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EXECUTIVE SUMMARY  
 

We live in a world where four billion people live on incomes of less than eight dollars 

per day. Of these, 2.6 billion live on less than two dollars per day. Besides the daily 

suffering of making ends meet, the world‘s poor are often more exposed to a variety 

of risks including illness, disability, death, unemployment, crop failures and natural 

catastrophes as the consequences of climate change become more apparent. The 

situation is further aggravated as these households are less able to prevent and 

mitigate risks than others; and in the case of shocks, they are less able to cope with the 

consequences. They are therefore more vulnerable to risks and are more likely to 

experience a significant decline in wellbeing when a shock occurs. 

 

Although several risk management strategies exist, such as savings and 

emergency loans, micro insurance is quickly gaining popularity as it is becoming 

apparent that for microfinance projects, it is not enough to just increase economic 

growth, this growth needs to be insured incase a disaster or event occurs. Micro-

insurance refers to the protection of low-income people against specific perils in 

exchange for regular premium payments proportionate to the likelihood and cost of 

the risk involved. 

  

Currently, micro-insurance providers worldwide currently offer four main 

types of insurance: life, health, accidental death and disability, and property insurance 

(which includes houses, crop, livestock etc). Due to the relative ease and affordability 

of providing life insurance, it is the most widely distributed product with sixty-four 

million people being covered. Conversely, providing health insurance is particularly 

difficult, due to high expenses attached to claims handling and incidences of fraud, 

health insurance is not easily provided with only 35 million globally covered by 

health insurance.  

 

This report was written in order to create a database of CARE International‘s 

projects that deal with elements of micro insurance in order to build knowledge and 

understanding of this vital sector.  Therefore, examples of micro insurance were 

gathered from both Asia and Africa, where CARE International is predominantly 

focused.  By looking at the projects, it is apparent that the magnitude of work carried 

out in micro-insurance is in Asia. One of the most successful projects is the 

partnership between Bajaj Allianz and CARE India developing a three-year scheme to 

provide micro insurance to over 100,000 people in the southern Indian state of Tamil 

Nadu, one of the most severe states affected by the Tsunami. The success of this 

project was particularly noticed after Cyclone Nisha hit in 2008 as CARE was seen to 

be providing immediate on the ground support as well as efficiently and quickly 

handling claims. 

 

CARE International is known for producing innovative designs and 

mechanisms as seen in the great success of the Village Savings and Loans Association 

model which is being used by much of the developing world. This innovation is also 

evident in CARE‘s micro insurance projects such as the pilot project in India to 

provide insurance to small scale salt farmers in order to protect them from untimely 

rainfall. The project developed an index based micro insurance product with the 

support of Weather Risk Management Services and partnered with two insurance 

companies to offer the product. Seeing as this is the first project of its kind, it will 
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pave way for large number of such small salt farmers across the country and in other 

salt producing countries.  

 

This innovation is present in many of their projects. One project was a 

community-based micro health insurance program whereby a community fund known 

as ―Mutual‖ was set up with the help of Bajaj Allianz and CARE to share the risks 

collectively. This is a new and effective way to deal with health insurance provision 

as it is a community based model.  Villagers pay a monthly insurance premium into 

the Mutual, which retains 65% of that income while the rest is passed on to Bajaj 

Allianz to cover an eventual excess. If a villager becomes ill, the company and CARE 

appoint a doctor to treat the patient or, if necessary, send him/her to a partner hospital. 

Another community mutual model that CARE established was a project named 

‗Jeevodhayam‘ that provided life insurance to people living with HIV and Aids 

(PHLAS). As the first one of its kind, this micro insurance product is expected to 

address the social security concerns  of PLHAS from rural back ground who all hail 

from below poverty line as well as allowing them to finance their mortgages. The 

model is also expected to document the process of insurability for the PLHAS.  

 

The remainder of the report deals with the many uses of micro-insurance and 

how it can be used as an element of a safety net as well as provide mitigating 

mechanisms to dealing with climate change.  Micro-insurance, and more specifically 

index-insurance can help cope with climate change by: 

- Acting as a risk transfer mechanism within a comprehensive strategy for 

managing climate risk in the face of climate change 

- Acting as a mechanism to help people access the resources needed to escape 

climate-related poverty 

- Acting as a mechanism to incentivize risk reduction through price signals and 

risk management stipulations 

Examples of projects that deal with risk coping strategies in the face of adverse 

weather events in countries such as Ethiopia, Malawi, Mexico and India are discussed 

 

When looking at micro insurance‘s uses as a safety net, it was seen that three 

main types of safety nets exist, namely Crisis safety net, Cargo net and Productive 

safety net. One of the most beneficial aspects of providing micro-insurance is that it 

has brought access to credit and insurance for high-risk populations that were 

previously considered uninsurable. Therefore, it has provided risk management for a 

much of the developing world.  However, one of the major drawbacks is client uptake 

levels. Although many projects are available, not a lot of the poor can afford 

insurance due to the high premiums or lack the basic understandings to sign up for it.  

 

 Therefore, one of the major lessons to learn when creating a pilot project dealing with 

micro insurance is to ensure 

- Client specific products 

- Large amount of time spent designing and selecting index to avoid basis risk 

- Need for reliable data 

- Efficient delivery channels 

- Large scale education and promotion of product 

- Technological investment (to lower premiums) 
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1) INTRODUCTION 
 

Micro insurance is the protection of low income people against specific perils in 

exchange for regular premium payments proportionate to the likelihood and cost of 

the risk involved. The difference between this definition and that of regular insurance 

is that micro insurance deals with low income people.  

 

When talking of the low income, the target population consists of those 

persons ignored by mainstream commercial and social insurance schemes, persons 

who have not had access to appropriate products and particularly those who do not 

have access to government social protection schemes as they work in the informal 

economy. For these low income households, the impact of adverse events 

significantly affects household‘s income and consumption levels. From all the groups 

in society, the poor are the most exposed to risks and yet the least protected against 

the consequences. Therefore, large segments of the population, particularly in 

developing countries face extreme vulnerability especially as risks are frequently 

interlinked, and thus the occurrence of one risk increase the likelihood of others. 

 

When exposed to financial shocks, poor households may be forced to make 

harsh choices, such as reducing food consumption, withdrawing children from school 

or depleting productive assets to cover the expenses related to the risk event. These 

strategies jeopardize economic and human development prospects, and leave those 

who have to make such choices stuck in a poverty trap. With no risk management 

strategy, the poor react by avoiding any risky situation and thus are reluctant to 

engage in higher return activities due to the potential risks.  Micro insurance provides 

a good answer to this situation providing the poor with a mechanism to retain the 

financial gain they make. 

 

Micro insurance is a relatively new concept although it is noticed that some of 

today‘s large insurance companies began in the 1880s as mutual protection schemes 

among factory workers. However, due to efforts to prevent fraud and misuse, a maze 

of bureaucratic rules and requirements has been created that undermine their 

effectiveness and their appropriateness for the poor. Therefore, micro insurance can 

be described as an insurance ‗back to basics‘ campaign to focus on the risk 

management needs of vulnerable people and to help them manage those risks through 

the solidarity of risk pooling. 

 

Micro Insurance Products  

Several different types of micro insurance exist that target different products.   

- Life insurance 

Life Insurance is particularly common in the developing world. This deals principally 

with credit life and funeral as research has shown that deaths in the family and funeral 

expenses are very expensive and thus wipe out much of the savings of the poor.   

 

- Health Insurance 

Health insurance is another product that is highly demanded. However, at the moment 

health insurance is limited to in-patient basis, used only when sick. People tend to 

want to spend their limited disposable income on products they can use regularly (i.e. 

health insurance versus death insurance. 
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- Index Based Insurance 

With the global effect of climate change becoming more apparent, more and more 

emphasis has been placed on weather insurance, using the methodology of index 

based insurance.   This type of insurance does not require the stringent forms of 

verification in order to pay an insurance claim as a contract is written against a 

particular weather proxy or index, such as: rainfall, sunlight or temperature.  

Therefore, if a chosen weather proxy exceeds a certain threshold, a payment is 

triggered. Index Insurance is particularly beneficial as they have the potential to lower 

the costs of insurance, increase coverage, and reduce moral hazard. They can be 

applied at the micro-, meso-, or macro level.  

Several different types of Index based insurance products exist, including crop index 

insurance, weather index and even livestock index insurance. 

 

 

Micro insurance supply chain 

 

The diagram below shows the different actors involved in providing micro insurance 

 
Table 1.1: Micro insurance supply chain 

 

An important aspect about micro insurance is that it can be delivered through a variety 

of different channels, including small community based schemes, credit unions and 

other types of micro finance institutions as well as enormous multinational insurance 

companies. Take Allianz for example, they are one of the largest insurance companies 

in the world and have launched initiatives with CARE to provide insurance to the 

poor in India.  

 

Models in Micro-Insurance 

Mostly the micro-insurance is managed by the micro-finance institutions, which have 

direct access to those borrowing poor for whom the entire programme is developed 

and tried. These micro-insurance policies are not likely to produce turnover on a large 

scale. Still, for opening the doors to a potential mass market in the medium term, it is 

necessary to try insurance coverage of the low-income groups‖. So, it has been 

implemented in three different models as follows: 
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I. Community based Model 

In the Community based Model, groups of people get together and essentially develop 

their own insurance scheme in which they pool their own funds and develop their own 

rules. It is primarily a savings and credit association with added insurance features. 

For example there are 8100 members of one cooperative society in India who pay a 

yearly premium of INR 100 ($2.22) each into a pool managed by the cooperative 

society and receive cover for death and 3 property losses. The life insurance benefit is 

INR 15,000 ($333) for a natural death, and doubles that in the event of an accidental 

death. 

 

II. In-house or Full-service Model 

In the In-house or Full-service Model, an MFI or NGO runs its own insurance scheme 

for its clients and any profit or loss is absorbed by the MFI. The passage of the Rural 

Social Sectors‘   Obligations changed the Indian micro insurance landscape 

dramatically. This requirement motivated insurers to seek partnerships with MFIs and 

NGOs to act as agents, selling and servicing the insurers‘ policies 

 

III. Partner-Agent Model 

The Partner-Agent Model became the dominant approach to micro-insurance in India 

and encouraged many MFIs to switch from a full-service to a partner-agent approach. 

For example, SEWA, a micro-insurance pioneer, after years of switching back and 

forth between the partner-agent and self-insurance, is now offering its life, health and 

asset coverage in partnership with various insurers. In the absence of the state 

providing a hedge against risks, the poor must provide for themselves. One means of 

doing so is through micro-insurance. Ideally, micro-insurance would complement 

social protection schemes, but too often that is not the case. 

 

There are two main varieties of micro insurance, one focused on extending social 

protection to the poor in the absence of appropriate government schemes and the other 

offering a vital financial service to low income households by developing an 

appropriate business model that enables the poor to be profitable or sustainable 

market segment for commercial or cooperative insurers. For both the social 

protection, and market perspective, insurance schemes for the poor have to find a way 

of balancing three competing objectives: 

 

1) Providing coverage to meet the needs to the target population 

2) Minimizing operating costs for the insurer 

3) Minimising the price, (including the transaction costs for the clients) in order 

to enhance affordability and accessibility.  

 

This report is divided into three main sections which cover different experiences in 

micro insurance.  Section 2 of this report looks at CARE International‘s projects, 

talking about the different ventures that CARE undertook in insurance in both Asia 

and Africa.  Section 3 deals with the different uses of micro insurance in terms of its 

use as a social safety net as well as how micro insurance is becoming more and more 

beneficial as a risk management technique against climate change for low income 

households. This section draws on case studies from different projects, both in crop 

insurance and livestock insurance. Finally Section 4 looks at different donors and 

potential partners that CARE can partner with.  
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2) CARE’s EXPERIENCE IN MICRO-INSURANCE 

a) CARE in Asia 

i) Bajaj Allianz and CARE Partnership 

 
 

Background 

- Nearly 10,000 people were killed in southern India by the tsunami and more 

than three million were affected. 

- CARE International was one of the many NGOs that helped people recover 

after the tsunami through rebuilding 1,600 homes, funding employment 

projects, re-building water and sanitation facilities, and training teachers to 

provide emotional support to children and community members suffering from 

trauma. Not only did CARE assist with the immediate needs of people, they 

also took a long term view looking at how to protect livelihoods and help 

people out of poverty.  

- Insurance was seen as an answer as in the wake of a devastating disaster like 

the tsunami, a major part of helping rebuild people's lives in the long-term is 

to help them feel more secure.  Micro-insurance was so vital in these 

communities, as the poor have so many other things to worry about and thus 

need a social security net. They experience risks with greater frequency and 

greater financial impact.  

- Both Allianz and CARE had already had substantial experience with 

microfinance in India. CARE International‘s involvement with low income 

households in India has been going on for more than 50 years. In 1999, 

CARE's Credit and Savings for Household Enterprises (CASHE) program 

provided more than 250,000 people (most of which were women living in 

poor, rural communities) with access to savings and loans allowing people to 

earn a decent living. Similarly Allianz worked with the German Agency for 

Technical Cooperation (GTZ), the United Nations Development Program 

(UNDP), and local NGOs in India selling life insurance to around 80,000 

people. Therefore, by forming a partnership, both provide a degree of financial 

security for many locals in Tamil Nadu. 
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 Pilot study  

In order to provide a long term security after the tsunami, CARE partnered with 

Allianz's Indian subsidiary Bajaj Allianz, launching a three-year partnership that 

aimed to provide micro-insurance to over 75,000 people in one of the areas worst hit 

by the tsunami - the southern Indian state of Tamil Nadu. 

A pilot project was designed to deliver affordable life and non-life insurance 

products catered specifically to farm workers and fishermen in the coastal 

communities of Tamil Nadu. The poor people in the affected areas of the tsunami 

were the group that most needed a social security net. However, for most rural 

households insurance was a new concept particularly as many could not afford 

conventional insurance and those in rural areas were simply not aware of it.  

Large scale market research found that demand for insurance existed among 

the farmers, particularly demand for health insurance followed by maternity benefits, 

old age pensions and disability assistance paid on a monthly rate. 

 

Product Detail 

- The micro-life insurance policies covered the risks of accident, death, loss of 

household assets, natural disaster and fire. Buying one policy for multiple 

risks was attractive to low income households, who didn‘t want to tie money 

up in several policies, some of which may never lead to a payout. 

Furthermore, the product offered an education allowance for a child and 

provided funeral expenses in case of fatal accident as well as hospital cash. 

- By paying € 0.95 per year, policyholders would receive a defined payout in 

case of total or partial disability, hospitalization, loss or damage to the 

household or other assets, and death. The policy also included an education 

grant for one child. By paying an additional €0.65, a spouse could also be 

insured. The premium for the insurance was at 87 cents per year, which 

provides families with € 370 of coverage in the event of a natural or accidental 

death. 

- Two key challenges to implementing the micro insurance programs existed.  

o The first was finding a distribution model that works at low costs, 

which was essential in keeping the premium as low and affordable as 

possible. 

o  The second challenge was to establish a process that allowed the 

company to insure a large number of people with very low premiums. 

In response, the micro-insurance project opted for insurance schemes 

run and controlled by local community organizations to help reduce 

risk. 

- Sales of the micro-life insurance started in March 2008, focusing primarily on 

the coastal area most prone to natural disasters and the areas hit by the 

tsunami. Within the first nine months, nearly 63,500 policies were sold. 

Customer Base 

 

The majority of the customer base in the Bajaj Allianz and CARE project consisted of 

women, many of whom earned less than two dollars a day. This was quite unusual for 

http://knowledge.allianz.com/en/globalissues/microfinance/microinsurance/microinsurance_insurance.html
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the insurance industry particularly as four out of the five women were using insurance 

for the first time.  Close to 90 percent were first time insurers 

 

 
Figure 1.1: Indian customer profile 

 

Putting micro insurance to the test 

 

The concept of taking out insurance was put to the test at the end of November 2008, 

when cyclone Nisha struck the coast of Tamil Nadu killing 86 people and leaving 

thousands homeless. The fallout from Nisha was on a different scale from anything 

the partnership had dealt with before with more than 16,000 claims made in a matter 

of days, dispersed over 44 villages in an area stretching hundreds of kilometres along 

the coast. 

 

Shortly after the rains ended, a team of five Bajaj Allianz insurance specialists went to 

the devastated region to settle claims and help villagers begin to rebuild their lives. 

The team quickly realized that assessing every single claim would be impossible and 

put a process in place whereby the local NGO partners documented the damages and 

reported them to the insurer that undertook sample checks. This greatly helped in 

speeding up the claims process allowing Bajaj Allianz to settle the last of the claims 

by the end of January 

 

The payout to customers amounted to hundreds of thousands of Euros and equal to 

five times more than the premiums collected, which are as low as one dollar annually. 

Therefore, Allianz suffered a large financial burden. However, the experience was a 

success in that it earned the micro-insurance scheme much needed ―credit‖ in the 

community and led to a 20% increase in the number of people buying the company‘s 

micro insurance policies.  

 

Effects of Nisha 

- Protected policy holders 

When Cyclone Nisha hit in November 2008, thousands of families lost their homes 

and belongings. Bajaj Allianz and its partner organizations assessed over 16,000 

claims in 44 villages and paid each policy holder allowing them to rebuild their lives.  

 

- Effects on  Allianz 

While it protected policyholders, Bajaj Allianz young venture emerged from Cyclone 

Nisha in dire straits. The company had paid around € 800,000 in claims settlements – 

nearly ten times the amount it had collected in premiums and therefore suffered huge 

financial constraints and assess the commercial viability of the product.  

However, on the plus side, the number of policy holders grew exponentially. People 

were queuing up to buy these policies as they saw their neighbors who had insurance 

receiving money and rebuilding their lives 
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Figure 1.2: Area‘s effected by Cyclone Nisha 

 

- Solution by Allianz 

-To improve the business case, Bajaj Allianz decided to develop the product further in 

two directions. First, it raised the premium from € 0.95 to € 2.95 a year, a move that 

was possible now that demand was increasing and the product was well known 

-Second, it expanded to other districts, especially inland areas that were less prone to 

disasters, in order to grow the portfolio and diversify the risk.  

 

Evaluation and Lessons Learnt 

- Educating public on insurance 

The biggest obstacle in uptake levels was public awareness on the benefits of 

insurance and educating hundreds of million people who have never had access to 

financial services that risk protection is an important part of their lives. Many rural 

Indians were still stuck to the mindset that unless you get something out of it 

immediately it is not worth investing. Therefore, whereas a microloan meant 

receiving cash right away, taking out insurance was buying into a promise and thus 

creating awareness about an idea was quite a challenge. 

Many mass awareness raising campaigns were used for Bajaj Allianz and 

CARE‘s micro insurance offer.  By using posters, presentations involving Bollywood 

styled puppet shows and self help groups, rural women are taught the principles and 

benefits of insurance. After the show, women can sign up to a policy. They can also 

get further information from field officers visiting the local self-help group. It is said 

that if you convince the women, you can convince the whole village. 

- Technology and innovation 

It is essential to invest in research in technological and innovative mechanisms that 

aid in improving the efficiency of micro insurance products. By exploring innovative 

solutions, the concept of micro insurance is able to reach more people and convince 

insurance agencies to lower their premiums which makes insurance cheaper and more 

affordable to the poor populations thus making make micro insurance a more viable 

business. Allianz has therefore set out to explore the sale of simple micro insurance 
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products through mobile phone operators. Reducing the administrative costs in 

insurance policy issuing and claims handling is the key to success as micro insurance 

is a low margin, high-volume business. 

 

- Trust- and ensuring claims settled 

As stated above, almost all the customer base in the CARE, Bajaj Allianz program 

were first time insurers. Therefore it is essential that the insurance claims settlement 

process works efficiently and fast. Only by trusting the system can demand for micro 

insurance work. However, the claims settlement was not very encouraging in some 

places. 

 

Mutual Health Insurance India 

- This was launched in December 2007 in Tamil Nadu in South India. This was 

in an effort to diversify their portfolio and manage their risks.  The Mutual 

health insurance started on a community-based micro health insurance 

program whereby a community fund known as ―Mutual‖ was set up with the 

help of Bajaj Allianz and CARE to share the risks collectively. In this scheme, 

the community would manage the insurance and divide the premium through 

risk pooling.  

- Therefore, villagers pay a monthly insurance premium into the Mutual, which 

retains 65% of that income while the rest is passed on to Bajaj Allianz to cover 

an eventual excess. This simplifies the process as most claims are paid by the 

mutual and only those few cases that go beyond the financial capacity of 

community (such as surgeries and hospital stays) are paid by Bajaj Allianz in 

proportion to the premium received. 

-  If a villager becomes ill, the company and CARE appoint a doctor to treat the 

patient or, if necessary, send him/her to a partner hospital. Although the 

program is helping reduce the vulnerability of the poor in the case of illness, 

the lack of skilled medical professionals and affordable medicine makes it 

challenging to support access to quality health care. However, CARE and 

Allianz have identified doctors who refer patients to specified hospitals. 

- The benefit of this mutual health insurance is that it offers complete health 

coverage for the entire families. Furthermore, it includes subsidized medicine 

as well as concessions for in-patient and out-patient care. Pregnancies are 

covered and   individuals remain eligible up to age 70. For a premium of € 

6.30 per year for a family of four, the product covers expenditures of up to € 

150. This model builds on the strengths of both sides: the low cost and mutual 

control of local self-help groups, and the reach and technical know-how of 

Bajaj Allianz. CARE acts as an intermediary, working with local NGOs to set 

up mutual schemes and build capacity. 
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ii) Salt farming in India 
 

Background 

 

Globally over 120 countries produce salt with India being the third largest salt 

producing country. This industry is labour intensive providing income to over 

150,000 salt farmers and their families. However, the economic situation of most 

small and marginal farmers is very bleak with many suffering from extreme poverty 

due to the vast amount of risks and uncertainties they face. These include the risks 

that they face in the production process, the price and market risks, extreme hardships 

and lack of basic amenities in salt pans and associated occupational hazards, lack of 

infrastructure and lack of formal protection mechanisms. 

The most detrimental of the risks that farmers face is the adverse effects of 

climate change.  The season for cultivation of salt in Prakasam district (one of the 

largest salt producing districts in Andhra Pradesh in India) is normally from January 

to July. In order to efficiently produce salt, it is essential for there to be dry and sunny 

weather. However, the evidence of recent years shows that un-timely rainfall, erratic 

monsoons and extended winter are becoming recurrent phenomena leading to extreme 

losses for salt farmers, including damaged salt pans and inaccessible infrastructure 

such as roads and platforms. In order to mitigate these risks, insurance was considered 

as an option and farmers were ready to pay for such services if available.  

CARE has previous experience dealing with Prakasam district, teaming with 

SARDS, a local NGO setting up and promoting a community based organization for 

enhancing the livelihood of small scale salt farmers. The Prakasam District Salt 

Farmers and Labourers Mutually Aided Cooperative Society Limited (PDSFL 

MACS) undertook a value- chain approach in order to reduce the risks and 

vulnerabilities of these farmers as well as improving their working condition. Area‘s 

tackled included community infrastructure development, providing access to savings 

and credit services and access to basic amenities such as drinking water and sanitation 

 

 

Pilot Project 

In order to tackle the plight of the salt farmers, weather index based insurance was 

seen as a viable solution as the risk and the associated losses could be correlated to 

rainfall. However, seeing as no such product existed in the market, CARE sought the 

support of Weather Risk Management Services Private Limited (WR), a specialized 

insurance intermediary to develop the product. This involved collection of historic 

rainfall data, assessment of losses due to excess rainfall, correlation with historic loss 

events, development of preliminary structure and intensive consultations with  

farmers and other stakeholders including insurance companies. 

From demand research with farmers, it was found that the major priorities that 

farmers wanted insured were for covering the extension of production cycle and 

damages to salt pans. Therefore, the insurance cover was extended to 710 farmers 

covering 423.5 acres. Through the organized collective of PDSFL MACS, many 

farmers could avail loan and get enrolled into the insurance program. 

 

Product Details 

 

This index based product was covering heavy rainfall in off-monsoon period with the 

index covering excess rainfall of wet spell. The cover period is from 1
st
 January to 31

st
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and insures against areas in May Salt pans in Kothapatnam, Singarayakonda and 

Ulavapadu mandals of Prakasam district, Andhra Pradesh. The premium charged is 

Rs 800/- per acre and the maximum sum insured is Rs. 6500/- 

 

 

Challenges faced 

- Lack of available historical data 

Historical rainfall data was not available for some of the locations such as 

Chinnaganjam mandal in Andhra Pradesh. This was particularly a problem as the 

majority of farmers were members of the PDSFL MACS and due to the 

unavailable data; they were not able to be included in the program. 

 

- Only a few insurance agencies taking part 

Seeing as this was the first time in the country such an index had been developed, 

it was challenging convincing the insurance companies to underwrite the risk and 

develop and index based micro insurance product for small scale salt producers. 

Therefore, only two insurance agencies agreed and hence negotiation space on the 

product features was limited and only limited cover was offered to a fixed number 

of acres. Furthermore re-insurance support was not forthcoming; therefore 

insurance companies agreed to cover only a limited number of farmers. 

 

- Problems of basis risk 

Rainfall stations were only available at regional levels and thus problems of basis 

risk existed for many of the participating farmers.  

 

 

Update on project 

The project completed its first phase of implementation and is stepping into the 

second phase which aims at enhancing the product. This would pave way for large 

number of such small salt farmers across the country and in other salt producing 

countries 
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iii) Bangladesh: SHAHAR Project 
 

Background 

 

CARE‘s involvement in Bangladesh has been present for nearly 50 years, moving 

from the initial relief provision toward rural income generation and primary health 

care since the 1970s. Since they had years of experience in rural regions, CARE 

increased its presence in the urban sector particularly in slums and low-income 

settlements practicing lessons learnt from previous interventions. They set up two-

urban based programs in the mid 1990s: INCOME and SHAKTI.  

In August 1994, CARE Bangladesh pioneered the INCOME project, 

(Increasing Capacity of Organizations in Micro Finance) funded by DFID in an effort 

to increase the capability and contribution of small to mid- sized Bangladeshi NGOs 

to the economic and social development of their urban beneficiaries.  This project had 

a research and innovation component whereby CARE sponsored research studies and 

pilot programs in order to help deliver new financial products.  

The situation in Bangladesh was such that the extreme poor households had 

little access to financial services. Furthermore, the vulnerable non poor and the 

enterprising poor were also disadvantaged as they lacked financial services. Therefore 

under CARE‘s four year INCOME project, technical and financial assistance was 

provided to partners in order to develop innovative services such as flexible savings, 

micro insurance and other micro credit products that are needed by the poor. 

 

SHAHAR Project 

 

Under CARE‘s Income III Project, a micro-insurance scheme was set up under the 

heading of ―Insurance scheme of IGA group member‖ in 2000. The micro insurance 

scheme is a part of SHAHAR (Supporting Household Activities for Health, Assets 

and Revenue) that aimed to establish household livelihood security for vulnerable 

urban households. The project took a community based model and the activities were 

managed by 14 partner NGOs whose aim was to assess the changes in various 

household livelihood security measures that are expected due to SHAHAR‘s 

interventions using relevant indicators. 

One of the major problems identified was unstable and insufficient household 

incomes to meet basic needs.  Therefore, the SHAHAR project reduces the impact of 

household stresses and shocks through providing a saving scheme as well as forming 

a micro insurance scheme. The first step in this process was to create saving and 

credit groups, where each group consisted of 20 to 25 adult women, with only one 

from each household. A 3 month gestation period was then needed where saving 

habits were developed, and each individual was to generate a mandatory amount of 

savings which was to be collected on a weekly basis at a fixed rate of a minimum of 

Tk. 5 and insurance premium of Tk. 1 per member 

In these weekly meetings, the time was to be divided between the collection of 

savings and the conduction of continuous education session on topics related to 

health, hygiene, and nutrition as well as human rights and other key socio-economic 

issues. These meetings were to be led by the NGO staff. 

 Following the fourth month of the group‘s formation, participants become eligible to 

apply for credit, subject to the group‘s approval. Accordingly, the interested group 

members submitted business/activity proposals to prove the viability of the use of the 

loan, which is then discussed and scrutinized by the NGO staff and the credit 
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disbursed to the members. This is successful with the total amount of benefits paid in 

last year to amount to Tk. 115,000 and the total amount of contributions to amount to 

Tk. 606,392 

 

 

 
Table 2.5 Package Benefits Contribution No of beneficiaries 
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iv) “Jeevodhayam” India  
 

- The Jeevodhayam project is a micro insurance pilot project following a 

community based mutual participation model devised by nongovernmental  

and CARE India  

 

-  The bulk of insurance companies in India do not provide life cover for people 

living with HIV and AIDS (PLHAS) therefore this is an innovative project 

particularly as studies have shown that life expectancy of PLHAS has 

increased after support is provided. 

 

- Jeevodhayam is important for financing the mortgage of PLHAS and to ensure 

social security requirements particularly of people with rural backgrounds who 

live below the poverty line. This is beneficial and necessary in creating 

positive action towards the health of people living with HIV/AIDS 

 

- The program targets 2,000 PLHAS in the pilot phase. 

 

- The study saw that when comparing the survival versus mortality rate of a 

group of 2,312 PLHAS registered in Salem from September 2003 to 

September 2008, mortality rate among the PLHAS was found to be reduced 

from 54 per cent to 10.75 per cent. 

 

- Due to this success, the micro-insurance scheme is to be closely monitored 

and scared up in the near future.  
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b) CARE in Africa 

i) Ghana 

 
   

Background 

   

 Formally started in 2004 when CARE supported and funded Ghana Life 

Insurance Company (GLICO) to design the first formal micro funeral 

insurance policy in Ghana. It was referred to as Anidaso (hope) 

 Piloted in five Rural Community Banks (RCBs)/ Micro Finance Institutions 

(MFI) as the main channel of distribution in five regions. These were Kakum 

Rural Bank, Agave Rural Bank, Akuapem Rural Bank, Odotobiri Rural Bank 

and Women‘s World Banking (WWB). 

 By the end of 2006, micro funeral insurance policy designed by GLICO and 

distributed through 6 MFIs was the only known micro insurance product 

available for the low income earners mostly in the informal sector of the 

economy 

 The Anidaso micro insurance product has two components; life and 

investment policies and thus it offered life insurance with a savings product. 

The delivery channels were through a network of rural banks and savings and 

loans companies. 

 

 

The life policy of Anidaso is structured into the following three tiers of premiums: 

• ¢7,800 (US$ 0.80) per month for principal life only 

• ¢12,000 (US $ 1.3) per month for principal and spouse 

• ¢22,000 (US $ 2.4) per month for principal, spouse, 2 children 

 [Each child attracts an additional premium of ¢4,000 (US $ 0.40)] 

 

All the three tiers of premium attract a minimum investment (¢10,000). 

The benefits for the life policy are: 

• Death benefit of policyholder ¢5,000,000 (US $538) 

• Death benefit for policyholder‘s spouse ¢2,500,000 (US $269 

• Death benefit for policyholder‘s children (2) ¢1,250,000 (US $134) 
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Findings from Pilot 

 

- Clientele base of participating RCBs/MFI  

The clientele base has increased by almost 11% from the time of the baseline in 

December 2004 to May 2006 (134,599 to 149,106). Several reasons are owed to this 

increase in clientele base such as the expansion in operations of the RCBs/MFIs 

through the establishment of agencies within their catchments. For example, since 

2004, the Kakum Rural Bank in the Central Region opened another agency in Elmina 

bringing the total number of Agencies to ten. 

 

 
Table 2.1: Clientele base of participating RCBs/MFI 

 

As seen in the table above, there have been general increases in the total clientele base 

of the RCBs/MFI. However, Table 2.1 shows a decrease of 3.6% in Agave Rural 

Bank. This fall is due to the closure of one of their agencies in Akatsi. Furthermore, 

there is a large decline of 10.2% in Odotobri Rural Bank. This fall in clientele base 

was the result of competition from other banks within the area. 

 

- Number of policies sold to existing account holders 

The total number of policyholders has increased from 1,042 to 2,109, representing a 

102% increase (December 2004 to May 2006). As seen in Table 2.2 below, the 

increase in the number of policyholders was contributed mainly by Akuapem Rural 

Bank which had an increase from 182 in 2004 to 1,038 in 2006. This was largely 

owing to the recruitment of a highly motivated and dedicated PIA as well as the 

targeting of market women and the informal sector through a ―Susu‖ scheme being 

operated by the bank accounts for the very high increase in the number of 

policyholders. 

However, when looking at the total number of policies sold in all five of the 

RCBs/MFI, it is well below the target level of 300,000 representing a mere 1% of the 

expected target. Furthermore, when looking at Table 2.2, it is seen that RCBs/MFI 

sold Anidaso only to existing clients and not any new non customers.  
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Table 2.2: Change in the number of policyholders 

 

- Number of policyholders as a percentage of clients of MFI/RCBs 

The percentage of Anidaso policyholders to total clientele base of the RCBs/MFI has 

not shown any marked improvement over the baseline figures due to the very low 

levels of Anidaso sales. Table 2.3 below shows the relationship between number of 

Anidaso policyholders and the clientele base of each of the RCBs/MFI. Therefore, the 

overall, policyholders represent only 1% of the total clientele base of the RCBs/MFI. 

The total number of claims made since the inception of Anidaso in 2004 was only 9 

from all the five participating RCBs/MFI. The highest claim of five was recorded by 

the Odotobri Rural Bank. In terms of spread, death claims were 7 with the remaining 

two being investment claims. 

 

 

 
Table 2.3: Percentage of Policyholders to clientele base 

 

The total number of claims made since the inception of Anidaso in 2004 was only 9 

from all the five participating RCBs/MFI. The highest claim of five was recorded by 

the Odotobri Rural Bank. In terms of spread, death claims were 7 with the remaining 

two being investment claims. 

 

Lessons Learnt from pilot: 

Positive 

- Anidaso has the potential to reduce the vulnerability of the low income and poor 

to life-cycle risks such as old age, health related risks and death. Policyholders 

who have made claims have positive opinions of Anidaso, seeing its potential as a 

safety net against life-cycle risks such as death and a beneficial avenue to 

undertake investment. 

- Lead to improvement in the risk management strategies of low income and poor 

who are policy holders as they are able to reduce their exposure to lifecycle risks, 
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and thus remove the risks of slipping into further poverty and vulnerability.  

Therefore many MFI view Anidaso as a relevant insurance product that allows 

the low-income and poor to participate and benefit from insurance as a result of 

the low levels of premiums.  

Negative 

- Anidaso after the pilot study was found to not be suitable for those in the informal 

sector especially to farmers who had an unstable and irregular income. Those 

with seasonal income streams found it difficult to pay their premiums regularly 

especially during the lean season.  Therefore, around 90% of policyholders tended 

to be from the formal sector- those with stable and regular income streams. 

Therefore, not reaching out to the desired target group of smallholder farmers- the 

most vulnerable in Ghana. 

- There was very low penetration of the product.  As of May 2006, only 2000 

policies had been sold in the RCBs/MFI, representing a mere 1% of the total 

clientele base. This fell very short of the projected 300,000 policies expected to 

be achieved in the first 3 years of implementation.  

- This low penetration was owed to organisational problems with the RCBs/MFI 

regarding commitment towards the sales of policies, poor promotion of the 

product in the communities, lack of understanding of the product by potential 

policyholders and low uptake by the informal sector operators which account for 

over 80% of the target population. 

 

 

Initiatives since Pilot 

GLICO has started several initiatives to improve the implementation and sales of 

Anidaso, and respond to the expectations of policyholders and the RCBs/MFIs. These 

include: 

- Engagement of new Personal Insurance Advisors (PIAs) and Sales Executives 

and expansion of the number of RCBs/MFIs. For example the number of 

RCBs/MFIs has been increased to 20 with a target of reaching 45 RCBs/MFIs by 

the end of 2006.  

- GLICO has recruited 24 full-time PIAs with a target of recruiting 2 Sales 

Executives for each Agency of an RCB/MFI by the end of 2006.  

- Product improvement to cover hospitalization benefits, increase coverage of 

policyholders‘ children from two to four, increase in investment component, 

increase in commission paid to the RCBs/MFIs and retention of premiums in the 

RCBs/MFI. 

- GLICO has targeted certain groups and associations and currently four such 

groups in Accra and Tema have enrolled an additional 822 new policyholders. 
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ii) Zambia 
 

 
 

 

Background 

 Started in 1995- Peri Urban Lusaka Small Enterprise (PULSE) with CARE 

International and funded by a £2,780,000 grant from DFID that was used to 

create a self sufficient and autonomous financial institution. 

 It was created with the objective to fight increased poverty in Zambia by 

improving access to credit by micro and small enterprises. Furthermore, 

PULSE was responsible for increasing household income, economic security 

and employment opportunities among families of poor micro and small 

entrepreneurs who are constrained by an unfavourable economic climate, poor 

business management skills and lack of collateral to access capital from 

conventional banks.  

 PULSE offered the following services: a) loans with competitive interest rates; 

b) convenient repayment schedules; c) attractive interest rates on deposits in 

loan insurance fund; d) business management skills training; and d) borrower's 

protection fund.  

 In 2001, PULSE was incorporated as PULSE Holdings Limited, a company 

limited by guarantee. PULSE has a five-member Board of Directors drawn 

from a wide range of backgrounds: two members have microfinance and 

banking experience, one member is a lawyer, one member has corporate 

management experience, and the fifth member comes from a development 

background. 

 PULSE‘s loan products have evolved over the years into two main types of 

business loans: Ntemba, a group loan product for micro traders; and Small 

Business loans for individuals. It also has two emergency loan products: a 

household emergency loan to meet financial needs arising from funerals, 

school fees and medical expenses; and a business liquidity loan to provide 

quick cash to take advantage of business opportunities. For its group loans 

PULSE also uses LIF as form of security 

 From inception until end of 2002, PULSE cumulatively provided credit worth 

ZMK 12,969 million to 19,851 micro entrepreneurs; however, it did not 

achieve sustainability as its operational and financial self-sufficiency, with 

investment income, only stood at 70 percent and 34 percent respectively.  
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Micro-insurance incorporated into PULSE 

- During the course of the lending, PULSE has experienced significant 

delinquencies and write-offs that can be attributed to death and illness, either 

of borrowers or their family members and therefore needed to take risk 

management strategies.  

- After six years of experiences, significant efforts were made by PULSE to 

understand the risks that surround its clients. The organisation has undertaken 

or contributed to a number of impact assessments and case studies designed to 

understand the factors that undermine loan repayment and hinder impact. 

Pulse conducted a survey to explore the causes of loan default, and identified 

the following factors: 

 

Default due to Personal and Household Factors 

Issues Percentage of Respondents 

Death 88 

Illness 72 

School Fees 65 

Spouse‘s unemployment 45 

Default due to Business Factors 

Issues Percentage of Respondents 

Poor payments from credit sales 43 

Low business performance 76 

Deficiency in marketing skills 41 

Competition from illegal retailer 37 

 

- As seen in the above analysis, the number one economic shock is seen to be 

death as it drains significant resources from the business. The clients 

interviewed in the study also indicated the chance of using business capital 

and diverting loan funds are high when a household is struck by a shock such 

as death. 

- In response to this, a self-managed insurance scheme was introduced in 2000 

called Borrowers Protection Fund (BPF) in order to provide credit life 

insurance to its clients. The premium ranged from 1 to 3 percent of the loan 

depending on the loan size and term. In the event of a death, the BPF would 

pay off the outstanding loans. 

- As the scheme grew, it became apparent that the insurance aspect of the 

program would be better managed by an insurance company. Therefore, In 

February 2001, PULSE replaced the BPF by partnering with Madison to offer 

a Credit Life Assurance Scheme (CLAS). This mandatory scheme pays off the 

disbursed loan amount in the event of the borrowers‘ death. In addition to 

credit life, the scheme covered default resulting from prolonged sickness and 

thus paid loan installments when the client was ill.  

- As of October 2001, 2543 clients were registered on the scheme and only 6 

claims were made, with an average payout of US$96. 

- Toward the end of 2002, PULSE added another insurance product, Thandizo 

(‗assistance‘), a funeral insurance product that covers the borrower and 

selected household members. 
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Table 2.4: Breakdown of Credit Life Assurance Scheme 

 

 

Situation since inception 

 

- The number of clients being covered by PULSE at the end of October 2004 

went down considerably. Several clients discontinued service, moving down 

from 3,063 at the end of 2001 to 1,945 clients at the end of 2004. 

-  A recent study revealed a number of challenges that PULSE has faced over 

time, including high delinquency and default, low client retention, HIV/AIDS, 

fraud and staff turnover.  

- To improve its situation, PULSE recently underwent a major restructuring and 

implemented a five year business plan. This is based on a change in strategy 

that that identifies and aims to optimize use of under-utilized resources, 

identifies and mitigates weaknesses and aims to fully exploit strengths. 

Included in this is product refinements, product diversification, policy 

changes, and institutional and staff changes.  

- PULSE had 2,851 active borrowers at the end of 2006 with a gross loan 

portfolio of USD 600,000 and total assets of nearly USD 700,000. Their return 

on assets (ROA) was reported at 7.64 percent with a return on equity (ROE) of 

8.86 percent. 

 

Lessons learnt  

 

- One of the major reasons for the low uptake in insurance is that many of the 

Zambians have a shallow understanding of insurance. In studies conducted, 

the majority of participants actually express ignorance. Additionally, the low 

income market, particularly the illiterate or uneducated persons have a social 

bias against insurance. ―Our experience...has indicated that beliefs play a role 

in the demand for certain types of insurance. For example, paying for life 

insurance may be taboo, as if one is preparing for death.‖ Insurers pointed out 

that the general public was not generally accepting of risk pooling as a 

preventative strategy, although it was common to share the burden when crises 

actually occur. 
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- Furthermore, in general, Zambians have a strong anti-insurance bias, 

particularly with regards to health insurance. According to one insurance 

official, ―For Zambia, the demand for insurance has also been adversely 

affected by macroeconomic background. Taking health care, for instance, the 

1960s and 1970s were associated with free medical services that were of good 

quality. Having to pay for quality medical care now is something highly 

dreaded by many, not only low-income persons.‖ 

 

- For insurance to be widely accepted in low-income communities as a 

legitimate risk managing strategy, insurance professionals believe that a 

significant investment must be made in social marketing or education 

campaigns to overcome negative attitudes and social bias 

 

- Additionally there needs to be considerable investment in infrastructure. The 

Zambian financial sector suffers from poor outreach caused by lack of basic 

infrastructure in rural areas. Bank branches and financial institutions are 

concentrated along the Zambian railway lines, and for the most part in urban 

and peri urban areas. Rural areas have unreliable electricity supplies and the 

country‘s telecommunications system is poorly developed, causing a 

significant communication obstacle. Thus operation costs in rural areas are a 

deterring factor to rural development. Nearly half of Zambia‘s 73 districts do 

not have any access to financial institutions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://microfinancegateway.org/files/46210_file_Complete_Thesis.pdf
http://microfinancegateway.org/files/46210_file_Complete_Thesis.pdf
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iii) Uganda 
 

 
 

Background 
 

 In 2008 the Katine Community Partnerships Project (KCPP) supported and 

facilitated 18 famer groups to start the first village savings and loans 

associations (VSLA) in Katine Sub-county, Soroti district in Eastern Uganda. 

Some of the first groups to form VSLAs have completed the first cycle of their 

transactions of 52 weeks. The Olwelai Farmers Group VSLA, supported by 

KCPP completed the first 52 week at the end of July. 

 In response to the lack or limited access to financial services among the very 

poor people in Uganda, CARE Uganda has been promoting Village Savings 

and Loans Association (VSLA) with funding from NORAD, DIFD and ADA. 

 Given the great success registered from the implementation of this project and 

the high demand for VSLA from the communities where CARE operates. 

CARE Uganda sought for more funding from Bill Gates Foundation and from 

Barclays to continue with promotion of VSLA.  

 This project proposes to scale up CARE Uganda out reach of using VSLA 

methodology to reach 135,000 from poor and rural communities in Uganda by 

2001. New innovations have been designed in these two projects to enhance 

further the access to financial services and they include:-  

• Promotion of linkages to formal financial service providers such as banks, 

and insurance companies. 

• Promotion of business skills development among the clients of VSLA. 

 McroEnsure and CARE have named the unplanned nature of a death in the 

family as one of the largest risks a family faces. To address this issue, they 

have jointly developed a low-cost funeral benefit product to distribute to 

village savings and loan associations (VSLAs) via community-based trainers 

(CBTs) 

 

Insurance introduced to VS&L 

 

It is important to facilitate linkages to financial institutions. Households have a full 

array of financial needs of which some can be met by informal groups, while those 
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wanting longer terms saving plans need financial institutions. For example, some 

surveys have shown that in Malawi, women want to save up to pay for their 

daughter‘s secondary school education. Therefore, it is important to form 

collaborations with financial institutions and discuss how to best go about designing 

such products. 

 

 Micro Ensure and CARE International have partnered to sell voluntary funeral 

insurance to its Village Savings and Loan clients (VSLA) via community-based 

trainers (CBTs). 

 

Product Specification 

In discussions with village savings and loan associations (VSLAs) and their 

community-based trainers (CBTs), the unaffordable cost and unplanned nature of a 

death in the family was mentioned as one of the largest risks a family faces. This led 

the team of MicroEnsure and CARE to develop a low-cost funeral benefit product that 

could be distributed to VSLA members via CBTs. 

 

Why Funeral Coverage? 

Worldwide, MicroEnsure has found the cost of a funeral to be prohibitively expensive 

and perilous for a family. This was echoed during the time CARE and MicroEnsure 

spent with Tororo‘s VSLAs: 

- One VSLA had members earning an estimated 50,000 shillings a month, yet 

they estimated funeral costs at 300,000 shillings. 

-  Welfare/social funds or contributions from VSLA members provided 5-

15,000 shillings in relief, but this was a paltry sum in comparison to the 

amount needed. 

- This led many members to borrow as much as they could from the VSLA and 

then find the rest from family members, local lenders, etc. As we‘ve seen time 

and again, this is an untenable situation and can push families further into 

poverty. 

- One VSLA had attempted to create their own funeral insurance product to 

combat this risk, but failed due to the limited pool of capital they were able to 

raise. 

 

Operations 

Training Process – Pre-Implementation 

- - Being in a VSLA isn‘t all the preparation you need in order to facilitate 

linkages with financial institutions. It is essential clients understand definitions 

of terms that the financial institutions will be mentioning, their rights and 

responsibilities.  Generally taking part in a VSLA is flexible but when dealing 

with a financial institutions it is not flexible, therefore there is a need to 

understand difference 

- CARE has created a preliminary financial literacy curriculum and a training 

guide has been developed by MicroEnsure to be utilized during the training 

sessions. 

- The pilot will begin with the MicroEnsure team providing training to the 

CBTs on: 

 (1) The principles of micro insurance, 

 (2) The specifics of the funeral product, and  

(3) The enrollment and claims processes.  
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VSLA Training 

After training, CBTs will be empowered to train their VSLAs on the benefits of the 

funeral product. MicroEnsure will provide a training guide that walks them through 

the training on the basics of micro insurance, the funeral product, and how it will 

operate. At the end of the training, VSLAs will be asked to vote on whether they 

would like to purchase the product. It will be an all-in or all-out decision per VSLA. 

 

Sales/Premium Collection Process 

The CBT‘s sales process can occur throughout the year whenever a CBT chooses to 

present the product to VSLAs or they make the decision to purchase. The 

MicroEnsure project manager (agent) will be responsible for providing policy forms 

to the CBTs and collecting premiums and policy receipts to execute policy 

registration. The MicroEnsure project manager will provide the IPO with a tracking 

form that shows which VSLAs are enrolled during the course of the year. 

 

Claims Process 

At time of death, the VSLA member or other beneficiary will notify their CBT of the 

death (who should notify the MicroEnsure PM) and gather the police report and/or 

death certificate. If these aren‘t available, then VSLA members will need to provide 

letters (on official letterhead) from the priest and local council chairperson confirming 

the death with an additional letter from the VSLA group leader. 

Once the documentation is collected, the CBT will SMS the MicroEnsure PM who 

will collect the claims forms. From there, the PM and the rest of the MicroEnsure 

team works with the underwriter to process the claim and remit payment to the 

beneficiaries. Payment will be provided to the beneficiary through the MicroEnsure 

PM and will include transport costs for either the beneficiary or MicroEnsure 

PM. Once documentation is received by the MicroEnsure agent, claims are executed 

by the underwriter and MicroEnsure in 14 days. 

 

 

New Initiatives 

- CARE International in Uganda we are investigating the use of m-payments 

(electronic transfer of funds using mobile phone technology) in order to 

facilitate both the collection of insurance premiums and the rapid payment of 

claims in remote areas. 
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iv) Micro Insurance Components in Specific Programs 
 

1) SAVE UP 

- This is a partnership between CARE, the Bill & Melinda Gates Foundation, 

MicroVest and Innovations for Poverty Action (IPA) 

- It aims to extend the VSLA model over three years beginning in mid-2008 to 

reach an additional 300,000 clients (70 percent of whom will be women) in the 

rural villages and urban slums of Malawi, Tanzania and Uganda. 

- There is a potential for micro insurance to be implemented, as SAVE UP 

hopes to link approximately 15,000 new VSLAs with the formal financial 

services of MFIs, insurance providers and MicroVest. 

- Therefore they could take advantage of opportunities, and insurance products 

that will help them respond to emergencies, recover from disasters and meet 

the needs of old age. 
 

2) Self-insurance: the social fund 

-  In addition to the savings and loan fund, VSLAs created a so-called social 

fund, a sort of self-insurance program to provide members with small sums to 

cover emergencies: illness, funeral expenses, house fires and similar 

catastrophes, or school fees for orphans of deceased relatives. 

- Initially, the social fund consisted of a onetime contribution from each 

member: typically, between 20 and 40 percent of the amount of a single 

savings share.  

- In time, the size of contributions to the social fund was, and still is, 

periodically adjusted up or down based on the demands being made on the 

Funds.  

- Kept in a separate bag in the cash box, the social fund is managed separately 

from the savings and loan fund, is not shared out at the end of the year and can 

be carried over to the next year. The Fund is set at a level that covers the 

minimum insurance needs of the association‘s members and is not intended to 

grow. 

-  Members make requests for help from the social fund publicly at regular 

group meetings, but in emergencies they can also seek access to this fund 

outside of the regular meetings. No interest is charged for social fund loans; 

most groups expect members to pay back these loans but this does not always 

happen. 
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3) GLOBAL EXPERIENCES IN MICRO-INSURANCE 

a) Uses of Micro insurance 

i) Micro-insurance and Climate Change 
 

Climate change is a global phenomenon that has received a great deal of attention 

lately.  Heavy reliance of fossil fuels leading to an extortionate amount of carbon 

dioxide being released into the atmosphere is having a detrimental effect on the 

earth‘s climate. Some effects include melting of polar ice caps, increases in sea levels 

and greater incidences of climate shocks such as floods, droughts and cyclones. 

 

Although a global concern, developing countries are particularly at risk as they 

are the most reliant on weather related activities such as agriculture and farming. 

Therefore, it is this segment of society that is the most vulnerable and at risk to 

weather shocks brought about by changes in the earth‘s climate. Risks materialise at 

two different levels: the direct effects of a weather shock and the indirect effects due 

to the threat of a weather shock (whether it occurs or not). When looking at the direct 

effect, seeing as the poor are the most vulnerable to the effects of extreme weather 

events; when a shock occurs, their coping strategies break down.  Poor people have 

few assets to fall back on, and therefore, in order to survive they may be forced to sell 

these assets thus when the crisis is over they are in a much worse position than before. 

These impacts can last for years in the form of diminished productive capacity and 

weakened livelihoods. This is a great concern for much of the global population as 

climate change threatens both more frequent and more severe extreme events  

 

Similarly at an indirect level, the threat alone of a possible weather shock 

leads to a situation where the poor avoid taking risks. They shun away from investing 

in technologies that could increase their productivity as it may increase their 

vulnerability. This could be in terms of using up assets that they would need to 

survive a crisis or even investing without being sure of a return. The situation is 

further exasperated as creditors are more cautious of lending to farmers in an area 

synonymous with drought due to the risks of default. However, the lack of access to 

credit critically restricts access to agricultural technologies such as improved seed and 

fertilisation which could potentially bring high returns. Therefore, it is a vicious cycle 

as with or without a natural calamity, the threat is large enough to block economic 

vitality, growth and wealth generation. 

 

In order to mediate these uncertainties, risk management tools need to be more 

dominant. Of these, insurance has been successful in much of the developed 

economies. However, the presence of insurance in developing and low income 

countries has been limited and the few that are available are oriented to the rich.  One 

solution is using micro-insurance, in particular the use of index based insurance that 

offers opportunities for climate risk in developing countries. If used carefully, it has 

the potential to contribute significantly to sustainable development, by addressing a 

gap in the existing climate risk management portfolio. 
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Index insurance helps climate change by: 

- Acting as a risk transfer mechanism within a comprehensive strategy for 

managing climate risk in the face of climate change.  Therefore through index 

insurance, adaptive mechanisms come onto play that offers alternatives. For 

example, in the case of agriculture- a strategy would include; adapted crop 

varieties, micro- irrigation, rainwater harvesting and improved soil 

conservation practices. 

 

- Acting as a mechanism to help people access the resources needed to escape 

climate-related poverty: This way, the poor will have more resilient 

livelihoods and thus enable them to have access to increased credit, 

technology and inputs. Insured loans allow lenders to recuperate their money 

even in a year where the climate causes production losses. The loans allow 

people to invest in more intensive livelihood strategies which may help them 

to escape poverty traps. The increase in wealth and in economic resilience 

allows people to buffer themselves from the direct impacts of the climate. 

 

- Acting as a mechanism to incentivize risk reduction through price signals and 

risk management stipulations. For example, contracts could stipulate that 

certain risk reduction mechanisms, such as the adoption of wind-resistant 

cropping patterns or drought-tolerant crop varieties, must be in place if crops 

are to be covered.  One such example is the pilot project in Ethiopia, which 

was testing a scheme in which cash constrained farmers pay for insurance 

premiums through their labour on community assets which reduce risk such as 

water harvesting structures. The cost of the premiums in this project contains a 

component that is a price signal to reflect long-term trends 

 

There are many forms of Index insurance used to tackle climate related situations, 

these include weather index insurance, temperature and humidity index, wind speed 

and shaking index, livestock index and rainfall index which  has become one of the 

more popular  index insurance schemes these days. Some of the insurance schemes 

currently in place dealing with climate change are: 

 

- Ethiopia 

Like many of the African countries, almost 75% of the population in Ethiopia are 

dependent on rain-fed agriculture. However, because it is in the horn of Africa, it is 

prone to severe droughts leaving many Ethiopians livelihoods threatened due to 

extreme drought and caught in poverty traps. In 2006, to mediate this situation and 

provide food security, the World Food Program, whose presence has been felt in 

Ethiopia since 1960s , set up an insurance scheme which reflected crop and income 

losses due to lack of rainfall in different stages of the growing season. This project 

was scaled up in 2008 by WFP and its partners in a ‗crisis safety net‘ scheme in order 

to attempt to cover an additional 6.7 million people in  livelihood risk financing 

package to $US 300 million where around $US 50 million of the package could be 

covered by insurance. 

 

- Malawi 

Malawi is another developing country where much of the population are suffering 

from chronic food insecurity and locked into poverty traps.  A revolutionary pilot was 
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set up in 2005, being the first in Africa to provide aid to farmers against drought using 

index insurance. This was an example of the ‗cargo net‘ role of index insurance. As 

seen in the case study below, the insurance was linked to rainfall from data collected 

in weather stations and targeted groundnut and maize farmers. The innovative design 

of this project was that micro-finance companies were also involved, providing loans 

to buy certified groundnut seeds. This was made possible as MFI secured their loans 

in the insurance scheme. This allowed farmers to take more risks that offered higher 

returns, including buying improved seeds and fertilisers.  

Furthermore, in 2007 the Millennium Promise Alliance transacted an index contract in 

order to prevent climate shocks from dropping villagers into poverty traps that the 

project had been lifting them out of.  This is an illustration of the ‗productive safety 

net‘ role of insurance. The project is in the process of developing a related index 

mechanism to enable other project interventions to be able to further lift people out of 

poverty traps in a self-financed and sustainable manner. 

 

- Mexico 

As discussed in the case study below, Mexico is another example that uses index 

insurance to protect against climate related risks and thus has a ‗productive safety net‘ 

index scheme. Mexico is an ideal country to use for a climate change index scheme as 

it is estimated that 80% of Mexico‘s natural disasters are weather related, and they 

have a major impact on the viability of small-scale farming.  

This pilot was set up in 2003 where the Ministry of Agriculture and 

AGROASEMEX developed a program where Index insurance was purchased as a 

financial hedging mechanism for government responsibility under the FARPRACC 

system. In this scheme, the beneficiary of the insurance is not the farmer, but the State 

Government, which then disburses to farmers conditional on rules. Therefore, this 

insurance pilot was designed and targeted to help protect the poorest farmers against 

climate-related risks.  

 

- India 

One of the most successful projects using index insurance that has been scaled up 

enormously over the years started in Andhra Pradesh and Uttar Pradesh India in 2003 

where 1500 small holder farmers were sold index insurance along with other 

microfinance products. The project has scaled up rapidly, with more than 10,000 

clients by 2007. This program was replicated by three different insurers in different 

locations reaching a further 25000 farmers. In 2008 in Rajasthan alone 675,000 

policies were sold to farmers. The scale-up is continuing with growing momentum, 

with the Government of India playing a greatly increased role and financial partners 

offering related products.  This example shows that dramatic growth can be reached 

when there are partnerships between public vs. private observing networks, subsidized 

premiums, reduction in basis risk, the appropriate level of oversight appropriate and 

validation of contract quality. 

 

Limitations and points to consider 

 
- Need for reliable data 

In order to create a statistically significant index, there needs to be a historical 

collection of data as this length of time presents enough data to develop a probability 

distribution and elude trends in changing weather patterns.  
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Historical data is needed to come up with efficient pricing arrangements for 

indexes and insurance premiums. Correctly identifying these trends removes problems 

of basic risk where certain products can be over or under priced. As examples from 

the pilot program in Morocco highlighted, unpredictable rainfall statistics in terms of 

a downward declining trend forced insurers to charge high premiums for the weather 

insurance. These were too high for the clients to accept and the project was 

discontinued. 

Furthermore, weather indices are designed on the assumption that the weather 

is unknown for the coming season but the historical statistics can provide a reasonable 

expectation. However, with the extreme changes in weather events caused by climate 

change, this assumption becomes complicated as  even 30 years of data may not be 

enough to capture the extreme events that index insurance is designed to insure 

against. Climate change, by changing the frequency and occurrence of risk over time, 

has an important implication for the long-term affordability and profitability of index-

based financial products. Therefore changes need to be made- looking more into short 

term trends as well as conducting research into special trends, for example- is a 

drought in southern Africa associated with ample rainfall in the greater Horn of Africa 

 

- Basis risk 
The most central issue in the design of successful index insurance project is that of 

Basis risk.  This is a situation that occurs when the index insurance does not pay out 

for any factor that causes the farmer to lose their crop that is not reflected in the index. 

In order to be successful, the index must target the correct risks and minimise the 

basis risk, with all the other remaining risks clearly understood by the client.  

Therefore, a considerable amount of time needs to be taken to design and select the 

index.  It needs to be closely adjusted to work for the specific climatology and 

agronomy as well as be transparent and objectively measured. If basis risk is not dealt 

with effectively, it is possible for an index insurance contract to actually increase the 

risk that a farmer faces—even if the insurance is subsidized. 

 

- Cater for Client needs 

When looking into designing insurance schemes, the client must be an active partner 

and each situation requires negotiation between the client and the provider. Overly 

complex indices with reduced basis risk may be less valuable then simpler ones just 

because the farmer or pastoralist can understand it better. For example, a farmer may 

have risk management options for risks that occur at the beginning of the season that 

are more cost effective than purchasing insurance. Catastrophe can occur if the client 

does not know exactly what is not covered by the index, since the client may be 

unknowingly exposed to risks. Therefore it is essential for using tools such as market 

research in order to find out what the client‘s needs are especially as they need to be 

at the forefront of issues 
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ii) Micro-insurance as an element of a social safety net 
 

Globally, it has been seen that microcredit schemes are being used more and more as 

tools to aid in poverty reduction, with 2005 even being labelled the international year 

of microcredit. These schemes offer thousands of poor and vulnerable people access 

to credit. However, it is essential to note that when looking into reducing poverty and 

providing the poor with a safety net, it is not only the generation of income that is 

important, but also the protection of this income. This is where micro-insurance 

comes in. 

When talking of social safety net and social protection, we are looking at the non 

contributory transfer programs that seek to prevent the poor or those vulnerable to 

shocks from falling below a certain poverty level. There are three distinct but 

complementary ways that micro insurance and more specifically index insurance can 

contribute to poverty reduction. These are visualized as: 

- Crisis safety net 

This is used to avert humanitarian disaster by protecting very poor populations 

in the face of a severe climate shock 

- Cargo net 

This seeks to help populations escape from a poverty trap by, for example, 

improving access to credit, increasing land or labour productivity, or 

enhancing technology adoption or market participation. 

- Productive safety net 

This designed to protect the productive assets of those who are not poor, yet 

are vulnerable, to prevent them from falling into a poverty trap in the face of a 

climate shock 

 

 
Table 3.1: MI as element of social safety net 
 

The use of Micro insurance as a safety net is a relatively new concept and thus 

only a few examples exist. However, it is quickly gaining popularity especially as 

poor households have no access to formal credit. Public social security provided by 
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the government is targeted for those working in the formal economy and the informal 

sector is not recognised and thus not catered for.  This is a problem as the majority of 

poor work in the informal economy. Furthermore, coverage of social protection 

services is dramatically low in developing countries, with national governments 

unable to afford or administer universal care.  Based on estimates from the ILO, no 

more than 20 percent of the active population in many developing countries is 

included in public social security systems. The situation is especially severe in 

sub‐Saharan Africa and South Asia, where only 5 to 10 percent of the working 

population is covered by statutory social security—primarily old age pension and 

access to health care (ILO, 2001).  Micro insurance schemes providing social 

protection can be seen in: 

 

- Senegal: Here the Micro insurance schemes are mentioned in national social 

protection strategy as a key mechanism to extend social protection 

- Rwanda and Ghana: The states in these African countries implements 

nationwide social protection schemes in health that are built on district and 

community based mutual organisations 

- In Columbia- governments provide subsidies that enable the poor to be 

purchasers of health insurance which even stimulates competition to serve the 

low-income market by MI providers and others. 

 

One of the most beneficial aspects of providing micro-insurance is that it has brought 

access to credit and insurance for high-risk populations that were previously 

considered uninsurable. For example, when looking at farmers, index insurance 

projects such as those in Malawi have allowed farmers in Malawi to receive credit for 

the first time, allowing them to buy and use critical agricultural inputs and 

technologies such as improved seeds and fertilizers. Index insurance is helpful as it 

lowers the transaction costs of designing and managing contracts and payouts, thereby 

making it viable to sell insurance with low premiums that are affordable even to poor 

farmers.  In order for an index insurance project to be successful, the transaction costs 

will have to be kept low without diminishing the quality of the insurance coverage as 

it is scaled up. 

Due to the difficulties in providing micro insurance by the state and 

governments, micro insurance can be provided by formal or informal insurers in order 

to complement the state‘s role in providing social protection by reaching vulnerable 

groups.  It is important to note that not all micro insurance plays a role in social 

protection. For example, products such as health, life, old-age pensions and disability 

covers address the contingencies set out of social protection and thus aid social 

protection.  However, other products such as asset, livestock and housing micro-

insurance and credit linked insurance, that are very beneficial only covers the 

outstanding loan balance no not provide social protection coverage (although they are 

very beneficial). 

  Furthermore, it can be costly and difficult to target social protection schemes 

to the poorest households and to ensure they deliver timely support when bad events 

strike. Therefore complementing social protection with market-based forms of 

insurance can help. In Mongolia, public social protection against extreme risks of 

livestock death is mixed with private market protection against smaller risks to 

provide full insurance against a major agricultural risk. Similarly, in the Cambodian 

health insurance scheme the government covers some high-cost chronic health 
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conditions and partially subsidizes healthcare costs, while private health insurance 

covers the remaining costs.  

 

 

 
Limitations for micro-insurance and difficulties when providing social protection   

 

 High premiums 

Due to the risks associated with providing micro-insurance products to much 

of the population, such as moral hazard, the premiums are very high.  This 

makes it difficult for members to pay and uptake low. Therefore in the absence 

of subsidies, there are limited benefits from using micro-insurance as a social 

safety net. 

 Lack of access to micro-insurance 

Many people working in the informal sector or those that are excluded from 

the legal social schemes are still not able to access micro-insurance. This is 

particularly the case in Africa as many have difficulties due to geographic or 

socio-occupational outreach and increasing their membership. 

 Poor sustainability and continuity 

Many of the micro-insurance schemes currently available on the market have 

poor sustainability and continuity particularly in the schemes taking place in 

Africa. This is primarily because of poor management skills creating a 

situation where there are not adequate financial resources to employ staff. 

Furthermore there are inadequate information systems that make it difficult to 

monitor the scheme of operations. Furthermore, in many countries, the 

regulatory framework and legislations do not work in conjuncture with the 

micro-insurance schemes and thus it is difficult to facilitate the expansion or 

replication of pilot projects. 
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b) Case Studies 
 

i) Crop Insurance Projects: 

Malawi 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

Background 

Malawi is a land‐locked country situated in the Eastern part of Southern Africa. 

Drought is cited as the greatest weather risk in Malawi as it is a recurrent problem that 

often causes widespread crop failure leading to food insecurity. In 2004/2005 for 

example, the country experienced a devastating drought where at least 40 percent of 

the smallholder population became dependant on food aid. Furthermore, in 

2005/2006, although most of the country received favourable rain, there were still 

farmers in major production zones that experiences shortages of rainfall and reduced 

harvest. 

Approximately 85 percent of the population in Malawi live in rural areas, most 

of who depend on agriculture for a living. The majority of these farmers are engaged 

in smallholder, subsistence agriculture, cultivating areas of 1ha or less. In Malawi, 

over 90 percent of crop production is rain-fed, taking place during a single rainy 

season lasting from November to April. However, rainfall during this period tends to 

be highly erratic 

The main food crop in Malawi is maize, which tobacco and groundnut are two 

principal cash crops.  Maize production is a crucial element of food security and 

recurrent droughts lead to chronic and widespread malnutrition. Agriculture 

contributes to 38 percent of the country‘s GDP but its performance has been weak and 

erratic mainly due to the impact of drought, and this has constrained growth in the 

country 

Agricultural lending and insurance is generally considered very risky by most 

financial institutions in Malawi due to the drought as there is a very high correlation 

between drought and agricultural loan defaults.  Groundnut farmers in Malawi who 

traditionally relied on only local seed for production were interested in planting with 
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certified groundnut seed due to the increased yields and value of the certified 

groundnut seed. However, these certified seeds were unaffordable to most farmers as 

they had little access to cash and no access to finance. Furthermore, due to the high 

default risk in the event of a drought, banks and financial institutions were unwilling 

to lend or provide credit. Experiences from the high default rates for agricultural loans 

ranging from 30 percent to 50 percent in Malawi due to a drought in 2004–05 led to 

many lenders refusing to offer credit for agriculture. 

Therefore, a pilot weather insurance program was launched in 2005/06 by the 

Commodity Risk Management Group at the World to look at alternatives for dealing 

with this risk. The goal of the program was to utilize index-based weather insurance 

policy as a means to manage the weather related risks of providing credit to farmers.  

 

Pilot study 

A pilot project using index based weather insurance was launched in the 2005-06 

growing season in an effort to make farmers in Malawi more creditworthy and give 

them the access to finance necessary to purchase certified seed. Here, NASFAM (a 

smallholder farmers union) in conjunction with the Insurance Association of Malawi 

and with technical assistance from the World Bank and Opportunity International 

designed an index based weather insurance contract. The theory was that the farmers 

would receive a payout if the rainfall needed for groundnut production in four pilot 

areas Kasungu, Nhkotakota, Lilongwe North, and Chitedze was insufficient for 

groundnut production. Seeing as these weather contracts could mitigate the weather 

risk associated with lending to these farmers, the Opportunity International Bank of 

Malawi (OIBM) and Malawi Rural Finance Corporation (MRFC), agreed to lend 

farmers the money necessary to purchase certified seed if the farmers agreed to buy 

weather insurance. 

 

The groundnut sector was chosen for this pilot operation because 

(i) the crop is relatively drought sensitive, 

(ii) farmers had been unable to invest in new groundnut varieties due to their high 

cost, and  

(iii) The farmers‘ union had established a new marketing system for the crop, 

which envisaged loan recovery at the point of sale. 

 

The total amount sum insured per acre is MWK 5701. This amount is made up of the 

cost of the seed, the cost of insurance, the loan amount, and the interest payable. It is 

essential to include interest as in cases of severe drought, farmers will not be able to 

pay back anything and hence the insurer has to pay off the interest on the loan as well. 

In the case of partial drought, the insurance payout as calculated from the schedule 

will be paid to the lending institution with the balance to be paid off by the farmer.  

 

The basis of this arrangement is that in the event of a drought that triggers a payout, 

the money from the insurance agency would be paid directly to the bank in order to 

pay off the farmer‘s loan. Therefore, the participating banks have measures in place to 

mitigate their risks as well as allow them to expand their lending portfolio.  However, 

if no drought occurs, the farmers benefit from selling the higher value product. This 

enables them to invest in a higher yield and get a higher return. Therefore, the farmers 

are able to manage their risks at the farm level.  
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Product information 

There are three major growth stages of a groundnut plant: 

1) Establishment and vegetative growth 

2) Flowering and pod formation 

3) Pod filling and maturity. 

 

Through looking at agronomic studies of the soil type in each of the pilot areas, it was 

found that a groundnut crop will start to suffer from water stress when the cumulative 

rainfall within each growth period is below a certain trigger level.  Table 3.2 indicates 

the trigger level for the soil types from one weather station called Chitedze Research 

Station in Malawi during the 2005/06 growing station. 

 

 
Table 3.2: Trigger levels for different phases 

 

As seen in the above table, if the amount of rainfall received at the weather station is 

below 60 mm for the first phase, the insurer will pay MWK 28.5 (approx. $0.20) per 

each mm below 60. However, when the amount is below the limit, (30 mm in this 

example) the total sum insured is payable. The limit is where the crop is expected to 

have suffered from too much water stress that even if there are good rains thereafter, 

the crop will not recover. This interpretation is the same for all the three phases. At 

the end of the growing period, the payout from each phase will be added to come up 

with the total payout for the whole contract.  

However, if the payout amount is more than MWK 5701 (the loan given to the 

farmer), the insurer‘s payout will be limited to the loan amount. The payout is made 

to the financial institution which then uses the amount to clear off the loan with any 

surplus passed on to the farmer. 

 

No Sowing Condition 

Another interesting feature with this product is the ‗NO‘ sowing condition in which if 

there is insufficient rainfall for sowing groundnut seed during the sowing season, a 

payout is made and the clients debt will be cleared. Agronomic studies revealed that 

farmers usually plant their crop after receiving 25mm of rain within a ten day period. 

Furthermore, it was found that farmers in Chitedze sow groundnut within the period 

11 November to 20 January.  

 To make the insurance contract as dynamic as possible, the start date is on the first 

day of the first dekad in order to receive 25mm of rainfall.  Each month is divided into 

three periods called dekads. The first two dekads are 10 days long with the last period 

comprising whatever days left in that month. Sowing is expected to occur within the 

period 11 November 2005 to 20 January 2006, i.e. in the first of the seven dekads to 

receive total rainfall equal or above 25mm. If recorded rainfall for each of the dekads 
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is below 25mm then sowing would be assumed to have failed and insurers will pay 

off the farmer‘s total loan and interest. 

 

Delivery Channels 

In this pilot project, all the farmers who are growing this seed have signed agreements 

with the National Smallholder Farmers Association (NASFAM) whereby they are all 

required to sell their yields to it. It has memoranda of understanding with the lending 

institutions whereby it will deduct the amount owed by the farmer before giving them 

the balance of the proceeds. Insurance policies only cover the cost of seed for which 

farms borrowed from the bank; premiums were 6–7 percent of loan values. In the 

event of a payout, NASFAM deducts the amount from the farmer‘s loan and passes 

the payout on to the bank. NASFAM deducts the left-over loan liability from farmers‘ 

yield proceeds. In the event of a total payout, indemnities equal the value of the loan, 

and NASFAM does not deduct any amount from yield proceeds for loan payments. 

Conversely where there is no drought, NASFAM will deduct the whole loan amount 

and pay to the lenders. NASFAM will pay the farmers a price which is higher than 

they can get from alternative markets in order to ensure that they sell to them. 

Therefore, NASFAM acts as a delivery channel for the loan and insurance payouts. 

 

 Summary of the pilot statistics for 2005 / 2006 

As shown in Table 3.3 below, 892 farmers, 116 in Chitedze, 231 in Kasungu, 83 in 

Nkhotakota, and 464 in Lilongwe North purchased weather insurance from the 

Insurance Association of Malawi in order to both mitigate their weather risk and 

access finance. 

 

 

 
Table 3.3: Summary statistics for 2005/2006 pilot program in Malawi 

 

Evaluating the pilot project 

The Malawi insurance program was the first of its kind, especially in Africa as it was 

one of the first to be based on insurance against events that cause loss, rather than the 

loss itself. Index Insurance has many advantages over traditional crop insurance, 

including reduced claim handling costs, little moral hazard as claims are independent 

of farmer practices, and a balance of information about the weather on the part or the 

insured and insurer (avoiding adverse selection or the risk of an overrepresentation of 

high risk insured in the pool)  

By enabling farmers to engage in higher productivity agriculture, through providing 

the groundnut seed, the Malawi project allowed for farmers to operate without 

subsidies and thus it was a win-win proposition for all involved. Although insurance 

premiums and loan interest took up about 10 percent of expected revenue in a no-

drought scenario, farmers could still expect substantially higher net profits than they 

received with conventional farming. Furthermore, insurers and bankers were able to 

tap into lucrative new market. 
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The first year of the pilot project was a success from the prospective of the 

number of participating farmers. Market surveys found that 86 percent of sampled 

farmers indicated they would participate again 

 

Challenges and Risks 

However, certain challenges were evident as early as the first year. 

 

 NASFAM‘s trustworthiness  

NASFAM was essential to system logistics and proved adept at communicating the 

insurance package. However, market research showed that farmers were largely 

divided with regards to NASFAMS trustworthiness. This was an issue particularly as 

so much responsibility was placed on one organisation.  

 

 

 Prices offered for crops 

Many of the farmers‘ expectations were high and they were seen to be disappointed 

by the negotiated price that NASFAM offered for the crop.  During the projects first 

year, market prices were higher than the NASFAM price and thus many farmers sold 

to traders on the side, limiting NASFAM‘s capacity to repay the loan. 

 

 Basic Risk 

The issue of basis risk also proved controversial. Rainfall on certain farms differed 

from that at the station and thus situations arose where some farmers were winners 

and other losers. During field visits conducted, two participating farmers who lived 

about seven kilometres apart reported rainfall at each farm was markedly different, 

and in both cases much lower than that measured at the local weather station. 

 

 Lack of understanding of Index insurance 

Market surveys conducted also revealed a lack of understanding of insurance, 

particularly the index-based system, and vast distrust of weather station data among 

many farmers. This was particularly an issue as the backbone of farmers demand 

depended on a prerequisite for institutional trust, only then could the program be 

sustainable.  

 

 Insurer Capitalisation 

Finally, during the first year, risks related to insurer capitalization also existed. Bank 

officials were concerned that insurers might not be able to pay in instances of extreme 

drought. Therefore, it was very important for them to have the World Bank‘s 

participation. 

 

Scale up 

For the 2005/06 growing season, the product had been piloted in the 4 areas named 

above with 892 farmers purchased weather insurance for a total sum insured USD 

35,000. 

 

Many of the drawbacks that existed were addressed in the 2006- 2007 planting 

season, when the number of participating farmers increased significantly. Growth in 

demand outpaced the pilot program‘s ability to supply bundled credit-insurance 

services. This was, in part, due to organizational capacity limits at the field level. The 

program was eexpanded geographically to include an additional region. This was due 
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to investments in infrastructure including a new weather station and the installation of 

digital weather stations. This fifth weather station also led to an increase in farmers 

taking up insurance contracts, up to 1710 farmers. Additionally, lenders purchased 

group policies on behalf of their borrowers. By taking this approach, lenders can 

increase access to credit for farm households and pass insurance benefits to borrowers 

in the event of indemnity payments. 

Table 3.4 presents detailed statistics from the 2006/2007 season 

 

 
Table 3.4: Weather Insurance in Malawi (2006/07 Season) 

 

Another scale up in the 2006/2007 growing season was that rainfall-based insurance 

contract was now offered for maize production. Maize suffers from significant price 

volatility and fragmented marketing, so farmer loans are generally not available for 

maize inputs alone without some other collateral for the lender.  Furthermore, there 

was significant demand as the Micro Insurance Agency found that clients identified 

the need for credit to buy Maize seeds. The marketability for groundnuts was used to 

secure insurance and loans for maize, which is the main food crop in Malawi. 

Therefore, by combining a loan (and weather insurance) for maize with a loan for a 

cash crop covered by insurance, lenders felt comfortable that the profits from the cash 

crop could be used to repay the loan for maize if necessary 

 

Education games 

Researchers from IRI worked with farmers in Malawi during the second year of the 

pilot project in order to ensure that farmers understood insurance contracts.  This was 

essential as banks and insurance companies wanted to avoid any misunderstandings 

about payouts in the coming year in case no drought occurred. 

The researchers developed a worksheet that included the key characteristics of the 

previous year‘s contract, including the amount of rainfall needed for a payout, and 

what the payout would be under different amounts of rainfall. They also presented the 

information to farmers graphically, and included data on what payouts would have 

been with this contract in previous years. Several workshops were held with local 

farmers, where they were asked to calculate, using the information sheets and graphs, 

how much of a payout they would receive under different amounts of rainfall. The 

participants in these workshops had very few problems understanding and using the 

worksheet tool, and even made suggestions on how to change the slope of the graph to 

represent their losses better 

 

Evaluation and Lessons learnt 

The weather based insurance model in Malawi has brought about significant impacts 

on the livelihoods of poor farmers by unlocking credit facilities. Over 1800 farmers 

who were previously excluded from financial markets have been able to access 

agricultural loans for the first time. Prior to the pilot, OIBM did not lend to 
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agriculture, however after using lessons learnt from the project, they are expanding 

their lending book. Furthermore, four other banks have promised to unlock more than 

USD 10 million of credit if weather risk is insured. Therefore, weather insurance is 

becoming the norm in agricultural credit in Malawi. 

 Additionally farmers are able to access higher yielding seeds and fertilizers 

that are drought resistant due to the credit provided. This has produced dramatic 

increases in yield, often well over 200%, and has enabled farmers to diversify away 

from the staple maize into cash crops to supplement their incomes. Farmers 

interviewed in market surveys indicated that they got an average of SIXTY 50 kg 

bags (by using hybrid maize seed) as opposed the usual 20-25 bags.  

These farmers have several socio-economic benefits as a result of the project. 

Studies found when interviewing farmers found that 33 percent were able to built 

brick houses, 50 percent increased the amount of schooling for their children and all 

the farmers received valuable financial and technical education which gives them 

confidence for any future financial lending. 

Reasons for discontinuation: 

 Emerging agricultural supply chain with many problems greater than 

weather 

In order for an effective micro-insurance scheme to take place, there must be effective 

existing supply chain mechanisms in place and sufficient developed infrastructure.  

Crop insurance is not a panacea. The effects of other agricultural risks such as the low 

selling price of the crops need to be factored into the complex equation. As there was 

a good harvest in 2006 of the groundnut crop no claims were paid and there was no 

demonstration effect. Due to this, farmers report yields for using hybrid seed rose by 

140 percent.  The high yields of groundnuts as well as the increased numbers of 

farmers supplying groundnuts (due to increased client uptake of the rainfall index 

insurance product) pushed down the price to a point where farmers reported 

struggling to afford insurance premiums.  

 

 Groundnuts market prone to side-selling, leading to non-weather related 

defaults  

A further issue was that of so-called ‗side-selling‘. Under the contract arrangements, 

farmers had to sell their yields to NASFAM who in turn would use it to repay the 

loans of the farmers.  However, many farmers marketed and sold the groundnuts to 

opportunistic traders who offered a higher price than NASFAM. Groundnut seed 

prices rose sharply as the season progressed, eroding the premium offered by 

NAFSAM at the start of the season and thus tempting farmers to break contract.  

Although only a limited proportion of them did so, the incident revealed that the 

combined insurance and loan package may be vulnerable to this kind of behaviour, 

even within an organized market. NASFAM responded to this challenge by offering 

to reimburse anyone who had sold early to the association with the difference between 

the price paid and the higher price obtaining at the end of the season. Although the 

insurance scheme offered effective risk management and increased farmers‘ access to 

formal credit, the inefficient delivery channel eventually stalled the programme.  

 Willingness to pay by farmers 

It was found that smallholder farmers were often unwilling to pay premiums for a 

stand-alone product. Research conducted found that time and again that one of the 
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most frequently asked questions by the clients was, ―Do I get my premiums back if I 

don‘t make a claim?‖ This lack of understanding is frequently found among clients 

who have already taken out insurance. Furthermore, it was found that premiums have 

to always be pre-financed through loans. 

The groundnut pilot revealed that problems related to production, marketing and 

sales can undermine credit repayment and hence the effectiveness of the insurance 

policy. To make insurance viable for this sector, complementary investments are 

necessary to strengthen contractual relationships. These will likely feature additional 

flows of resources, improved farmer advice and oversight, and better links between 

input provision and commodity sale.  

 

 Communication 

-Client understanding 

Since insurance was new to most Malawians, much of the research conducted found a 

lack of understanding of insurance and often little trust in insurance by potential 

clients. Client education is a major challenge for most types of micro-insurance in the 

developing world and therefore, significant time and resources must be devoted to 

develop appropriate financial education for clients, and providing effective structured 

training of trainers in product distribution organisations. For example, monthly 

transformation meetings were held with small holder farmer groups in Malawi to 

disseminate financial education and technical agricultural knowledge.  One of the 

major lessons learnt was the need for periodic meetings with farmers in order to 

assess knowledge uptake  

 

- Communication link at national and regional levels 

It was found that the communication link at national and regional levels in Malawi 

were not satisfactory and needed to be improved. It was noted that the number of 

stations reporting on a regular basis had dropped. This is particularly a problem as the 

need for historical data is essential for a micro insurance contract to work.  In 2006/07 

for example no data was received from Misuku, Mbalachanda, Embangweni in the 

North; Dzalanyama, Kasiya, Sinyala, Thiwi in the Centre; Masambanjati, Mwanza, 

Chikwawa, Phalula and Luchenza in the South. It is advised to move away from old 

costly communication technologies to relatively low cost technologies. One way 

around this is to look into Global Satellite Mobile (GSM) communication and internet 

as these are promising options. 

 

 Basis risk 

One of the major drawbacks of index insurance is that of the presence of ‗basic risk‘.  

This happens when the payouts may not be fully correlated with losses. Because risk 

is not verified on the ground with weather index products, they are open to basis risk 

as the risk of the experienced loss can fail to match the calculated loss. This was a 

major concern expressed by the farmers as the rainfall data used to determine payouts 

were from a single rainfall station that could be up to 20km away. Therefore, as a 

result some found themselves winners when they had plentiful rainfall and still 

received a payment and vice versa. This is one of the major challenges facing the 

design and implementation of index insurance in heterogeneous rain fed environments 

as rainfall is different in different areas.  

One way around the problem of basis risk is to build more reliable stations and re-

evaluates the 20km distance.  During the 2006/2007 growing season, adding a new 

station allowed an additional 672 farmers to be part of the scheme. Furthermore, 
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upgrading 75 of the other stations, in order to produce reliable results will allow for a 

further 300,000 farmers to be captured.  

 

 Poor seed quality 

One of the major problems that arose during the growing season was poor seed 

quality. A middleman working for a commercial seed company sold expired seeds 

that did not germinate. However, since the insurance does not cater for such a 

problem many of the farmers were faced with difficulties as they were unable to grow 

sufficient crops to pay back their loans. Although farmers did not demand payouts 

from the insurance company, they did instead put pressure on the seed company. 

Furthermore another drawback was that the weather based instrument 

presumed that all farmers used the same farming techniques and had the same soil 

type when considering crop yield production. This was not the case and thus some 

farmers were more successful than others. 

 

 Formation of clubs 

Experience in the formation of clubs showed that these performed best when they are 

self-selecting, evolving ‗naturally‘ into a group that is socially cohesive. Under these 

conditions, the principle of collective liability works well. Because project planning 

had to be rushed, a small number of farmers were compelled to form clubs. These 

clubs tended not to function well and look unlikely to last through the second season. 
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Mexico 
 

 
 

Background 

 

Risks and uncertainties associated with extreme weather events such as floods and 

droughts have a profound impact on agricultural activities. Mexico is highly 

vulnerable to these catastrophic weather events where approximately 98 percent of 

risks to agriculture stem from droughts (80 percent) and cyclones (18 percent). These 

are further aggravated by the El Niño phenomenon (El Niño Southern Oscillation – 

ENSO) and cyclones. Over the last 30 years, Mexico has faced more than 119 natural 

disasters, the most in Latin America and the Caribbean, and the trend is upwards. 

 

The agricultural sector employs 21 percent of Mexico‘s workforce with 

subsistence farming being the most widespread form of agriculture. However, a 

majority of this is comprised of small scale farmers having non-irrigated plots of less 

than two hectares.  Therefore, agriculture only accounts for 3.8 percent of the 

country‘s GNP. Risk management on this level has traditionally been through 

informal mechanisms such as crop diversification or emergency borrowing. Thus, 

with their lack of access to insurance programs, it is the low income small scale 

farmers that are the most vulnerable to the harmful effects of the weather, trapping 

them in a vicious poverty cycle and limiting sustainable growth. 

 

The majority of arable land is sown with basic grains such as maize (the most 

widespread), beans, sorghum and barley. Over three quarters of these grains are sown 

in the spring/summer cycle from May to November, which coincides with the rainy 

season. These are the crops that are most vulnerable to fluctuations in rainfall. 

 

Prior to 2003, the majority of the poor rural population had no access to 

agricultural insurance.  Private sector insurers had generally been discouraged from 

entering this sector due to factors such as the catastrophic nature of the risk, the low 

profitability and highly fragmented possession of land in the rural sector and the high 
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operating costs owed to the socio-demographic and geographic characteristics of 

Mexican agriculture. In the event of a natural disaster, small scale farmers received 

funds from the Ministry of Agriculture‘s Programa de Atención a Contingencias 

Climatológicas (PACC), a subsidiary of the National Disaster Fund which was created 

in 2003 to assist rural populations affected by extreme weather events including 

severe drought, frost, hail, windstorm, excessive rainfall and flood. Costs were shared 

between the federal government (70 percent) and state governments (30 percent) and 

thus the Mexican state and federal budgets absorbed the costs and were put under 

considerable constraints. 

 

Due to the unsustainable and inefficient allocation of resources, an insurance 

programme for catastrophic risks based on weather indices was piloted in 2002 in 

order to improve the use of federal funds and their distribution to farmers. In 2003 the 

federal Government incorporated this programme into PACC, offering it on a much 

larger scale than in the pilot. It sought to offer the Government efficient risk 

management solutions for agricultural activities and to provide for more-timely 

distribution of federal funds to marginal farmers. 

 

Pilot Study (2002) 

The first small-scale pilot was carried out in 2002 in various regions of Guanajuato 

State and insured 75,000 hectares (ha) of maize and sorghum against drought.  

AGROSEMEX, a national insurance institute developed the Catastrophic Agricultural 

Insurance (CAI), an index hedge that was designed to protect small producers affected 

exclusively by drought events. It was based on a rainfall index and used five weather 

stations. AGROASEMEX designed and implemented this index insurance product in 

order to transfer Mexico‘s catastrophic agricultural risks to the financial market as 

opposed to being determined from the state level. Here, federal and state governments 

buy the insurance and manage the risk they face from making weather-contingent 

payments to rural residents. This was an ideal arrangement as it allowed federal and 

state governments to increase payments to those affected by the drought without 

increasing the budget. Furthermore, the drought was predetermined based on sound 

data from the rainfall index and not from a government declaration which was often 

subject to political pressure. Therefore, AGROASEMEX managed the programme, 

and was responsible for the commercialization of the product, while the risks were 

transferred to the international reinsurance market.  

 

 In this situation, index insurance was used which provided a solution for 

tackling some specific industry characteristics that made agricultural risks 

commercially uninsurable. For example, Index insurance offers an operating and 

technical element that permits it to handle adverse weather phenomena more 

effectively by correlating crop types of risk. Furthermore, it is able to reduce the cost 

of offering insurance by analysing regional, not individual risk and vulnerability; 

establishing thresholds or critical levels for weather variables that serve as indicators 

of impact; reducing the need for individual contracts, field inspections, or adjustments 

of individual losses; and reducing insurance market problems such as adverse 

selection and moral hazard. 

 

A region‘s access to this insurance is limited by three requirements: extensive 

and consistent historical climate data, infrastructure to measure weather changes in 
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real time, and the agro-climatic conditions to allow crops to develop adequately. 

Under the CAI, AGROASEMEX took the following actions: 

 

1. Isolate the effect of climatic events from the other factors of production: In 

order to the represent the effects of a weather variable on production levels; 

AGROASEMEX developed a specific model (Simulation Model for Agricultural 

Insurance). This provided information in order to effectively calculate the threshold 

values of this variable. 

2. Determine the periods of protection: AGROASEMEX decided on the time frame 

and developed the term of the insurance in light of the timing of water requirements 

for sowing and crop growth.  

3. Create agro-climatic zones of homogeneous response: AGROASEMEX 

identified groups of weather stations with similar characteristics to determine 

climatologically homogeneous regions. However, the existence of microclimates in 

the zones where AGROASEMEX intends to operate does reduce the efficiency of the 

weather indexes. 

4. Determine the threshold values of the weather variable: AGROASEMEX 

determined threshold values for rainfall during each cropping phase by studying 

historical weather patterns. In such a situation where actual rainfall is lower than the 

threshold value during any phase, it is considered an insurable adverse event.  

5. Establish weather stations and weather databases: There is a strong need for 

long term, reliable, consistent and homogeneous database of weather information in 

order to make index insurance viable and effective. Furthermore, it is essential to have 

weather stations that report weather data quickly and in real time. 

6. Derive an actuarial valuation of risk: AGROASEMEX used a method of 

actuarial valuation of risk that must be adjusted to the volatility that is inherent in 

rainfall patterns. 

 

Insurance Programme 

 

 
Table 3.5: Programme Basics 

 

Evaluating the pilot project 

In 2002, after addressing the methodological and conceptual issues related to CAI, 

AGROASEMEX carried out experimental tests of the insurance scheme in order to 

identify strengths and weaknesses as well as to pinpoint areas for technical and 

operating improvement. The test carried out field trials to evaluate the strength of the 

threshold values for rainfall by assessing the correlation of the threshold values, crop 

growth, and production levels in different phases. 
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 During the sowing phase, observed rainfall levels in all cases exceeded the threshold 

values and thus no adverse events were registered. To evaluate the strength of the 

threshold values established for this phase, a level of soil moisture was identified to 

determine the date when the soil reached its maximum moisture capacity at each of 

the climate stations considered in the test. The results showed that for all stations, the 

maximum moisture capacity was reached in the dates pre-established in the insurance 

contract for both sorghum and corn.  

During the flowering and crop growth phases, AGROASEMEX found that the linear 

models used, and consequently the threshold rainfall values, were well correlated with 

field conditions for crops. 

The results of this test of CAI support the feasibility of the methodology and concepts 

developed by AGROASEMEX. This form of insurance was well suited for 

commercialization under the assumptions and conditions established in the test and in 

the regions tested. 

 

Improvements made from Pilot Project 

Lessons learned from the technical and operational results of the 2002 pilot were 

incorporated into a second pilot that took place in the spring/summer cycle of 2003. 

These included: 

 

1) Regulations: The product was registered with the National Insurance Commission 

[Comisión Nacional de Seguros y Fianzas] (CNSF), which vets the legality of 

contracts and contributes to the actuarial methodology for evaluating risk. Having 

CNSF on board verified the efficiency of the product and the strength of the triggers 

established in the contract. In this pilot, the State Government of Guanajuato 

contracted insurance for approximately 107,600 ha of corn and sorghum, distributed 

over six weather stations in the regions. The total sum insured in 2003 was US$3.5 

million, with gross premiums totaling US$338,000 (see Table 4).  

 

2) Weather data provider: The National Water Commission (CONAGUA), which is 

the public entity responsible for managing the weather stations, granted access to the 

historical weather database and began producing a weekly electronic report with rain 

value updates.  This was in order to guarantee a rapid flow of rainfall  

 

2004-2008 scale-up 

Scaling up of the weather insurance programme continued in the following years. In 

2004, some regions from Puebla State were incorporated, crop coverage was extended 

to barley, and the insured area, number of weather stations and sum insured increased.   

 

Since 2004, AGROASEMEX has continued to work to extend coverage. It 

offers protection against drought and excess moisture for all four of the most 

important grains in Mexican agricultural production: corn, beans, sorghum and barley. 

Diversifying against drought across 32 states for several crop varieties has allowed 

AGROASMEX to further insulate its portfolio from risk.  By 2008, 1.9 million ha 

were protected under the programme, distributed over 251 weather stations, with a 

total sum insured of US$132.5 million and premiums of US$22 million, benefiting 

approximately 800,000 low-income farmers. The progress is shown in Table 4. 

According to AGROASEMEX estimates, CAI covered 3 million hectares in 18 states 

in 2009.  
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The growth of this form of insurance is limited and further expansion has been 

hindered by the lack of metrological infrastructure and the availability of weather 

databases that comply with quality standards. However AGROASEMEX is working 

on identifying new techniques for utilizing shorter time series of data and alternatives 

for improving analysis and data collection are being explored. 

 

Target group 

AGROASEMEX sells the insurance exclusively to the federal and state governments. 

The federal Government purchases the product through its PACC programme and 

then decides which states to cover. Furthermore the federal government responds to 

formal requests for assistance from state governments. 

 

The target group consists of low-income rural producers, mainly with non-irrigated 

crops. Of those who receive aid, 57 per cent have an income of less than US$74 per 

month, while the remainders have monthly incomes fluctuating from US$75 to 

US$222.  In the event of a disaster, public policies states that aid should go mainly to 

the most marginalized regions, which include areas with the lowest combined 

development in socio-demographic variables. This includes factors such as lack of 

access to education, suitable housing and income.  In the period 2006-2007, 41 per 

cent of the regions supported were considered highly marginalized. 

 

Product information 

Premium rates and subsidies 

The premium rate depends on the degree of marginalization of the municipalities 

included in the portfolio. The federal Government subsidizes 90 per cent of the 

premiums for those municipalities with high marginalization, and 70 per cent for 

municipalities with low-to medium marginalization. The remaining percentage of 

both is funded by the relevant state government. 

 

Triggers 

Every year AGROASEMEX evaluates and adjusts the trigger levels and/or the period 

covered by looking at relevant threshold values and soil moisture levels in order to 

improve payouts for the upcoming season. There are two triggers: drought and excess 

rainfall. These trigger levels differ according to the crop, region and crop growth 

stages, in terms of sowing, flowering and harvesting phases. This information is 

shown in Table 3.6 

 

 
Table 3.6: Minimum and maximum triggers for all states for drought and 

excess rainfall (2008) 
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Payouts 

Before paying any indemnities, CONAGUA is required to certify the weather data, 

which are sent to the international reinsurers. PACC operational guidelines state that 

the minimum payout is US$82 per hectare, which is equivalent to the aid granted by 

the Government in the case of extreme contingencies, for up to 5 ha of land per 

farmer as displayed in Table 3.7. This results in a maximum payout of US$410 for 

farmers growing annual and perennial crops and US$2,275 for small-scale farmers 

growing high-value crops.   

 

Payouts are fixed at this rate, and the Government retains any extra 

indemnities received. The state governments have a list of low-income farmers 

eligible to receive a payout from PACC, and they distribute the indemnities directly to 

farmers. These governments aim to deliver payouts within three months. Information 

has shown that on average, farmers generally reinvest 70 per cent of the payout 

received to restart or improve their production by purchasing agricultural supplies or 

making improvements to their production units. 

 

 

 
Table 3.7: Support given to farmers for disasters through PACC 

 

 

 

 
Table 3.8: Index insurance evolution in Mexico (2003-2008) 
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Evaluation of Index Insurance in Mexico 

In order to determine the effectiveness of the scheme, it is important to look at three 

major factors, one of which is the performance of the insurance model. The other 

aspect is profitability, which is essential to analyze whether such a project should be 

continued and is sustainable for all parties. Another important factor is the demand for 

the insurance, in terms of what is the reception and adoption. 

 

1) Performance 

One of the major limitations with Index Based insurance is Basis risk which refers to 

the imperfect correlation between an insurers potential loss experience and the 

behaviour of the underlying index on which the insurance product payout is based. It 

is possible that individuals suffer losses specific to them but fail to receive a payout 

because the index does not trigger. 

  

AGROASEMEX and its government clientele have been satisfied with the 

relatively minimal level of basis risk present in the programme. Nevertheless, when it 

has occurred, lessons have been learned and action has been taken to correct it. In 

2006 there were two cases. An indemnity was paid on a reading from a weather 

station in Neutla, Guanajuato Province, although no damage occurred in the field. As 

a result, this weather station, which was no longer reporting on a daily basis, was 

discontinued. In Michoacán State, the index trigger was not reached, but damages 

were present in the field. As was feared, in this case the state government was 

dissatisfied, lost trust in the scheme, and discontinued paying its share of the 

premium. 

 

Although basis risk cannot be completely eliminated, an ideal solution to 

decrease the risk would be to reduce the distance from weather stations to 10-20 km. 

However, doing so would require installation and maintenance of new weather 

stations, for which the federal Government does not have the resources. 

 

2) Profitability 

When looking at the figures seen in Table 4, the programme‘s financial sustainability 

is feasible. After comparing it with the original situation, it is apparent that 

AGROASEMAX has made it cheaper for governments to purchase and operate index 

insurance than to pay disaster assistance funds directly to farmers. The average 

operational costs from 2003 to 2008 are in the range of 1.3 per cent of the sum 

insured; and by 2008, purchase of risk-transfer instruments represented 61 per cent of 

the PACC budget. This is less than the costs prior to insurance when tax revenues 

were used directly. 

 

3) Reception and adoption 

As seen in Table 4, on average, Index insurance in Mexico has shown consistent 

growth since its 2003 launch with the number of farmers included rising from 47,000 

to over 800,000. Qualitatively, AGROASEMEX considers the insurance product an 

efficient instrument for risk management and risk transfer of federal assistance funds. 

It has a direct impact on the previously uninsured low-income rural population by 

significantly reducing the delivery time of aid and quickly kick-starting agricultural 

production in order to prevent farmers from falling into critical poverty once a 

catastrophic weather event occurs. However, many farmers are often unaware where 
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the aid comes from. They are still under the assumption that the funds they receive are 

from tax revenues as opposed to from index insurance. 

 

Lessons learned 

 Weather data 

Although the covered area and farmer uptake has grown almost exponentially, it still 

only accounts for 17 percent of the sowed surface in the spring/summer cycle. This is 

attributable mainly to the lack of weather stations able to guarantee efficient data flow 

and an optimum risk valuation process. 

Despite the number of weather stations increasing, and although the country has 

approximately 1,200 conventional weather stations managed by CONAGUA, only 

half of those are located in regions where insurance is offered. 

  

A possible solution would be to use the national network of approximately 764 

automated weather stations constructed by Fundación PRODUCE, the private rural 

producers‘ association. Thus far, these new, private weather stations have not been 

incorporated into the insurance programme. However, one limitation with these 

stations is that they only have three years of weather data which doesn‘t give enough 

historical data to analyze trigger points. To overcome this limitation and make use of 

the improved weather station network, AGROASEMEX developed a methodology 

using reanalysis techniques to obtain a simulated series of weather variables. This 

reanalysis has made it possible to simulate the current random data into regular 

patterns or ‗meshes‘ for temperature or rain, thus compensating for the lack of 

historical weather data.  

The feasibility of this methodology received preliminary testing in 2007 with 

satisfactory results; and in 2008 it was used for 75 weather stations, insuring an 

additional 250,000 ha. It is estimated that by 2009 approximately 161 government 

stations and 100 Fundación PRODUCE stations may be included because of 

AGROASEMEX‘s data simulation, which would potentially further increase 

coverage by 2 million ha.  

 

Another opportunity to improve data collection would be to use satellite imagery. An 

insurance product for pasture land began in 2007 using a Normalized Difference 

Vegetation Index (NDVI), which is derived from satellite measures of ‗greenness‘ 

corresponding to the level of photosynthesis on the ground. This method has been 

used more frequently, with the most current example being done in Kenya- with Index 

Based Livestock Insurance. 

 

 Diversifying payout options 

AGROASEMEX has suggested that in the future it might include a partial payout 

modality to accommodate smaller payouts in the event of smaller crop losses.  

 

 Expanding risk coverage 

The positive reception of index insurance programmes in Mexico is opening doors for 

its expansion and growth in the short- and mid-term. Efforts have been initiated to 

include new risks such as flooding and frost. 

 

 Financial intermediaries 

AGROASEMEX is also investigating the potential of selling index insurance products 

directly to farmers instead of solely to governments. The objective is to drive the 
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growth of index insurance by attending to the needs of the low-income rural 

population more efficiently and sustainably. Since poor rural smallholders are 

generally excluded from financial services, the idea is to link this risk-transfer scheme 

under a collective or group insurance approach, using rural producers‘ organizations 

to perform micro insurance intermediation. AGROASEMEX has calculated that by 

outsourcing to large intermediaries that have a stronger presence in rural areas, 

operational costs and the risk of moral hazard could be reduced.  

The possibility of operating and managing insurance under a partner/agent model is 

under study. In this approach, the risk is assumed by an insurance company and the 

microfinance institution performs sales and customer service functions, restricted 

exclusively to its partners, under a collective insurance contract that can be linked or 

not to credit. AGROASEMEX estimates that this operational model creates 

institutional synergies: each party (microfinance institution and insurance company) 

provides the service(s) in which it has expertise, creating advantages for the 

microfinance institution, the insurance company and the insured party. Feasibility 

studies are being completed, and 

AGROASEMEX has initiated a series of meetings with several microfinance 

institutions interested in future projects. 
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ii) Livestock Insurance Projects: 

 

Some of the major issues that livestock insurance faces are:  

 

- High transaction costs: 

 High incidence and risks of fraud: This leads to insurance companies 

adopting cautious measures at the time of policy issue thus leading to 

higher and more unaffordable premiums. 

 Moral Hazard: Often farmers let their animals die in order to claim 

insurance. This is made more attractive as the skin and hide of the dead 

animal can be sold resulting in a net positive income from the death of 

the animal 

  High operational costs: Paperwork involved in issuing policy and 

settlement requires intensive manpower. This increased cost affects the 

premium charged 

 

- Lack of information: 

 Lack of historical data on mortality rates: There is a lack of actual data 

pertaining to the mortality rates by bother government and insurance 

company. The data available is not digitalised and thus not able to be 

used 

 Lack of information on coverage of Vaccination programs:  Benefits of 

government and NGO programs to promote preventative cattle 

healthcare is not passed on farmers as they are not publicised or 

available on their coverage. Therefore, farmers do not benefit from 

reduced premium. 

- Unfavourable Coverage terms: 

 Conventional cattle insurance takes around 40-60 days to get claims 

settled in the event of death of an animal.  Therefore, farmers need to 

wait for almost 3 months before they can be compensated. Seeing as 

this is their primary source of income, this initial delay in settling 

claims pushes the famers to financial shocks which are supposed to be 

avoided by buying cattle insurance. 

 

- Poor risk reduction strategies: 

 Despite governments knowing the importance of improving the 

dairying and animal husbandry sector, other commitments and the 

effects of the global economy and budgetary constraints mean that 

some governmental institutions are not able to deliver most of the 

preventative livestock support services such as vaccination and de-

worming. This is noted by the insurers who then are forced to charge 

higher premiums. 

 

- Demand related challenges 

 Rural farmers who are already having a low disposable income are 

unable to afford the premiums put forward by the insurance 

companies. Their ability and willingness to pay is also due to their lack 

of awareness about the benefits of taking on insurance.  
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India 
 

Background 

 

The livestock sector in India accounts for roughly 11 percent of the world livestock 

population. Research has shown that India has the largest cattle and buffalo 

population, being responsible for 55 percent of the world buffalo population, 20 

percent of the goat population and 16 percent of the cattle population. Therefore, it is 

no surprise that livestock rearing is central to the livelihood and survival of over 100 

million Indians, particularly small and marginal farmers and landless agricultural 

labour across the country. This economy provides a diversified source of Income for 

much of the population as well as acts as a source of self- insurance for farmers 

allowing them to mitigate the risks of seasonal income, such as that from the 

agricultural sector. 

 

 
Table 3.9: of contribution of livestock and agriculture in GDP 

 

Rural populations are mostly involved in dairying, and thus the majority of small 

holders in India possess dairy farmers. However, the risks associated with cattle 

production are large as it is a high value asset and exposed to calamities such as 

income fluctuation and catastrophic risk. The Government of India have instilled 

many regulations and vaccination schemes in an effort to reduce the vulnerability 

caused by rearing livestock. Despite these actions, livestock rearing remains a risky 

business due to factors including: 

- Lack of suitable education/training in rearing for skill development 

- Inadequate finances and poor rural infrastructure for veterinary care 

- Non availability of timely inputs for heath care of animals  

 

However, risk reduction schemes such as providing proper vaccination; de-worming 

and curative measures have not been developed efficiently in India. Often households 

are pushed into poverty once they lose their livestock to calamities such as disease or 

scarcity of water and have no funds available to rebuild their stock.  

 

Therefore livestock insurance is a much needed productive risk management product, 

particularly in Rural India. Although various livestock insurance products have been 

offered in India since 1971, only 7 percent of India‘s cattle are insured. Problems such 

as the high adverse selection, poor spread of animal healthcare services, rising 
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incidence of fraudulent claims, lack of data on animal mortality and the long time 

taken to settle claims mean that insurers need to charge a very high premium to cover 

the losses accrued.  This creates a situation where much of the rural population are not 

able to afford the insurance.  

 

Pilot study 

 

Due to the high demand and need for efficient livestock insurance, an innovative 

structure for livestock insurance was introduced in PKGFS areas of operation such as 

Tamil Nadu‘s Thaniavur district in September 2009. This is through a joint 

collaboration of IFMR Trust Holding and Dairy Network Enterprise (DNE), together 

with Housing Development Finance Corporation (HDFC) Ergo GIC set up in order to 

maximize the financial well being of rural households. 

  The livestock insurance scheme offered was created to provide a 

comprehensive risk mitigating tool for the dairy farmers. It enabled access to 

dependable information for insurance companies, access to preventative healthcare 

services as well as cheap and affordable premiums to farmers.  

 

Product Information 

 

This is an especially innovative scheme as it tackles many of the problems associated 

with conventional cattle insurance. Some of the major components of this project 

include: 

 

- Cheap affordable premiums 

One of the major drawbacks to conventional livestock insurance is the low uptake by 

farmers due to the high premiums. The cattle insurance that are currently offered by 

most insurers range from between 4- 5 percent for a one year policy and are around 12 

percent for a 3 year policy. Many farmers cannot afford risk mitigating mechanisms 

such as insurance as their disposable incomes are low and premiums are high. 

However, with high operational and transaction costs as well as risks of moral hazard, 

insurance companies have no choice but to offer high premiums.  

However, a reduction in the premium has been made possible due to risk 

mitigation mechanisms. Therefore, the livestock insurance product offered at PKGFS 

is 2.9 percent for a year plus healthcare charges and 7 percent for three years as seen 

in Table 3.91 below. 

 

 
Table 3.91: Prices of insurance 
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- Radio Frequency Identification (RFID) tags for tagging 

One of the complications with conventional livestock insurance is that it is difficult to 

determine whether the livestock insurance claim is for the animal that was actually 

insured. The use of this Electronic RFID tags help to identify the animal. They are 

uniquely coded and their usage permits faster and error free reading of tag numbers as 

well as enables immediate electronic recording of cattle data.  

Furthermore, the RFID tag serves another function of storing information on the 

details of the cattle, such as information on healthcare, breeding and feeding. Not only 

does this create a data pool but also leads to future benefits in cattle valuation and 

breed improvement. This method of identification significantly reduces false claims 

and thus reduces premiums substantially thus making insurance attractive to many 

farmers. 

 

- Health services with Cattle insurance 

Along with the cattle insurance, each cattle is guaranteed access to preventative 

healthcare measures such as de-worming and vaccination, which was previously not 

provided by other programs. Also included are veterinary drugs and access to local 

veterinarians for preventive healthcare facilities and animal registration are provided 

at the farmer‘s doorstep, a service that could cost up to Rs 100-150 but is free. 

Additionally, a detailed history of the health status and productive details of the 

animals are recorded using a customised dairy health and productive management 

software called Herdsman which has been made to suit the individual needs of the 

cattle insurance product 

 

- Data provided in real time 

In conventional cattle insurance, normal copper or metal tags are used for tagging. 

Therefore, when an animal dies,  a large scale manual intervention, data entering 

process occurs which includes issuing a cover note that is matched against the tag 

number and then the policy can be issued; a process that can take longer than 5 days 

and a tonne of wasted paper. However, this new livestock insurance scheme, livestock 

details are issued in real time and thus for the first time, farmers can get their policy 

certificates over the counter at the time they pay their premium. This lowers the 

manual intervention and paper work and thus reflects in lower costs and lower 

premiums. 

 

- Claims settlement Process 

When an insured animal dies and a claim is made, wealth managers from PKGFS 

verify the genuineness of the claim and coordinate the submission of the relevant 

documents. This greatly increases the speed of the claim settlement process allowing 

claims to be settled within 72 hours of the animal‘s death thus allowing farmers to 

replace livestock, preventing large scale financial shocks. 

 

Evaluating study  

 

This insurance scheme offers solutions to the conventional insurance problems and 

strives to tackle the demand side by attempting to make the scheme as attractive as 

possible to farmers.  By offering complimentary veterinary visits, the farmer not only 

saves the cost of vaccinations, but also benefits from the convenience as transporting 

animals to the vet normally results in loss of wages for the day as well as incurs a cost 

in carrying the animal to the nearest veterinary dispensary. Furthermore, this scheme 
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is made attractive to farmers as PKGFS can give loans to rural households for the 

payment of the insurance premium. 

The technological advancements in this project such as the use of the RFID 

tags are ideal as they are cheaper and more convenient then many of the other 

methods such as retina identification. Although it is costlier then options such as bar 

codes, it is more reliable as bar coding for the purpose of cattle identification tends to 

be limited. This is because a simple scratch or dirt accumulated on the surface of the 

bar codes impairs readability.  

Furthermore, the use of the electronic cattle registration enables issuance of 

on-the-spot cattle insurance. This is especially rare as it normally takes up to 15 days 

for issuing cattle insurance and also eliminates paperwork and operational costs. 

These all have a direct impact on the premiums charged allowing this insurance 

scheme to have not only the best products available on the market but also offer the 

most affordable and cheapest premiums.  

By having a short and effective claims settlement process, it greatly reduces 

the long Turnaround time (TAT) that is present in much of the conventional cattle 

insurance. This allows farmers not to sink into chronic poverty and instead can carry 

on with their daily businesses. Therefore, this product would act as a safety net and 

protect the clients from financial shocks and provide support for buying cattle again.  

Additionally, in order to limit the moral hazard problem, only 85 percent of 

the value of cattle is paid out upon death of the cattle. This also acts as a deductible in 

health insurance and is expected to minimise the risks that farmers will let their 

animals die. 

Therefore, the technological innovations created by this project address many 

of the prevailing issues associated with micro-insurance such as high transaction costs 

and information asymmetry therefore allowing for a lower premium (2.9 percent 

compared to the 4.5 percent offered normally) and increased efficiency and efficacy.  

 Seeing as the project started in September 2009, statistics are currently not 

available on uptake levels and project lessons.  
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4) FUTURE OPPORTUNITIES AND POTENTIAL 

ENGAGEMENT OPTIONS 

a) Overview of Donors and Funding 
 

Donors play a pivotal role in micro-insurance and their presence is increasingly 

becoming essential for the successful running of projects. In a recent survey 

conducted by the Micro insurance Center, more than USD 10.2 million has been 

contributed by donors to over 160 different micro-insurance projects for the period 

2003 to 2006. 

 

When looking at the dispersion of funding, it is evident that the majority of 

donors fund projects in countries where they have a large presence or where they 

operate. For example, DFID has a strong presence in British colonies, French donors 

are active in ex-French colonies and the Asian Development Bank is synonymous 

with Sri Lanka and Vietnam. Furthermore, when tabulating the product mix that must 

donors provide funding for, it is seen that many chose to favour projects dealing with 

life and health products as seen in Table 4.1 below. 

 

 
Table 4.1 Donor support by product 

 

As seen in the map below, the country with the largest number of donor-funded micro 

insurance projects is India, having more than 20 projects funded by external 

organizations. This could be due to the regulation issuing a quota system that has 

compelled insurers as a condition of licensing, to sell a minimum percentage of 

premium value of their insurance policies in specified rural sector in an effort to 

provide insurance to the poor. Other countries where micro insurance is provided by a 

large number of donors are Uganda, Indonesia and Philippines, each of which has 

over 8 donor funded projects.  

  

What is interesting to note about this map is the majority of the world‘s 100 

poorest countries do not have access to donor investment. This shows that these poor 
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countries are lacking access to micro-insurance projects and thus do not have a risk 

management framework in place. 

  

 
Figure 4.1 Donor activities in micro-insurance 

 

When looking at micro-insurance, certain individual organizations are at the forefront 

of providing financial assistance to projects. These institutes include DfID, AIG, 

GTZ, Asian Development Bank and Opportunity International.  Furthermore, trusts 

and foundations such as the Bill and Melinda Gates Foundation is a substantial 

contributor to micro insurance projects partnering and funding innovative projects that 

provide social safety nets to the poor.  Collectively these organizations have 

contributed over USD 15 million over the past 3 years. 

 

 
Table 4.2: Top 5 Micro-insurance donors 
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Organizations such as ILO Step, IMF and World Bank are also important donors to 

note down. World Bank has worked with a range of partners and funded many micro 

insurance pilot programs, particularly dealing with index based insurance. Examples 

include weather index in Malawi as well as pilot programs in Argentina, Mexico, 

Morocco, India, Malawi, Nicaragua, Ukraine and Peru. 

 

Commercial insurers 

Another avenue where micro-insurance is provided and funded is through commercial 

insurers. As micro-insurance is a low margin, high-volume business, commercial 

insurers have recognized the immense market opportunity and begun to explore the 

market. Examples of these commercial insurers are Zurich Re, a reinsurance company 

that has formed a dedicated micro-insurance division and opened up operations in 

China and South Africa. Similarly, Allianz has micro-insurance operations of great 

scale in India and Indonesia.  This is also the case with AIG which has the longest 

running micro-insurance projects in India, South Africa and Uganda as well as CNP 

Assurance which has partnered with China Post; and a number of regional insurers 

including Indian insurance companies and China Life. These commercial insurers are 

not supported directly in any significant way by formal donors as only 8% have 

received direct donor support.  

 

As seen in the table below, it is seen that there is a repeat of different 

microfinance funds/ social investors in the different countries. For example, BIO is 

present in all the listed countries, as is Dexia Micro-credit Fund.  These are further 

banks and organisations that provide funds and loans in an effort to instigate business 

activity. For example, The Dexia MicroCredit Fund (DMCF) invests in debt 

instruments issued by microfinance institutions (MFIs), which are retail micro-

lenders. DMCF finances 88 institutions in 33 developing countries in Africa, Asia, 

Eastern and Central Europe and Latin America.  

 

There are again  other funds coming into micro insurance projects could be 

smaller, local insurers who may dedicate a small portion of their businesses to micro 

insurance, for either ―option-taking‖ reasons or to meet some corporate social 

responsibility commitment. The scale and profitability of these micro insurance 

projects are likely to be limited due to the limited focus, resources, and expertise 

committed by these local players 

 

When looking at future opportunities for CARE and potential engagement partners, it 

is particularly beneficial to partner with organizations that have large capacity 

building and technical assistance programs, such as the International Labour 

Organization Micro insurance Innovation Facility, funded by the Gates foundation.  

Another major Gates Foundation funded intervention is the Access to Finance 

Initiative (AFI) which works to develop capacities between emerging and developing 

countries to dramatically enhance the volume and quality of financial products, 

including micro insurance, to and between low income markets.  

 

 Partnering or seeking technical assistance from Leap frog or MicroEnsure is another 

avenue as they possess the technical expertise.  
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Table 4.3: Microfinance funds in different countries 
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5) SUMMARY AND CONCLUSIONS  

a) Summary analysis of CARE’s work  
 

As stated in the introduction, micro insurance as a risk management tool is a relatively 

new concept. Therefore, the amount of work already been done in this field by CARE 

International globally is commendable.  When looking at large scale projects, 

CARE‘s attention has mostly been focused in Asia, with the most documented and 

publicised micro-insurance work conducted in the Bajaj Allianz CARE partnership in 

India. CARE India not only provided short term relief to Tsunami victims but started 

an insurance scheme in order to provide risk management to the vulnerable groups of 

society in order to protect their livelihoods and help people out of poverty. 

Another notable project was the series of INCOME projects carried out in Bangladesh 

that are presently in their third installment, and now have a micro insurance 

component in the SHAHAR scheme.  These projects gain support and credibility due 

to CARE‘s long presence in Bangladesh as well as the mandatory requirement to 

uptake of the insurance if the participant wants access to credit and membership into 

the savings group. 

 

One of the best features of the current projects that CARE undertakes is the 

innovative aspect.  For example, in India‘s Prakasam district, Salt farmers were 

suffering extreme losses due to the unstable weather conditions such as un-timely 

rainfall, erratic monsoons and extended winter.  Therefore, CARE India pioneered 

and implemented a weather index based insurance project, the first one of its kind 

developed specifically for the salt farmers.  Similarly, the Jeevodhayam pilot project 

was another example of innovation and creating projects that are completely suited for 

the client‘s needs.  Despite the AIDS pandemic affecting many millions of people, the 

bulk of insurance companies in India do not provide life cover for people living with 

HIV and AIDS (PLHAS).  However, with the help of Project Concern International, 

CARE International provided health care to PLHAS. 

Not only does this project important for financing the mortgage of PLHAS ensuring 

social security requirements, it also helps in the health objectives asked in the 

Millennium Development Goals, in terms of combating HIV/AIDS as the 

Jeevodhayam scheme provides health support and insurance to people living with 

HIV and AIDS. 

 

Products offered 

 

-Life Insurance 

CARE International has had several projects in Africa including providing life 

insurance in Ghana through the Anidaso insurance policy and credit life insurance 

through the PULSE program in Zambia. This is consistent with many of the global 

patterns in micro insurance provision. Life insurance is the easiest and cheapest 

insurance to distribute as it is easy to price and resistant to problems of fraud and 

moral hazard. 
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-Health Insurance 

Health insurance is the most demanded form of insurance. However, due to the 

expenses attached to claims handling since large number of cases exist as well as the 

lack of access to quality healthcare, it is not easily provided.  However, the high 

demand for healthcare should act like a stimulus for innovation particularly as there is 

now a diversity of health insurance solutions mainly n Africa. More effort should be 

put into finding projects that are able to improve access to healthcare for low income 

groups. This way, the increased demand and more effective control of costs and fraud 

may lead to a ―big push‖ in the quality and quantity of healthcare. 

 

-Agricultural Insurance 

Agricultural insurance ranks very high in many demand surveys, with small producers 

in developing countries wanting it to cover loss of crops, livestock, plantations and 

farm equipments. However, is currently not very widespread with only 0.7 percent of 

poor people covered. This is particularly the case as insurers face many challenges 

including the high cost of distribution, the high costs of loss assessment and claims 

handling, and difficulty in controlling fraud and moral hazard.  CARE International 

should partner with agencies and implement index insurance particularly for weather-

related risks. The benefit of using this form of insurance is once a product is 

calibrated; there is no need for individual assessments of insured values and risks, and 

in the case of claims, no adjustment procedure. Large amounts of index insurance 

pilots are currently being tested. Index Insurance projects are particularly beneficial 

when dealing with weather related calamities such as cyclones, droughts, and floods 

and thus are beneficial in providing a risk management strategy against climate 

change. 

 

Although CARE has several examples of working in Africa, such as the life insurance 

in Ghana- as care developed the Anideso insurance policy. Although the theory 

behind these projects is good, in practice it is seen that projects fall short of their 

initial targets.  Uptake levels are low primarily due to two major factors which is 

consumer education/rural financial development, unaffordable premiums or poor 

promotion. It is essential to target the education component. Often it is seen that the 

uptake levels of some of CARE‘s projects, particularly in Africa are particularly low. 

This was the case in Ghana. Uptake levels are low due to certain factors, which 

include consumer education, unaffordable premiums and poor promotion of products 

in the market. 

 

Increasing consumer education 

By educating clients and people in rural economies on the basic principles of 

insurance and how it works will greatly increase uptake levels of micro insurance. 

Understanding created when micro insurance is explained allows low income 

households (who are already nervous spending any of their limited income) more 

likely to sign up for insurance. There are two main methods found to teach people 

about insurance. One of the methods are found in projects in India, where puppet 

shows or Bollywood styled role plays are used to educate the population on insurance.  

Similarly in Kenya, the use of experimental economics by playing with poker chips is 

another way of learning by doing, helping the poor understand how insurance works 

in real life. 

The second method is an ex post facto strategy where those without insurance see the 

benefits of those who have taken up insurance and then sign up for it. This was the 
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case after Cyclone Nisha where uptake levels increased by 20 percent after low 

income households whose houses were destroyed saw their neighbors receiving funds 

to fix their properties. However, instead of waiting for such a disaster, videos of 

experiences should be taken and shown because only by being exposed and hearing 

these stories will rural households understand what exactly insurance is. 

 

Technological improvement 

The developing world is being hit by a communication storm. Subscriptions for 

mobile phones in developing countries have grown from a few hundred million at the 

beginning of the century to almost three billion in 2008. Although the spread of 

internet is lagging behind mobile phones, it too is showing similar growth trends. 

This technological innovation has massive implications for micro insurance as 

phone calls may substitute for costly travel, text messages may supply farmers with 

weather forecasts and market information can easily be passed on. Therefore, the 

internet, mobile phones and chip cards all have the potential to reduce costs and 

increase the outreach of micro insurance throughout the supply chain. Agents and 

clients will submit applications electronically, policies will be automatically generated 

and distributed online, and electronic/automated premium payments will all further 

increase efficiency. Certain companies are already using this technology such as Tata 

AIG in India who provides online information, application forms and premium 

calculators for its micro insurance products. Additionally, MicroCare in Uganda 

provides online client registration and application forms. 

Moving from paper based to electronic processing allow for information to be 

passed in real time and thus allows for quick generation of detailed data and lower 

premium as well as broader understanding of the risk within a particular market. Only 

through technological innovation can micro insurance reach massive numbers. 

 

Village Saving and Loans Associations 

One of the most important and beneficial tools that CARE International has is their 

Village Saving and Loans Associations (VSLAs) which are all over the developing 

world. These groups act as the perfect delivery channel to offer communities access to 

social safety nets in terms of micro insurance packages.  It has been seen that several 

of these projects are in the pipeline. For example, in November 2009, it was 

announced that MicroEnsure are launching a funeral insurance project with CARE 

using the VSLA model. Furthermore, Barclays have donated $20 million to support 

micro finance in Uganda by developing VSLA‘s.  When designing the contract for 

these VSLA‘s, an insurance element should be put in, such as the one in the CARE 

India‘s Mutual Health Insurance project which is also a community based insurance 

project.  For microfinance projects, it is important to remember that it is not enough to 

just increase economic growth, this growth needs to be insured incase a disaster or 

event occurs.   

 

 

 

 

 

 

 

 

 



         Experiences in Micro-Insurance   

 

67 

 

b) Concluding remarks 
 

As this report has shown, micro insurance is still a relatively new concept and uptake 

levels are currently not as high as should be. In a recent study conducted by the 

MicroInsurance Centre, it shows that global outreach of formal micro-insurance still 

appears to be rather limited with projects identified in 77 out of the 100 poorest 

countries and covering an estimated 78 million people. This figure is quite small 

given that China and India are both among the 77 countries with micro-insurance 

projects. Due to the high population numbers in these two countries, the Asian region 

accounts for 86 percent of the global outreach of micro-insurance. Nevertheless, only 

2.7 percent of the poor population in Asia were covered by micro-insurance; and the 

coverage of the poor in Africa and Latin America was 0.3 percent and 7.8 percent 

respectively.  

 

These figures are very small considering the large potential micro-insurance 

can play as a risk management tool. The success of a micro-insurance project depends 

on a variety of factors including access of farmers to seeds and markets, good 

administration, cost efficient micro insurance products, and large scale delivery, for it 

to benefit the poor and also to make it attractive to those who provide the micro 

insurance.  

 

Furthermore, before micro-insurance can be made available on a large scale 

basis, several factors need to be addressed such as market barriers (poor people lack 

access to insurance or credit products), lack of appropriate delivery channels for 

micro-insurance products, regulatory barriers or the inexistence of them (that protect 

both insurer and insured).  One of the major obstacles identified in most of the micro 

insurance projects studied is the relatively low level of experience and knowledge of 

the target group with formal insurance. Many people do not understand the concept of 

insurance, let alone the terms and conditions of a contract, and are reluctant to pay in 

advance for a service they may not ever receive. In East Africa, people have been 

found to confuse insurance with savings, and to believe that they must use the service 

for which they pay premiums, resulting in unnecessary visits to doctors‘ practices. It 

thus appears that education on insurance, or, as some people call it, promoting 

financial literacy is one of the crucial areas where micro-insurance providers as well 

as donors should engage, in order to make micro-insurance a viable enterprise 

 
It must be remembered that micro insurance is just one of the several risk-

management tools available to low-income households. Therefore organisations truly 

concerned with helping the poor manage their risks should assess whether the 

provision of micro insurance is the most appropriate response.  Before rushing to 

jump on the insurance bandwagon, it is important to consider three questions 

regarding micro insurance:  

 

1) Do clients want assistance in reducing vulnerability to the risks to be covered by 

insurance?  

2) Is insurance the most appropriate financial service for providing protection?  

3) are clients willing and able to pay a price at which the insurance can be delivered 

profitably?‖ 
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For risks that result in small loses, for risks with high predictability of occurring or 

high frequency of occurrence, savings and emergency loans would be most 

appropriate risk managing financial services. Savings and credit are more flexible 

then insurance and thus can be used for a variety of different risks and opportunities.  

However, insurance provides complete coverage for large losses than poor households 

could provide on their own. This is what makes insurance ideal for events such as 

climate catastrophes. For these larger risks, participating in a risk pool is a more 

efficient means of accessing protection than if households try to protect themselves 

independently 

 

Insurance is not the be all and end all, and this point must be reiterated. One 

cannot overestimate the developmental effect of insurance. On its own insurance 

cannot eliminate poverty. Yet if it is available to poor women and men along with 

other risk management tools, health and life insurance for the poor can make a 

valuable contribution to achieving the MDG.  Take the MDG of reducing the 

proportion of people who suffer from hunger or whose income is less than one dollar 

a day. Insurance is essential as efforts to promote economic development will be 

quickly lost when vulnerable households suffer a loss or crisis. Furthermore, micro 

insurance helps address health objectives such as improving maternal health and 

combating HIV/AIDS. A project conducted in India by CARE International deals 

with providing health support and insurance to people living with HIV and AIDS. 

 

To summarise, those involved in micro insurance including interested governments 

and donors should begin by training and educating key players in the idea of index 

insurance; and private insurers should begin developing relationships with existing 

delivery channels. These steps will lay the groundwork for a functioning market. 
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c) Global Example 

 
 

 

 

 

 

 

 



         Experiences in Micro-Insurance   

 

70 

 

6) BIBLIOGRAPHY 
 

Agroasemex. (2007). Agricultural Insurance Market: The Mexican Experience, 

presentation at the Risk for Rural Communities Conference, Swiss Re Centre for 

Global Dialogue, 

  

Agroasemex. (2006) The Mexican Experience in the Development and Operation of 

Parametric Insurances Applied to Agriculture Working Paper 

 

Allianz SE (2010) Learning to insure the poor, Microinsurance Report, Allianz group  

 

Appui au Développement Autonome (2004) Microinsurance: Improving Risk 

Management for the Poor, in ADA (ed.) Newsletter number 6, December, 

Luxembourg. 

  

Arun, T., Steiner, S. (2008) Micro-Insurance in the Context of Social Protection, 

Brooks World Poverty Institute Working Paper 55 

 

Brown, W. and Churchill C. (1999) Providing Insurance to Low-Income Households, 

Part I, A Primer on Insurance Principles and Products, Microenterprise Best 

Practices Project, Bethesda, MD, USA. 

 

Brown, W. and Churchill C. (2000) Insurance Provision to Low-Income 

Communities, Part II, Initial Lessons from Microinsurance Experiments for the Poor, 

Microenterprise Best Practices Project, Bethesda, MD, USA. 

 

CARE Bangladesh (2000) International Discussion Forum on Micro-Insurance: 

Report on the Proceedings. Conference Report 

 

CARE International (2004) ANIDASO Insurance Policy for Low-income Market 

Segment in Ghana Case Study, Care International 

 

CARE and MicroInsurance Centre, (2006) Invitation for Tenders: Selection of 

Insurance Company for the Marketing and Underwriting Of a New Microinsurance 

Product in Ghana, CARE / MicroInsurance Centre 

 

CARE (2008) Protecting Salt from Rains, Piloting Index based Insurance, Insure 

Lives and Livelihoods Program Tsunami Response Program 

 

CARE (2009) Participatory and inclusive planning for adaptation to climate change 

in Northern Ghana, CARE and Climate change 

 

Christen, R.P and Pearce, D. (2006) Managing risks and designing products for 

agricultural microfinance, Occasional Paper 11, IFAD 

 

Churchill, C. (2006) Protecting the Poor: A Microinsurance Compendium 

International Labor Organisation 

 

Cohen, M. and Sebstad J. (2003) Reducing Vulnerability:The Demand for 

Microinsurance, MicroSave-Africa. 



         Experiences in Micro-Insurance   

 

71 

 

 

Dercon, S. and Kirchberger, M. (2008) Literature Review on Microinsurance 

International Labor Organization  

 

Hazell, P., Anderson, J., Balzer, N., Hastrup Clemmensen, A., Hess, U., Rispoli, F. 

(2010) Potential for scale and sustainability in weather index insurance for 

agriculture and rural livelihoods, International Fund for Agricultural Development 

and World Food Programme.  

 

Hellmuth M.E., Osgood D.E., Hess U., Moorhead A. and Bhojwani H. (eds) 2009. 

Index insurance and climate risk: Prospects for development and disaster 

management, Climate and Society No. 2. International Research Institute for Climate 

and Society (IRI), Columbia University, New York, USA 

 

Hess, U. (2003) Innovative Financial Services for Rural India, Monsoon-Indexed 

Lending and Insurance for Smallholders, World Bank, Washington, D.C., USA 

 

Hess, U. and Syroka, H. (2005a) Weather-Based Insurance in Southern Africa. The 

Case of Malawi, World Bank, Washington, D.C., USA 

 

Hess, U. and Syroka, H. (2005b) Risk, Vulnerability and Development, Presentation at 

BASIX Quarterly Review & Insurance Meeting, Hyderabad, India, 21 October. 

 

Linnerooth-Bayer, J., Mechle, R. (2006) Insurance for assisting adaptation to climate 

change in developing countries: a proposed strategy, Climate Policy 6 

 

Manje, L. and Churchill, C. (2002) The Demand for Risk-managing Financial 

Services in Low-income Communities: Evidence from Zambia, Social Finance 

Working Paper No. 31 

 

Manje, L (2005) Microinsurance Good and Bad Practices, CGAP Working Group, 

Madison Insurance Zambia Case Study No. 10 

 

Matul, M., McCord, M.J., Phily,C., and Harms.,J (2010) The Landscape of 

Microinsurance in Africa, Microinsurance paper no.4, International Labour Office 

 

Mechler, R., Linnerooth-Bayer, J., and Peppiatt, D., (2006) Disaster Insurance for the 

Poor, A review of microinsurance for natural disaster risks in developing countries, 

International Federation of Red Cross and Red Crescent Societies / the ProVention 

Consortium / IIASA 

 

Morduch, J. et al. (2009) Portfolios of the Poor: How the World’s Poor Live on $2 a 

Day, Princeton University Press 

 

Opportunity International Network, (2007) Micro Insurance in Africa: Filling the 

Distribution Gap, 3
rd

 African Microfinance Conference 

 

 

Radermacher, R., Ashok, S., Zabel, K., Dror, I., (2009) What do we know about the 

impact of micro insurance, Micro insurance conference Dakar 



         Experiences in Micro-Insurance   

 

72 

 

 

Roberts, R.A.J. (2005) Insurance of crops in developing countries, FAO Agricultural 

Services Bulletin 159  

 

Roth,J.,. McCord, M. J., and Liber, D. (2007) The Landscape of Microinsurance in 

the World’s 100 Poorest Countries The Microinsurance Centre 

 

Skees, J.R., Hazell, P.B., and Miranda, M., (1999) New Approaches to Public/ Private 

Crop-Yield Insurance, EPTD Discussion Paper No. 55, International Food Policy 

Research Institute, Washington, DC 

 

Skees, J., Murphy, A., Collier, B., McCord, M.J., Roth,J., (2007) Scaling Up Index 

Insurance: What is needed for the next big step forward? Microinsurance centre with 

GlobalAgRisk, Inc.  

 

Vargas Hill., R. and Torero, M., (2009) Innovations in Insuring the Poor (IFPRI) 

 

World Bank (2005) Managing Agricultural Production Risk, World Bank, 

Washington D.C., USA 

 

World Food Programme (2005) ―Pilot Development Project—Ethiopia Drought 

Insurance 10486.0,‖ Document submitted to Executive Board, Second Regular 

Session, Rome, 7–11 November, WFP/EB.2/2005/8-A 

 

 

 

 

 

 

 

 

 

 


