increasing
credibility and people’s support for these risk-mitigation tools.
About Awareness-Raising and Education of the Population
DID believes in the importance of raising the awareness of and disseminating key insurance
concepts among the population and stakeholders before offering insurance products. DID also
believes in the importance of honoring promises and commitments to the people from the
viewpoint of establishing a lasting relationship based on trust.
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DISTRIBUTION NETWORK
Traditional insurance is one of the most costly financial products in terms of distribution and sales
expenses. Indeed, the expenses associated with the sale of an insurance policy can amount to
approximately one-fourth of the premiums issued (agent’s commission, marketing, etc.), when the
products are sold or distributed on an individual basis.
Pre-existing institutions well rooted in their community, such as microfinance networks, are,
therefore, partners of choice in a context of distributing microinsurance products to a disadvantage
clientele at a lower cost. Indeed, the prior existence of the distribution network and, especially, the
privileged bond that joins it to its clients has often had the effect of greatly reducing the expenses
involved in the distribution and the sale of the product, thereby making it possible to offer
products with a higher added value to their clienteles.
For the microfinance networks, active involvement in the process of distributing microinsurance
products also entails several advantages. First of all, it makes it possible to stabilize the income of
their members or clients, which therefore indirectly improves the financial performance of their
own portfolio and also contributes to earning the loyalty of the clientele by offering a full range of
financial products. Judiciously combined with existing microfinance products, microinsurance
products also have the effect of reducing loan-default rates, reducing the applications from
families undergoing misfortunes and, finally, improving the financial image and brand of the
institutions and networks involved in all respects.
Legislators sometimes require insurance products to be distributed exclusively through the services
4
of agents certified—under the law—in the distribution of insurance products. However,
jurisdictions are increasingly cognizant of microinsurance as a distinct activity requiring economies
of scale that are difficult to achieve by the use of such distribution channels and, therefore, allow
“simple” insurance products to be sold through intermediaries such as microfinance networks.

About the Involvement of DID’s Partner Networks
DID believes that microfinance institutions and networks, because of their proximity to
marginalized populations and their role as an economic engine, represent an optimum
distribution channel for microinsurance products. They are also partners of choice in the
development of quality and relevant insurance products for the target market.
When uncertified intermediaries—as defined by the law—such as microfinance networks are used
for the distribution of microinsurance products, the training of the relevant players should,
however, be a key element that should not in any way be minimized or overlooked. So employees
should be trained in selling the product and in the new concepts, but also in educating the public
(see preceding section). The training should be structured so as to disabuse the public of erroneous
beliefs and preconceived ideas about insurance. It should also seek from the outset to inculcate in
the employees a simplified and standardized work method that simultaneously facilitates the trust
of the clients and the flow of reliable and quality management information up to the risk
underwriter or insurer. At this specific level, the use of technologies such as a single input interface
at the financial institution and the creation of synergies with the current products offered by the
financial institutions should be fostered from the viewpoint of alleviating the employees’ workload
and facilitating the integration of new products within the existing service offer.
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The networks responsible for the sale of a product should also perceive the added value for their
institution and, thereby, become actively involved in the process of configuring the product and
the processes. Compensation and motivation programs should also be appropriate and adapted to
the needs of the relevant networks. For an institution starting out, arranging for an aggregate
compensation to each institution (versus specific compensation to each employee) should be
promoted, since it enables management to increase enthusiasm and permits greater flexibility with
regard to distribution, which can also be adjusted according to the institution’s specific
organization, and, finally, greater management simplicity. In the case of a more mature institution,
incentive compensation can be individual, collective or a combination of both (depending on the
situation) and should be regularly reevaluated to ensure that it attains the targeted objectives.

LINKS BETWEEN THE DISTRIBUTION NETWORKS AND THE RISK MANAGERS OR
UNDERWRITERS (INSURERS)
Generally speaking, in reference to the microfinance networks desirous of acquiring
microinsurance services for their members, there are two main options in terms of managing and
underwriting risks. The structure used may be the partner-agent type (signing of agreements with
external and independent insurance companies) or it may follow the formula used by Mouvement
Desjardins, the SANASA group (Sri Lanka) or the European Raiffeisen group, i.e., the creation or use
of an in-house insurance company owned by the network.
About the Optimal Management Structure
DID is of the opinion that there does not exist, strictly speaking, an optimal management
structure (inside or outside the microfinance network) and that each situation must be
meticulously analyzed in terms of the needs and capacities of the network and the environment
in place. At any rate, DID favors the use of a dual and distinct management structure
integrating, on the one hand, accredited and formal players (whether internal or external)
capable of assuming, distributing and adequately managing the risks underlying the insurance
products offered and, on the other hand, a distribution network well installed in its environment,
capable of selling the products, understanding people’s real needs and adequately monitoring
the information relevant to the management structure.
The management of the product through an in-house structure presents three great advantages
for the relevant microfinance network. First and foremost, it makes it possible to retain the
operating surpluses generated within the network, increase the coverage rate of the members of
the network (an external insurer may sometimes be tempted to limit coverage to the “best risks”
or to the more well-off clients) and finally to benefit from the pre-existing level of proximity with
the people, thus facilitating the development of products truly adapted to the needs and
conditions of the network and the population.
On the other hand, it requires on the part of the network a much higher level of expertise,
mobilization and human and financial investment. It also sometimes suffers from a slightly slower
5
organizational development rate than external commercial structures . Therefore, it is essential for
the players involved to properly understand the risks and dangers they may be exposed to and the
conditions essential to the success of such an enterprise prior to setting it up. Although this is an
5

This can be explained by the preexistence of a captive market and, therefore, the near absence of external pressure on premium
rates, types of products offered or other factors related, for example, to a more difficult recruitment of specialized staff, the more
difficult attainment of the critical mass necessary for rolling out several lines of business or the amortization of the fixed expenses,
etc.
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achievable and worthwhile project, it is also an ambitious one requiring, in most jurisdictions, large
initial amounts of capital outlays and several years of efforts.
In this type of structure, it is essential to retain the separation of the tasks and keep separate
books between the microinsurance and microfinance operations. The professionalization of the
staff, as well as relying on accredited (internal and external) players, is also indispensable in order
to assume, distribute and manage adequately the risks underlying the insurance products offered.
The management of the product externally (partner-agent model), for its part, allows the transfer
of the risks in their entirety or in part to a third party and, therefore, reduces the vulnerability and
level of motivation or effort required from the network. However, in the same way it reduces the
control the latter can exercise over the configuration of the products and submits it to risks of
breach of contract or insolvency of the involved third party. Small-scale networks are also subject
to the risk of absence and lack of interest on the part of the local insurers in the target market and
the desired protections.
It should be noted that, in these situations in which the risk underwriter is outside the distribution
network, the introduction of the microinsurance scheme should be accompanied by the creation,
at the network level, of a team of experts responsible for items such as negotiating with the
insurer, monitoring results and key performance indicators as well as customer satisfaction and
quality control. Under certain circumstances and in exchange for a respectable compensation, the
unit can also be made responsible for a part or all of the back-office operations (data input and
control, producing follow-up reports, claim processing, etc.), which frees the insurer from a part of
this processing (often considered to be of limited added value). This way of doing things may also
improve the time it takes to process and pay claims and in some way can be for the network a
compromise between the two management structures presented above.

RISK MANAGERS OR UNDERWRITERS (INSURERS)
Whether the management structure is internal or external to the distribution network, the main
responsibility of the manager or underwriter is still quite often found in the pricing and sound
management of the insurance risks. For this reason, access to and the presence of a pool of
specialized, qualified and well-trained staff capable of managing, identifying and quantifying
adequately the risks involved is essential to the proper operation of the “microinsurance”
ecosystem.
Indeed, insurance and microinsurance are sectors traditionally subject to significant cyclical
variations and, therefore, warrant being subjected to an appropriate and disciplined riskmanagement mechanism. Although some legislative environments are already well aware of this
and already require the involvement of qualified experts—recognized by the law and certified
(actuaries, accountants, etc.) when pricing the products and at the end of the financial year—in
order to be accountable for the solvency/accuracy of the financial situation presented, as well as
the ability to honor future obligations, risk underwriters should also avail themselves of the
services of these specialists. They should also involve them in the creation of the financial
provisions and the development of an investment plan for the funds.
About the Presence of specialists
DID believes that insurance is a complex area requiring the involvement of qualified experts
when pricing and developing new products and constituting actuarial provisions, as well as when
investing funds and analyzing financial results.
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In fact, in its organizational structure, the risk underwriter or manager should have at its disposal
experts or teams specializing in the following areas:
• Product development and pricing
• Distribution and sales
• Underwriting
• Claim processing and analysis
• Placing and investing funds
• Provisioning funds
• Accounting and financial monitoring
• Technologies
• Training
• Communication
It should be noted that the insurer can outsource some of these services. For example, claim
analysis and underwriting new policies can be assumed by the distribution network in exchange for
a commission. Nevertheless, under these circumstances, initial guidelines should be issued and the
insurer should regularly monitor the subcontracting party in order to ensure that sound and
consistent management rules are followed and practices are maintained that promote the
establishment and maintenance of the link of trust with the clientele.
With regard to the development of microinsurance products, the insurers should always join forces
with the distribution networks and seek to become well acquainted with the target populations
prior to configuring the products. In fact, in the past, several commercial insurance companies
attempted to approach these markets by downsizing existing or traditional products (similar
conditions but insurance and premium amounts adjusted to the new clients’ ability to pay). This
practice is strongly discouraged, since the resulting products will often not be consistent with the
realities of the targeted clients and, therefore, contribute to delaying the establishment of the
lasting bond of trust pursued with these clients. In addition, the products thus created often
appear complex and entail numerous exclusions, which are two more hindrances to the
development and expansion of microinsurance.
It should also be noted that the insurers desiring to invest more actively in the microinsurance
sector should foster setting up departments dedicated to this activity or else join forces with
external consultants or intermediaries (see intermediary in insurance/microinsurance) well
acquainted with the realities of the environment.

REINSURERS (AND OTHER PLAYERS INVOLVED IN THE MITIGATION OF
CATASTROPHIC RISKS)
Insurance and microinsurance are industries that share and distribute risks among several
individuals and institutions. Their very existence relies on a sufficiently expanded distribution base
to absorb the shocks suffered by a part of them or, at least, other sharing mechanisms at a higher
level that make it possible to share the burden in a catastrophic or difficult situation.
The concept of insurance and its validity are based on a concept of the statistical sciences called
“the law of large numbers.” This law states that, although it is well nigh impossible to accurately
predict a single event, the accumulation or the concentration of numerous similar risks within a
large group makes it possible to significantly increase the accuracy of a projection.
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If this situation is transposed to the insurance sector, this means, therefore, that for an insurer that
wishes to stabilize or secure its earnings, the best strategy would consist of creating a large—
6
homogeneous and independent —pool of insured risks (number of persons insured), the effect of
which would be to minimize the underlying statistical variability and increase the predictability of
the earnings.
In reality, however, how to reduce the underlying statistical variability or create a homogeneous
and independent group of risks is not always so obvious. Catastrophic events, the geographic
concentration of risks and the existence of significant differences with regard to the profile of the
persons to be insured (in terms of amount insured, probability of occurrence of claims, etc.) are
several factors that render it difficult to effectively diversify risks to the level sought by the
insurers. In these situations, input from the reinsurers becomes essential.
Reinsurers are entities acting at a higher level to which several insurers cede a part or all of the
risks insured by them. The effect of this practice is to create overall large pools of relatively
uniform and well-diversified risks and to draw therefrom the underlying attached benefits, for
example, a reduced statistical variability and an increased level of predictability. It also enables
insurers to benefit from the advantages deriving from these pools and to stabilize the overall
earnings of the insurance industry. In fact, all of the formal insurers in the world, from the smallest
to the largest, rely on or should rely on these services in one form or another in order to stabilize,
diversify and/or reduce the risks they face.
Industrywide, this practice presents several advantages. First of all, it makes possible more
affordable levels of premiums, since this involves retaining, at the insurer level, minimal and
"reasonable" margins and provisions (in comparison with the levels that would have to be retained
in order to be prepared for any eventuality if no reinsurance were available). It also makes it
possible to cover risks that would normally be considered as "uninsurable" because they involve
risks a single local insurer would be hard put to diversify (example: crop insurance).
About Reinsurance
DID believes that signing reinsurance or coinsurance agreements offers several advantages for
all the stakeholders involved. In addition to securing the portfolio of insured risks and the
insurance industry as a whole, it also makes it possible to have more affordable premium levels,
as well as increased coverage of the population and the risks incurred.

The contracts entered into between a reinsurer and an insurer can take several forms. Here are the
most common forms, as well as recommendations concerning their use in the specific context of
microinsurance:

6

The probability of the occurrence of event A should not at all be affected by the occurrence of event B, C or D. By way of example,
the probabilities of death or accident of two members of the same family are not often independent because an automobile
accident or the fire of a family residence can affect both members simultaneously.
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TYPE OF
TREATY

OPERATION

Proportional
quota share

The reinsurer shares an equivalent
percentage of the premiums and losses of
the insurer's portfolio. The reinsurer also
pays a commission to the insurer to
compensate for the overhead and issuing
expenses incurred by the insurer for the
management of the policies (for example:
50% of the entire insured portfolio is
reinsured).

Should be used by insurers that are
starting out or that are setting up a new line of
business since it allows them to:
• limit the risks assumed as they acquire
more experience;
• benefit from the reinsurer's existing
expertise (will often become more
involved in the pricing and configuration
of the product), if applicable.

Surplus share

The reinsurer only becomes involved in the
policies that exceed a certain guarantee
amount—called a “line”—subject to a
maximum called “capacity.” The premiums
and losses are distributed proportionally,
on the basis of the proportion actually
reinsured (example: the surplus of all of
the life insurance contracts with an insured
amount > 1 M are reinsured).

Should be used by insurers in situations in
which the portfolio of insured risks is
heterogeneous and not uniform. It makes it
possible to limit the exposure to the largest
risks and, therefore, improve the
homogeneity of the insured portfolio.

Excess of loss

The insurer only acts starting from a
certain threshold for a given loss or event
that affects several risks of the portfolio
over a limited time period (example: one
day, one week or one year). The premium
paid by the insurer is not necessarily a
predetermined fraction of the premium
initially collected but must rather be
calculated on the basis of scenarios and
simulations.

Should be used by all insurers and even the
most mature insurers that wish to retain a
large part of their gross premium. It allows
them to protect themselves against risks or
losses of a catastrophic nature (example:
natural disasters, epidemics, accidents, etc.).

The reinsurer acts when the insurer is in
loss for its aggregate portfolio. It will keep
an account of the sum of the losses
occurring in the course of a given year or of
the coverage period. The threshold and the
limit for the involvement of the reinsurer
are often defined as a percentage of the
total premiums collected by the insurer.

Although this type of treaty is one of the
most complete forms of reinsurance, it is
rarely used in reality because:

The reinsurer covers one or several risks or
individual and specific policies of the
insurer for which the terms are negotiated
on a case-by-case basis.

This type of treaty should almost never be
used in the microinsurance sector since it
requires economies of scale that can only be
made possible with very large insured
amounts and premiums.

Stop loss or
excess of loss

Facultative

7

STATEMENT

OPTIMAL USE

The normal recommendation made to
insurers is to use a threshold or trigger
equivalent to approximately 2 to 3% of the
7
surplus .

•
•

it often proves too costly from the
insurer’s point of view;
it requires the transfer of a very large
amount of information and data to the
reinsurer.

Recommendations of Desjardins Sécurité Financière (DSF) and Desjardins Groupe d’assurances générales (DGAG).
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At any rate, although the number of possible options in terms of risk mitigation may seem
expensive at first glance, the search for and signing of advantageous agreements with credible
reinsurers is sometimes a problem for small insurers (microinsurers) or insurers just getting into
the area of microinsurance. Indeed, because of their desire to achieve economies of scale and their
ignorance of the microinsurance market, reinsurers are often reluctant to assume risks and work in
markets they are unacquainted with and that they perceive, at least initially, to be of limited
potential. In addition, in the situations in which they agree to cover the risks, this ignorance of the
market may have the effect of maintaining very conservative margins with regard to the proposed
pricing, which would, therefore, cancel out part of the benefits previously proposed and would
have a direct impact on access to the targeted populations.
Under these circumstances in which it is difficult to find reinsurers or enter into agreements under
advantageous terms, small or microinsurers should explore other options. The most worthwhile
involves joining forces with other players with similar characteristics and product lines, as well as
the presentation of grouped proposals to the reinsurers. The effect of this strategy is to increase
the visibility and the power of negotiation of the concerned insurers and, therefore, foster the
granting of worthwhile price and contract terms by the reinsurer or reinsurers.
By way of example, several years ago, nine Latin-American insurance companies and members of
the International Cooperative and Mutual Insurance Federation (ICMIF) banded together to create
the Latin-American Reinsurance Group (LARG or GLAR in Spanish). The creation of the LARG has
had several beneficial effects on the group. It has given them, among other things, increased
negotiating power and retention capacity and much better coverage of catastrophic risks (through
"excess of loss" coverage).
Finally, under situations in which the insurers do not have a formal status or it is difficult to borrow
one of the strategies described above, they should adopt additional in-house risk-mitigation
mechanisms. For example, they should promote the homogeneity of the insured portfolio by using
a uniform configuration, offering their products to a large and diversified group of individuals and
limiting significant possibilities of exceptions in terms of the amount insured. The West African
Confederation of Financial Institutions currently uses this option: it offers a product under uniform
terms to the 300,000 borrowers of its six member networks and limits insured coverage to 10
million FCFA per individual (the contracts for an excess amount are transferred to an external
insurance company).

About Alternative Reinsurance Strategies
DID believes that, for insurers or microinsurers that are hard put to acquire favorable
reinsurance agreements, the creation of pools of insurers capable of increasing their negotiating
power and visibility vis-à-vis the reinsurers and other relevant players in the reinsurance sector
should be prioritized and pursued. When it is difficult or impossible to put in place this latter
strategy, DID believes that the risks assumed by the insurers should then be, as far as possible,
limited, geographically diversified and standardized so as to limit as much as possible the
insurer's exposure to the catastrophic risks it may have to cope with.
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LEGISLATORS, SUPERVISORS AND GOVERNMENTS
Depending on the jurisdictions and their capacities, legislators, supervisors and governments play a
more or less active role in the promotion and the specific sphere of microinsurance; while some of
them put in place legislations and programs specific to this business sector, others fall back on a
more comprehensive legal framework that governs the entire sector and the stakeholders present
therein.
8

At any rate, the role of the legislators should be to increase but especially promote access by the
population to appropriate, safe and viable insurance products and schemes capable of reducing
significantly the vulnerabilities they are faced with.
Taking out an insurance policy is an agreement between two parties in which one of them initially
pays a premium in exchange for a promise of a later disbursement in a situation of need.
Therefore, assurances should be provided that the insurer will honor its commitments at the
proper time. For this reason, the legislators should make sure, when they have the capacity to do
so, of establishing a sound and adequate regulatory framework capable of effectively protecting
the savers and insured from any risks of fraud, misrepresentation or mismanagement of funds that
might threaten them.
Accordingly, the prudential rules set by the legislators should govern, at the least, the following
aspects:
• Capital : Any company wishing to become a formal insurance company should begin with
capital the minimum level of which is established by law. This capital should also grow,
subsequently, as a function of the risks underwritten by the enterprise and the risk-mitigation
mechanisms adopted (example: reinsurance). It should, in fact, serve as a cushion to rely on in
situations of uncertainties that exceed the projections. The legislators, however, should be
prudent in setting the minimal capital required since, although a high level of initial capital
makes for increased financial stability, it likewise has the effect of discouraging microinsurers
from going into business or taking an interest in the more disadvantaged populations, whose
potential for business is more limited. Legislators should then favor a formula that takes into
account the size of the risks underwritten and the specific risks the insurers face rather than a
fixed amount applicable to all.
• Actuarial Provisions: Annually, the insurers should be required to set aside actuarial provisions
9
in relation to the obligations of the current contracts and explain the variations therein. The
legislators should normally be involved in determining the methods of calculation, assumptions
and margin levels to be used by the insurers. Experts such as actuaries should also be used to
determine and certify these amounts and provisions.
• Investment of funds: Industrywide, prudential rules governing the investment of the funds
supporting the actuarial provisions and the capital should be established in order to make sure
of the choice and the quality of the investments but also the matching of the expected financial
flows in relation to those of the underlying liabilities. Since the actuarial provisions are sums
that in the final analysis are to be returned to the customers, the investments supporting them
should also be safe and of an appropriate duration, while the investments supporting the
capital could generally, for their part, be slightly riskier or less liquid.
8

It should be noted that, throughout this section, we will use the term “legislator(s)” to refer to all of the public agencies responsible
for the operation and the supervision of the insurance and microinsurance sector.

9

It should be noted that these provisions may represent up to 50-75% of the total value of the balance sheet of an insurance
company.
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• Financial ratios: The legislators should require the insurers to calculate and annually monitor 10
key performance indicators or ratios recommended by the task force on Performance
10
Indicators of the "Microinsurance Network" :

RATIO

CALCULATION

IDEA BEHIND THE RATIO

Net Income ratio

Net earnings for the period, divided by
the premiums collected over the course
of this same period

Profitability of the microinsurance
program

Incurred expenses
ratio

Expenses incurred, divided by the
premiums collected over the course of
this same period

Degree of effectiveness of the
microinsurance service

Incurred claims
ratio

Total incurred claims for a given period,
divided by the premiums collected over
the course of this same period

Value of the program for the insured
(since it measures the proportion of the
premiums that reverts to the insured
participants in the form of claims)

Renewal rate ratio
(or retention rate)

Number of clients or members who have
renewed their policy against the number
of those who had the possibility of doing
so

Level of satisfaction of the policyholders

Solvency ratio

Admitted asset items divided by the
liabilities of the microinsurance program

Financial soundness of the insurance
program and its capacity to meet its
current and future obligations

Promptness of
claims settlements

How long it takes the microinsurer to
settle claims payable to the insured

Quality and effectiveness of the service

Claims rejection
ratio

Proportion of claims rejected over the
total number of claims

Reflects several aspects, the most
important of which is doubtless that of
the understanding of the product by the
insureds

Growth ratio

Increase of the number of insureds over
the course of the period, divided by the
number of insureds at the start of the
period

Success of the program over the course
of the period in question (successful
marketing and attractive product)

Coverage ratio

Percentage of the "target population"
participating in a microinsurance
program at a given time

Effectiveness of the marketing and
distribution

Liquidity ratio

Available cash flow available to meet
short-term obligations (3 months) of the
microinsurance program

Capacity to settle claims quickly and pay
expenses

11

10

http://www.microinsurancenetwork.org/workinggroup/Performance-Indicators/9.php.

11

High quality” assets
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Targets should be set for each ratio and significant deviations therefrom should be monitored,
documented and discussed within each insurer’s management committee at the end of the year.
• Reinsurance: Although the legislators cannot act in the choice and diversity of the available
reinsurers, they should, however, encourage the use of reinsurers with good credit or solvency
ratings by establishing rules that make possible recognition of the reinsurance in the insurer's
balance sheet (when the credit score is favorable). For example, the legislators can allow the
insurer to constitute slightly lower actuarial provisions under situations in which the reinsurer
has a favorable credit rating.
• Product pricing and configuration: The legislators should ensure that the premium amount is
adequate, that the product’s conditions respect customers and that they may not lead to any
misunderstandings with regard to the level of the wording or configurations offered to the
clients. In order to undertake this, the legislators should require the filing of the contract or the
policy prior to its rollout or else, when its capacity in terms of specialized resources is limited,
undertake periodic inspections.
• Representation and distribution: The legislators should facilitate or promote the distribution of
microinsurance products through existing distribution networks that are already well
acquainted with the needs and characteristics of the target market and are, therefore, in a
position to ensure low-cost and large-scale distribution. They should, however, ensure the
adequacy of the level of training that the latter receive from a viewpoint of preventing unsound
or deceptive practices for the consumer. The level of training and support required should also
vary in terms of the degree of complexity of the product offered.
Prior to the development of the prudential rules, the legislators should verify and ensure the
presence of a sufficient quantity of qualified specialists for their supervision and enforcement
within the public organizations assigned to this task.
When the quantity or the capacity is insufficient, the legislators should rely on supplementary
strategies such as annual external audits or periodic inspections combined with awareness-raising
campaigns. They should also foster the implementation of industrywide training programs in order
to promote the entry of competent personnel trained in the sound management of insurance
products.
Finally, the legislators should refer to the International Association of Insurance Supervisors (IAIS)
12
and its IAIS Issue Paper on Regulation and Supervision of Microinsurance document for a
knowledge of the additional and specific recommendations related to the prior conditions for
setting up an industry and sound, safe and favorable legislation for the microinsurance sector.

About the Legislation
DID is of the opinion that an adequate legal and supervisory environment is required for the
development of microinsurance. This environment should be primarily concerned with protecting
savers and the insureds but should also take into consideration the specific characteristics of the
stakeholders present in the microinsurance market, as well as the minimum conditions required
for their development so as not to inhibit the development of the sector.

12

http://www.iaisweb.org/__temp/Issues_Paper_in_regulation_and_supervsion_of_microinsurance__June_2007.pdf.
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OTHER
STAKEHOLDERS
(INTERMEDIARIES
IN
INSURANCE
MICROINSURANCE, REINSURANCE BROKERS, TRAINING CENTERS)

AND

Although they are not essential to setting up and operating microinsurance plans, the stakeholders
introduced in this section (insurance and microinsurance intermediaries, reinsurance brokers,
training centers) are even so important players who can contribute, by their actions or
involvement, to making the microinsurance ecosystem much more fluid, effective and secure for
all the stakeholders present. We will review them quickly in order to make some assertions relative
to the optimal conditions for their involvement and their role within the market.
Intermediaries
The main role of the intermediaries is to facilitate the interactions between the networks and the
insurers—or else between the insurers and the reinsurers—as well as to foster a better
understanding of the stakes specific to each party for more adapted negotiations and solutions. In
the microinsurance sector, there are two major categories: insurance/microinsurance
intermediaries and reinsurance intermediaries.
The role of the insurance intermediaries or microinsurance intermediaries is to intermediate
between the distribution networks (example: microfinance network) and the risk underwriters or
managers. They can act at several levels and have several functions. However, their roles and
responsibilities usually exist at these levels:

• Entering into agreements with insurance companies and negotiating favorable conditions in
terms of configuration, pricing and compensation.

• Support for the insurers in the understanding of the needs of the targeted clienteles and the
configuration of the products.

• Support for the distribution networks (MFIs) in defining and setting up procedures for passing

information upward (as well as in defining and implementing strategies for staff training and
educating the population as needed).

• In certain cases, performing and assuming back-office operations: periodic inputting and
compiling of detailed data, paying claims, collecting premiums, producing periodic reports, etc.

The involvement of the intermediaries can be outlined as follows:

- Taking charge of the back-office (data
inputting, periodic reports, etc.)
- Configuration of the products

Local insurance companies

Intermediary

- Staff support
- Negotiation of terms
- Training/Education

MFIs & other channels

POPULATIONS
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Thus, the involvement of the intermediaries in insurance or microinsurance proves worthwhile in
those situations in which there is a void or a lack of communication between, on the one hand, the
insurers and, on the other hand, the potential distribution networks existing within the market. For
the insurers, the presence of the intermediaries makes it possible to reach a larger population pool
at a lower cost, as well as have assistance from professionals in opening up these new markets. For
the distribution networks, it allows a credible representation vis-à-vis the insurers as well as an
increased negotiating power and, therefore, more advantageous products and terms.
About Insurance and Microinsurance Intermediaries
DID is of the opinion that the involvement of insurance and microinsurance intermediaries can be
relevant and profitable for the other stakeholders, more particularly when the insurers in place
are unfamiliar with the microinsurance market, the distribution networks and the needs of the
targeted markets and the distribution networks are small or do not have the benefit of the
expertise necessary for negotiation and arranging for favorable terms.

The role of the reinsurance intermediaries or reinsurance brokers is to act as advisors vis-à-vis the
risk underwriters or managers in the negotiation and placement of reinsurance programs with
reinsurers. They are also bound by advisory duties toward the latter in the credit and default risk of
the reinsurers.
The reinsurance intermediaries are also compensated with commissions and, therefore, are an
additional player with which to share the already limited profits associated with microinsurance
products. Even so, they have the advantage of promoting, in certain situations, the execution of
reinsurance treaties containing more reasonable or competitive premiums, which savings can
compensate for the additional cost involved in using their services.
At any rate, however, the problems occasionally encountered by small-scale insurers in the search
for reinsurers are also often encountered by the latter in the search for reinsurance intermediaries;
brokers often have less or little tendency to support the small-scale insurers or those just starting
13
out. Under these circumstances, the same solution as that proposed above should be adopted,
i.e., joining forces with insurers with similar characteristics and products for the purpose of
improving the level of visibility, negotiating power and economies of scale. It should be noted that,
prior to seeking and entering into agreements with reinsurance brokers, insurers should take into
account the additional costs related to their use and promote them primarily in those contexts in
which possible savings in the area of reinsurance premiums or terms exceed those related to their
use.
It should be noted that the insurers should also normally do without the services of the
intermediaries in those situations in which they are already benefiting from favorable agreements
with certain reinsurers (for other lines of business or other products) or else when the reinsurers
demonstrate a certain level of interest in the relevant market and offer favorable terms from the
outset (example: technical assistance for the development of the products).

13

Refer to the section on reinsurers.
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Training Centers
Training centers refer to several stakeholders such as schools, universities and trade associations.
Their role is to train and disseminate training programs intended for specialized staff necessary for
the sound management and supervision of the insurance/microinsurance industry (more
specifically, staff members working for risk managers and legislators/supervisors). Some of them
also act in setting up specialized programs intended for the agents or intermediaries responsible
for the sale and distribution of the products.
Although several centers of excellence exist and have already been recognized as such in
developed and industrialized countries, the countries concerned with microinsurance, for their
part, quite often suffer from a lack of variety and availability in the area of specialized training in
the insurance sector and, therefore, only succeed in training a limited number of specialized staff
every year. The effect of this is also to limit the possible developments or advances in the industry
in these areas and to limit the possibilities in terms of professionalizing the local players.
In order to promote the growth of the sector, North-South partnerships between universities,
training centers and associations of industries should, therefore, be promoted. Modifications
should also be made in the existing programs in order to integrate into them elements specific to
microinsurance and ensure an understanding of the specific needs and characteristics of the target
market and the development of solutions truly adapted and relevant to the insurance market.
Finally, alternative or distance training programs should be promoted as much as possible from the
standpoint of increased dissemination of the knowledge within a context in which the financial
means available are often limited and in which the growth of the pool of qualified staff is essential.
About Training
DID is of the opinion that the creation of a pool of qualified staff available for the sound
management of microinsurance operations is essential to the development and growth of the
sector and that, with this, alternative/distance training programs, as well as North-South
partnerships with existing recognized training organizations, should be promoted.
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PRODUCTS

Loan/Funeral Insurance
Accident/Disability Insurance
Savings Insurance
Disaster Insurance
Investment Products
Health Insurance
Agricultural/Livestock Insurance

Offer

Demand

When reference is made to the different categories of existing microinsurance products, it is
worthwhile noting that there is, for most of them, an inadequacy between, on the one hand, the
demand of the population and, on the other hand, the willingness of the insurers to offer these
products or the complexity associated with them. Indeed, with the exception of funeral insurance,
which seems to be a product in demand and relatively simple to offer for the insurers, the
insurance products in greatest demand among the populations are often the most complex and the
riskiest products from the viewpoint of the underwriter:

Source : Microfinance Innovation Facility (ILO)

This offer of microinsurance products is, therefore and among other things limited by the risks tied
to the different products. The greatest risks underwriters normally face are the following:

• Adverse selection: Also called “information asymmetry”, this is a phenomenon that occurs
when the insurer is exposed to financial losses by reason of the free choice of an individual to
insure himself and the fact that the pricing criteria used do not always reflect the actual risk
assumed. In other words, in those situations in which the product offered contains terms
advantageous for a specific subgroup of the population and no external condition is applied in
order to limit its access or adjust its premium accordingly, this particular subgroup will often be
more inclined to insure itself.

• Fraud: Associated with the possibility that an insured will willfully trigger an event entitling
himself to payment of a claim or willfully falsifies requested information that has to be supplied
to the insurer (when taking out a policy or submitting a claim).

• Covariance of the risks or catastrophic risks: In reference to the events or risks affecting several
insureds at the same time and unexpectedly (example: bad weather, natural disasters,
epidemics, etc.).
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In order to reconcile the interests of all the stakeholders, several strategies can be adopted by the
relevant insurers:
A) Initially concentrate on the products that are the simplest but that have a higher likelihood of
success (example: loan insurance or funeral insurance) so as to create the capital required to
secure and stabilize the operations and gradually integrate lines of products slightly more
complex but in greater demand among the population.
B) Develop efficient packages combining, on the one hand, attractive coverage in demand among
the population and, on the other hand, profitable products that are less risky but in slightly less
demand among the population. By way of example, CIC Kenya rolled out a 3-in-1 coverage in
Kenya combining funeral, accident and health insurance.
At any rate, the types of risks that can be covered by the microinsurance products are varied and
often meet very different needs. It is, therefore, not very easy to combine or market products that
meet more than one need or else achieve optimal conditions for each of them.
For this reason, we will approach in the following section all three types of products most often
encountered and/or experimented so far in the microinsurance sector. We will propose for each of
them specific statements relative to their use, their configuration and their distribution, as well as
recommendations relative to the ways of mitigating the risks specific to them.

LOAN LIFE INSURANCE
Loan life insurance is one of the most often offered microinsurance products, more particularly
when the distribution networks used are microfinance institutions (MFIs). This can be explained by
the relative administrative simplicity with which it can be managed, the ease with which it can be
made profitable and the added value collected by the MFIs that distribute it (no financial loss to be
absorbed in the event of the death of the borrower).
This type of product, however, only offers a limited added value for the relevant insureds, for
whom the protection is well often not very transparent (inasmuch as the borrowers are not always
aware they are benefiting from insurance), ceases at the same time the loan does and only
provides a limited value to the family coping with a death.
So loan insurance products should be combined with funeral insurance protections that allow, for
example, an addition to the amount paid in the event of a death in order to cover the funeral and
burial expenses or else cover the spouse and/or children in the event of death. It should also be
possible to extend the additional protection beyond the term of the loan.

About the Configuration of Loan-Insurance Products
DID is of the opinion that loan life insurance should, as much as possible, be combined with
funeral insurance protections that are both relevant and useful for the family (example: coverage
of the funeral expenses of the borrower and/or the spouse). It should also be possible to extend
the coverage beyond the term of the loan in order to allow appropriate and relevant coverage of
the needs.
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It should be noted that loan insurance products are often offered on a compulsory basis to all
borrowers of the relevant MFIs. This sometimes leads to certain degree of laxity on the part of the
stakeholders who may thus be tempted to offer less competitive or less advantageous terms than
if the product had been offered on a voluntary basis.
For this reason, adequate monitoring should be provided in the distribution network in order to
ensure that the pricing is reviewed periodically and that the configuration of the product is in line
with the population’s expectations. Specifically, this role could be played by a team of experts
14
created and present at the MFI level by regularly conducting satisfaction surveys among the
15
insured population or by setting up appropriate MIS .
However, offering a product that it is compulsory to acquire also has several advantages. Among
other things, it provides several economies of scales, reduced risks of adverse selection and,
16
therefore, in the final analysis much more reasonable pricing levels for the targeted populations .
In addition, it has the advantage of quickly bringing home to the clients insurance concepts and,
therefore, educating them more quickly about insurance. Finally, it also contributes to securing the
assets of microfinance networks and thus makes it possible to offer credit to clienteles who
traditionally would have been considered too risky and, therefore, not entitled to it. In this
connection, loan insurance can serve as a traffic builder for the institution and play an educational
role with the client.
About Compulsory Loan Life Insurance Products
DID feels that compulsory insurance products, although they entail a certain number of
disadvantages that should be mitigated appropriately by strict and regular monitoring, also have
several advantages such as much lower unit costs, reduced risks of adverse selection and,
therefore, much lower premiums. Finally, they make it possible to offer credit to a broader
population sector and hence increase the number of effects related to this financial tool.

HEALTH INSURANCE
While health insurance is one of the products most sought after by the populations, health
insurance products are also some of the most complex to manage and render profitable. Indeed,
they involve numerous risks of fraud and adverse selection, various external stakeholders over
which the insurers often have no control and finally a very diversified range of potentially insurable
expenses through which it is sometimes difficult to sort out in order to reach an optimal and
affordable configuration.

14

Refer to the section “Links Between the Distribution Networks and the Risk Managers or Underwriters (Insurers).”

15

Management Information System

16

A study conducted by “The Aga Khan Agency for Microfinance” in Pakistan has thus disclosed that compulsory insurance for all the
members of a group would result in an insured group in which 90% were healthy (only 10% of the insured in bad health), while
voluntary insurance, in which, for example, the percentage of insured would be 20%, would result in an insured group in which only
50% were healthy. The premium to be charged the “voluntary” insured group would be nearly four times as high as that charged
the “compulsory” insured group in order to compensate for the larger proportion of persons whose state of health was more
precarious.
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The main risks or expenses the targeted population has to face in terms of health can be classified
as follows:
A) Frequent risks involving low-cost expenses: Bouts of malaria, most medications and medical
consultations fall within this category. They are one of the most visible expenses for the
population and, therefore, people place them high on the list of priorities whenever surveys are
taken. Covering them, however, involves very great complexity in management for the insurer
(multiple small transactions and several stakeholders involved) and a relatively limited added
value for the clientele who thus have to pay out a premium much higher than the "pure
17
premium" in order to offset these excess overhead expenses.
B) Infrequent risks involving high-cost expenses: Accidents, hospitalizations and complications
related to existing diseases all fall within this category. The catastrophic expenses they
generate and their relative "rarity" make them easy to insure and allow affordable premiums
for the targeted population.
In order to cover the non-urgent, recurring and relatively foreseeable expenses, the stakeholders
should favor a mechanism similar to health savings (combined with entering into agreements and
advantageous prices with responsible health care providers), while the catastrophic expenses
should always be covered by a traditional type of insurance component.
About the Configuration of Health-Insurance Products
DID is of the opinion that health insurance products should be provided to cover first and
foremost infrequent risks involving high-cost expenses, while a health savings component can be
used for other low-cost expenses of a recurrent or foreseeable nature.

With regard to risk-mitigation strategies, the stakeholders should promote, as far as possible,
sharing the risks or transferring a part of the risks to health care providers involved in the process
of distributing the services. In situations where there is a network of quality hospitals or health
care providers, for example, a partnership should thus be entered into to free the insurer from part
of the fraud and adverse selection risks and facilitate care management. Under these
circumstances, the insurer should, however, be attentive to offering its insureds a complete
geographical coverage and to ensure that travel is limited in a situation of need.
The adverse selection and fraud risks should also be partially mitigated by the use of user fees,
deductibles or coinsurance for non-urgent expenses incurred by households. However, the insurer
should be careful not to hinder access to care and should, therefore, take into account the
insureds’ ability to pay. The insurer should also bear in mind the virtues of non-urgent care by
preventing complications and, therefore, encourage medical consultations and analyses, X-rays or
medication when this proves relevant.
Finally, the insurer should prioritize the use of automated payment systems and, therefore,
communication with the payment systems used by health care providers so that the insureds,
already disadvantaged, will not have to seek out care and pay out large amounts when receiving
this care.

17

Premium necessary to cover only the insured losses (leaving out the insurer’s administrative expenses and other margins kept in
the pricing).
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About the Importance of Alliances in the Health-Insurance Sector
DID believes that, when an insurer wishes to offer health insurance products, it should favor
entering into agreements and partnerships with health care providers for the purpose of sharing
and mitigating the risks, negotiating favorable terms and putting in place synergies in the
payment systems and management.

18

Unlike Africa, which seems to be swarming with community health mutuals active in the healthinsurance sector, the health insurance products offered in regions of Asia and Latin America seem
to be offered primarily by commercial insurers, which are more active in this specific line of
business.
Although the mutuals present certain advantages over commercial insurers, several attempts have
unfortunately ended in failure over the course of the past several years. These failures can often be
explained by the lack of experience of the managers involved, the non-professionalization of the
operations, the difficulty in finding reinsurance and, therefore, mitigating catastrophic risks, the
regional concentration of the risks and, finally, the limited number of insureds and, accordingly, the
greater difficulty in attaining the necessary economies of scale.
Health mutuals should, accordingly, always seek to join forces with credible players on the local or
national community scene prior to being set up (microfinance networks, insurers, etc.) capable of
supporting them in the professionalization of their activities, promoting the product, attaining
access to an expanded pool of insureds, etc.

About Health Mutuals
DID is of the opinion that, although health mutuals can offer certain advantages over
commercial insurers (profit-sharing, better knowledge of needs, etc.), their success is dependent
on a sufficiently large pool of insureds to allow economies of scale in the area of costs and the
presence of a pool of qualified experts for sound management of the products and their specific
risks. Therefore, as much as possible, they should join forces with credible players on the local or
national community scene capable of supporting them prior to their being set up.

AGRICULTURAL INSURANCE
Like health insurance, agricultural insurance is a product that is in very great demand among the
disadvantaged populations but also entails for the insurers several complexities and special risks.
Indeed, in its traditional form, agricultural insurance involves high risks of fraud as well as often
very large overhead expenses related to the need to verify or evaluate individually and for each
insured farmer the levels of insured losses they are subject to, as well as the existence of a causal
link to the risks or conditions actually covered by the insurance policies.

18

Their number is estimated to be nearly 300 in West Africa.
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In order to reach reasonable levels of premiums, three strategies can normally be put forward:
1) favor large insured amounts (for the sake of economies of scale);
2) convince the public authorities or the State to subsidize part of the premiums and expenses
related to administration; or
3) base the insurance not on the levels of losses incurred but on a weather index or any other
objectively and easily measurable index strongly correlated to the production levels
encountered (in order to avoid individual verifications of losses and the expenses associated
therewith).
While the first two strategies are rarely applicable or inapplicable in the specific context of
microinsurance, the third offers several advantages and should, therefore, be favored by the
insurers working in this context. Indeed, this makes it possible, among other things, to reduce the
risks of fraud and moral hazard but also the overhead expenses required to manage contracts and
19
claims. Although it presents some small gaps vis-à-vis its traditional form , it allows more
affordable premium levels and increased access to a relevant risk-reduction tool for the
populations involved.
About the Configuration of Agricultural-Insurance Products
DID is of the opinion that, in the specific context of microinsurance, agricultural insurance should
first and foremost be offered in its indexed form (based on a meteorological, regional or other
weather index), since it makes it possible to greatly reduce the risks of fraud or moral hazard and
allows increased coverage levels at lower prices.

It should be noted that the agricultural insurance offer, in order to be effective in the struggle
against vulnerabilities and to support development, should always be integrated in a
comprehensive approach integrating financing, marketing mechanisms and finally education and
awareness-raising programs targeting the populations.
About Supplementary Services Essential to Agricultural Insurance
DID is of the opinion that, although agricultural insurance is an essential risk-management tool,
it should be used as often as possible in conjunction with appropriate awareness-raising and
financing programs in order to ensure its effectiveness and a significant impact on the living
standard of the populations.

It should also be noted that the insurer should make sure it has a significant base adequate to
distribute the risks assumed prior to setting up and offering such a product. Indeed, agricultural
insurance is a product for which the level of risk concentration is very broad and is sometimes very
difficult for a local insurer operating in a geographically limited area to achieve diversification of
the risks effectively and adequately. For this reason, the contribution and financial support of an
external reinsurer are essential to the success of such a product and the securing of the insurance
and should, therefore, be a prerequisite for rolling it out.

19

The main gap or risk associated with indexed insurance is called “basis risk.” It is defined as being the possibility that the calculated
index (insurance amount to which the insured is prone) differs significantly from the loss actually incurred by the insured.
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CONCLUSION
Microinsurance has been for a long time and is still today considered by many as a byproduct of
microfinance. Nevertheless, it has been demonstrated, over the course of the last several years
and within this policy statement, that although it presents virtues similar and/or supplementary to
microfinance and a judicious combination of both could optimize and greatly improve the impacts
on the living standards of the populations, microinsurance is still a separate sector that warrants
specific, customized and appropriate responses.
Contrary to microfinance, it is also a recent sector for which a relatively limited number of actions
have been taken. For this reason, the experiments conducted and actions taken must therefore be
carefully monitored and the assertions corroborated as time goes by and experience is acquired.
At any rate, like traditional insurance products—which have contributed over the course of the last
100 years to greatly strengthening the economies of industrialized countries and which are now
important levers in terms of job creation and capital preservation and contribution—
microinsurance already promises more worthwhile possibilities and opportunities economically
and financially in emerging and developing nations.
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