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This document is focus note 2 in a series of
12 produced as part of a five country study
on the role of policy, regulation and
supervision in making microinsurance work
for the poor. See page 14 for further details.

1 Background

This focus note presents the executive summary and
emerging guidelines from the 2008 IAIS/MIN Joint
Working Group on Microinsurance report titled
“Making insurance markets work for the poor: micro-
insurance policy, regulation and supervision”. The full
synthesis report and five country studies on which it
is based are available from www.cenfri.org. This
focus note provides readers with a short overview of
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Please note that, although the IAIS was represented
on the advisory committee of this project, neither
the findings contained in the report nor the emerging
guidelines have been officially endorsed by the IAIS.
A separate document, based on the findings of the
report, will be submitted to the IAIS structures for
discussion and approval. Although the content of the
report was discussed in various forums, the views
expressed remain the full responsibility of the aut-
hors alone.

2 Executive summary

In times of crisis, poor people are often the most at
risk and least able to protect themselves. Calamities
such as the sudden death of a family member, illness
or injury and loss of income or property can increase
the vulnerability of poor people and perpetuate
poverty. Insurance can mitigate the losses from such
risks. However, despite the growing importance and
rapid expansion of insurance services geared to low-
income households (microinsurance), many poor
people remain without adequate protection. 

This report presents an overview of the role of
policy, regulation and supervision in the development
of microinsurance markets in Colombia, India, the
Philippines, South Africa and Uganda. This evidence
is then used to extract cross-country lessons for poli-
cymakers, regulators and supervisors looking to sup-
port the development of microinsurance in their
jurisdictions.

Salient features of micro  insurance
markets in the sample countries

The microinsurance markets in the five sample coun-
tries share a number of key features. These are
important for understanding the evolution of micro-
insurance markets:

Low uptake of insurance and microinsur-
ance: Total insurance use is extremely low in the
sample countries. With the exception of South
Africa, insurance penetration is consistently below
5% of Gross Domestic Product (GDP). Within this,
the take-up of microinsurance among adults is even
more constrained: only in South Africa and Colombia
do more than 10% of adults have microinsurance –
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and much of this is provided by informal insurers.
Large proportion of the population falls into low-
income categories: A large proportion of the popula-
tion live on less than $21 a day. This ranges from 19%
in Colombia to 96% in Uganda. The number of ultra-
poor people, those living on less than $1 a day, is also
significant. The low level of income has two imme-
diate implications. 

Firstly, it suggests that microinsurance is not a
peripheral topic but is the appropriate insurance
category for a substantial proportion of the popula-
tion. Secondly, it implies a limited disposable income
for insurance products and a high opportunity cost
of doing so. 

High levels of informality: In all of the coun-
tries except Uganda the informal sector is estimated
to account for a sizable amount of the total microin-
surance market, ranging from 20% of microinsuran-
ce policyholders in India to 52% in Colombia. 

Large reliance on compulsory credit-
based insurance: Formal microinsurance is lar-
gely comprised of compulsory credit life policies sold
on the back of microcredit. Even in the countries
where credit life does not make up most of the
microinsurance market, it is still significant. The
growth of microcredit is therefore an important dri-
ver of microinsurance growth.

Voluntary sales bundled with other prod-
ucts or services and/or through mutual/
co-operative channels: Where there is volun-
tary take-up, it tends to be funeral insurance policies
(South Africa and Colombia) or policies bundled with
other products and services. The overwhelming
majority of voluntary products are sold via client
aggregators such as co-operatives/mutual associa-
tions, microfinance institution (MFI) networks, retai-
ler networks (in the case of South Africa) or even
utility companies (in the case of Colombia). 

Microinsurance definitions vary but
share low-risk features: The bulk of microinsu-
rance products offered in the sample countries share
features that help to limit the risk (prudential and
market conduct) of these products. This includes
limited benefits, short-term contracts, simplified pro-

ducts typically underwritten on a group basis and
the coverage of limited risk events (typically high fre-
quency, low impact).

Various factors affect the development of the
microinsurance market. These include factors rela-
ting to the demand side, supply side and regulatory
environment as well as to the overall macroeconomic
context and infrastructure.

Demand-side factors: understanding
the insurance decision

Responses in focus groups conducted as part of each
country study, as well as the salient features of the
microinsurance market described above, suggest
fairly consistent patterns of behaviour in the indivi-
dual client’s decision to buy insurance or not. Unless
compelled, an individual will only buy insurance if the
perceived value of the insurance product exceeds the
perceived opportunity cost of purchasing it. The
insurance decision can thus be analysed in terms of
the various factors that determine perceived cost
and perceived value.

Perceived cost is determined not only by the level
of the premium, but also by what the person needs
to sacrifice to buy insurance. This opportunity cost is
much higher for a low-income consumer. Perceived
value, in turn, is impacted by (1) the fact that low-
income people place a disproportionally high value
on current consumption, given their budget cons-
traints, rather than future benefits (they have a high
discount rate), (2) the level of trust in the institution
to successfully deliver on claims, and (3) the proba-
bility of the risk event occurring (with high frequen-
cy and/or probability risks such as health and life
likely to receive priority in the minds of consumers).

Supply-side factors: making
microinsurance markets

Making a market for voluntary microinsurance
where none exists needs business models that facili-
tate positive market discovery, i.e. where the consu-
mers are introduced to the product in a way that
allows them to understand its potential value and
where consumers are able to institute a successful
claim. No discovery will take place if the client is una-
ware that they are covered by insurance, and the dis-
covery will be negative if a claim is rejected for rea-
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sons that were not explained at the time of purcha-
se. The experience in the sample countries suggests
that the likelihood of positive discovery amongst low
income clients depends on the distribution channel
or business model used to deliver microinsurance.
Five distinctive (though not exhaustive) channels
were identified:
1 Compulsion: Compulsory insurance in the form of

credit insurance on the back of loans is the single
biggest category of microinsurance across the
sample countries.

2 Re-invention: In the absence of formal insurance
provision, or simply because they are unable to
afford it, low-income communities develop infor-
mal risk pooling mechanisms to cope with risk
events, thereby effectively re-inventing insurance.

3 Derived demand: This happens when the client
does not set out to buy insurance, and may not
even be aware of the existence of insurance prod-
ucts, but is induced to buy a product based on his
or her demand for another product or service
such as a funeral service.

4 Passive aggregators: Such models leverage exist-
ing client bases (e.g. retailers as aggregators) or
reach out through low-cost passive sales strate-
gies. Products need to be simplified to be sold
through such channels.

5 Individual agent-based outbound sales: The tra-
ditional model where an individual agent sells
insurance that is not attached to another prod-
uct, typically face-to-face with the client, but it
can also be done through outbound call centres.

The country experience is that the bulk of microinsu-
rance is sold through channels 1, 2 and 3. However,
regulatory models often favour channel 5. In practi-
ce, such distribution may be too expensive for low-
premium products, making this model unattractive
for providers. Regulation may (sometimes uninten-
tionally) also facilitate channel 1 by allowing compul-
sion but few regulators consider the consumer pro-
tection concerns arising from the captive client base
and limited competition. Channel 4 holds great
potential for market development, but evidence sug-
gests that these agents are unable to create a mar-
ket for a new product - they rely on prior discovery
through another channel before they can achieve
success. 

Impact of policy, regulation and
supervision on market development

The experience of the sample countries shows that
policy, regulation (including regulation not specific to
insurance) and supervision impacts on microinsuran-
ce development in various ways: 

General features of the policy, regulatory
and supervisory framework
• Pro-active and inclusionary regulatory

approaches generally are more supportive of
microinsurance development than re-active and
exclusionary approaches.

• Regulatory uncertainty undermines microinsur-
ance development. 

• The overall regulatory burden determines the
need for a dedicated microinsurance dispensa-
tion. If the overall regulatory burden is low, the
need for a dedicated microinsurance dispensa-
tion is reduced. 

Financial inclusion policy and regulation
Financial inclusion policy and regulation can push
microinsurance development but long-term market
growth and scale depends on the financial viability of
selling the products in the given market.

Regulators and supervisors need a clear manda-
te to support development.

Prudential regulation
Unnecessarily high regulatory barriers undermine
the entry and formalisation of potentially legitimate
providers. As a strategy to compensate for limited
supervisory capacity, prudential barriers are not suc-
cessful as the supervisor does not have the capacity
to enforce the regulations on all potential market
participants. The result may often be to fuel the
informal sector.

Tiering and graduation have been used in the sample
countries to facilitate entry, formalisation and
growth while still maintaining prudential standards.

Unlevel playing fields introduce a bias against provi-
sion by potentially legitimate players. Following a
risk-based approach, entities writing the same kind
of risk should face a similar regulatory burden.

Unnecessary restrictions on institutional types may
exclude legitimate providers. Where regulators fol-
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low an exclusionary approach they may limit
underwriting (and intermediation) to specific and
predetermined institutional types, making it difficult
for new business models with different legal identi-
ties to enter the market. This approach effectively
requires the regulator to be able to ‘pick winners’,
which it often does not have the capacity to do.

Sound corporate governance allows regulators and
supervisors to leverage non-traditional institutional
types. Weak governance for a particular category of
institution (such as cooperatives) means that a much
higher regulatory effort is required to ensure com-
pliance. However, excluding such institutional types
may impede development. Where the regulator has
implemented measures to improve governance
structures rather than excluding such institutions, a
whole new category of entities were able to support
market development.

Demarcation shapes provider models. Strict demar-
cation increases the cost of offering a product that
combines life, non-life and health elements.

Product regulation
Weak insurance definitions result in regulatory
avoidance and arbitrage. In several of the sample
countries weaknesses and gaps in insurance defini-
tions have been exploited to avoid regulation, illus-
trating the need for clear definitions of insurance
business.
Low-risk features of microinsurance products have
allowed some regulators to structure regulatory
definitions suited to the risk. 

Impact of macro-economic
conditions and infrastructure

These factors are often beyond the control of the
authorities, but may still have a significant impact on
microinsurance development and  need to be taken
into account:
• Economic growth stimulates insurance take-up

by increasing available income.
• Privatisation/liberalisation may increase compe-

tition and have been associated with the develop-
ment of insurance markets in the sample coun-
tries. 

• High levels of inflation may undermine the insur-
ance value proposition if not managed.

• Financial crises can destroy trust in insurance
products if they destroy policy-holder value or
insurance providers fail, but may subsequently
lead to improved regulation and increased com-
petition.

• Strong physical, social and commercial infra-
structure aid microinsurance development. 

3 Emerging guidelines for
microinsurance policy, 
regulation and supervision

The following guidelines, for consideration by policy-
makers, regulators and supervisors looking to sup-
port the development of microinsurance in their
jurisdictions, are based on the analysis of the expe-
rience of the sample countries. Before proceeding to
the guidelines we outline the goal, purpose and prin-
ciples such guidelines need to adhere to and also
outline the general regulatory approach underlining
the proposed guidelines.

Goal, purpose and objectives

The goal of these guidelines, which are based on the
cross country lessons emerging from the country fin-
dings, is to assist insurance policymakers, regulators
and supervisors (collectively referred to here as
“regulators” if not specifically distinguished) to
design policy and regulations and supervise com-
pliance in a manner that will facilitate the growth of
a microinsurance market in their countries. 

Microinsurance is defined as insurance that is
accessible to the low-income population, potentially
provided by a variety of different providers and
managed in accordance with generally accepted
insurance practices. This means that it should be fun-
ded by premiums and managed based on generally
accepted risk-management principles. It therefore
excludes social welfare as well as emergency assis-
tance provided by governments.
The purpose of growing microinsurance provision is
to extend financial inclusion in the insurance domain.
The objective of financial inclusion is that individual
consumers, particularly low-income consumers cur-
rently excluded from using formal financial sector
services, must be able to access and on a sustainable
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basis use financial services that are appropriate to
their needs and provided by registered financial ser-
vice providers. 

Insurance provides clients with a market-based
means to mitigate the material risks that they face.
Microinsurance must do the same for low-income con-
sumers. Although informal community-based risk poo-
ling mechanisms (those not registered with the insu-
rance supervisor to provide insurance to the public)
provide low-income clients with a risk mitigation
option and need not necessarily be formalised if they
present low risk, the approach of these guidelines is to
grow the formal microinsurance market. This can be
done by (i) formalising existing informal providers of
insurance (referred to in these guidelines as formalisa-
tion), (ii) encouraging existing commercial insurers to
reach out to lower market segments (referred to in
these guidelines as outreach), or (iii) encouraging new
entrants, both domestic and foreign, that are particu-
larly focused on the low-income market.

To develop microinsurance markets, regulators
should pursue the following general objectives:
• Facilitate both outreach and formalisation, ensur-

ing a level playing field for big and small players
where they seek to serve the same market;

• Promote products, providers and distribution
channels that will trigger the favourable intro-
duction of low-income clients to insurance and its
benefits;

• Adopt risk-based regulation, tailoring regulation
to the distinctive risks posed by microinsurance
products and intermediation;

• Minimise the regulatory burden on underwriting
and intermediation.

Guidelines relating to policy on
microinsurance and financial
inclusion

Guideline 1: Take active steps to
develop a microinsurance market

Explanatory notes:
In most countries the development of a microinsu-
rance market requires the extension of insurance
provision to client groups (notably low-income client
groups) that are not currently served by formal insu-
rers and with limited exposure to any other formal
financial products. Insurers either consider these

client groups unprofitable (or less profitable than
other opportunities) or have not investigated serving
these markets. As a result of regulatory drift or inad-
vertent regulation, insurers, both formal and infor-
mal, may also be subject to a high regulatory burden
that imposes regulatory costs that make it unprofi-
table to offer low premium products.

On the other hand, low-income clients pose dis-
tinctive challenges that need to be overcome before
they will make a voluntary purchase of an insurance
product. Amongst others, low knowledge and aware-
ness levels mean that few low-income consumers are
aware of the potential benefits of insurance.
Furthermore, the high discount rate applied by low-
income persons causes them to place a low value on
future cash payments, undermining the sales of life
policies with future cash benefits. Low-income
clients also show a disproportionately high distrust
of insurers and insurance, requiring particular atten-
tion to product design, the sales process and claims
payment. Yet poor people are much more vulnerable
to the debilitating impact of life events, asset loss
and health setbacks. Many a household that has cla-
wed its way out of abject poverty was cast back into
poverty through events that would have been insura-
ble within their means. To overcome these behaviou-
ral challenges microinsurance markets, more often
than not, have to be triggered or made and will not
arise through natural market dynamics. 

Guidance notes:
1 Confer a market development mandate on regula-

tors over and above their normal supervisory man-
date. This enables regulators to initiate market
development actions without falling foul of their
statutory mandate. At the least regulators should
be required to consider and minimize the negative
impact of regulation on market development.

2 Understand the existing as well as the potential
market, i.e. both the served and unserved sec-
tions of the population. 

3 Consider both formal and informal providers.
Informal products and providers usually indicate
needs in the low-income market segment not
being met by the formal market and reveal regu-
latory and other obstacles to formalising their
operations.

4 Place information, especially representative mar-
ket surveys about the extent and characteristics
of unserved market segments, within the public
domain.
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5 Make a public commitment to the growth of
microinsurance. Create general public awareness
about the potential for and ways to secure
microinsurance.

6 Allow space for market experimentation while
monitoring risk to the market and consumers.
Monitor general market development and
respond with appropriate policy statements and
regulatory adjustments.

Guideline 2: Adopt a policy on
microinsurance as p art of the broader
goal of financial inclusion

Explanatory notes:
Public policy expresses the intent of government.
Public and private sector actors alike take their cue
from the declared policy of the government of the
day. Explicit policy objectives on microinsurance
market development provide market players with
the necessary security and guidance to invest with
confidence in market areas where the regulatory fra-
mework may still be uncertain or in the process of
development (that most often is the case for micro-
insurance). Public officials, on the other hand, are
sanctioned by public policy to spend public resources
on microinsurance development initiatives.

The policy formulation process also forces regu-
lators to align microinsurance policy with other
government policy objectives. These objectives can
be supportive, such as a general policy to promote
financial inclusion, or conflicting, such as the imposi-
tion of specific taxes on financial transactions or
even publicly funded social protection measures that
undermine the provision of market-based risk miti-
gation products.

The relationship between microinsurance policy
and the government’s general approach to financial
inclusion is particularly important. Experience shows
that the development of microcredit and microinsu-
rance are mutually supportive. While credit insurance
assists debtors to discharge their debts in time of
need or death, it also mitigates major risks for the
creditor, thereby making the extension of credit more
viable. At the same time the microcredit (or microfi-
nance) sales process provides a ready, cost effective
and, in the case of community-based microfinance
institutions, a client-orientated channel to both deve-
lop and market additional microinsurance products
that meet the needs of low-income clients. Similarly

micro-savings, transaction banking services directed
at low-income clients and money transfer services
facilitate the intermediation of microinsurance.

Guidance notes:
1 Formulate a policy on the development of

microinsurance that is appropriate to the circum-
stances of the country. Avoid the adoption of
template solutions from other countries unless
these have been shown to meet the needs and
resource envelope of local market conditions.

2 Consult formal and informal market players, as
well as other relevant government departments.
These may include other financial sector regula-
tors, the revenue authority and institutional reg-
ulators (those responsible for the regulation and
supervision of legal persons such as companies
and cooperatives).

3 Locate the microinsurance policy within the gov-
ernment’s broader approach to financial inclu-
sion, to the extent that this exists. Coordinate
policy initiatives, supervision and law enforce-
ment with other regulators responsible for the
promotion of financial inclusion.

4 Base the policy on sound information about the
market and its evolution. Leave enough scope for
the regulator to respond to market changes and
demand-side challenges and to facilitate innovation.

5 If a substantial informal market exists, the policy
should facilitate both outreach by existing regis-
tered insurers and formalisation of informal
insurers.

Guidelines relating to prudential
regulation

Guideline 3: Define a microinsurance
product category 

Explanatory notes:
Microinsurance products require small premiums to
be affordable to low-income clients. Profitable
microinsurance operations therefore depend on least
cost underwriting and distribution2. 

In jurisdictions where the overall insurance regu-
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latory burden – both prudential and market conduct
– is low, the likelihood is high that least cost micro-
insurance operations can be achieved within the
existing regulatory framework. The development of a
microinsurance market may then require limited or
no regulatory intervention, but will still require acti-
ve government encouragement. However, in jurisdic-
tions where existing insurance regulation imposes a
higher compliance burden or is more restrictive, it is
less likely that least cost underwriting and distribu-
tion can be achieved within the existing regulatory
framework. In these jurisdictions a reduced com-
pliance burden – both prudential and market con-
duct - may be necessary to trigger or accelerate
microinsurance development. Such a reduced com-
pliance burden can only be justified on the basis of
reduced risk. Invariably this requires the regulatory
definition of a microinsurance product category that
entails systematically lower risk.

Microinsurance products tend to entail lower risk
because: (i) benefit values are lower, (ii) policy terms
tend to be shorter – often one year or less, (iii) the
risk events covered are relatively predictable and the
financial impact of each event relatively small, and
(iv) the terms of the policy tend to be simple, avoi-
ding complex underwriting processes. Most microin-
surance policies are sold on a group basis and do not
require individual underwriting. Although not all poli-
cies sold to low-income clients answer to these cha-
racteristics, most do. Utilising these parameters a
microinsurance definition can be crafted to entail
systematically lower risk. 

The income level of the prospective policyholder
is not considered a viable element of a microinsuran-
ce definition since the verification of individual or
household income is too expensive and often of sus-
pect integrity. The actual income levels of the policy-
holders will only become relevant if the policy pre-
miums are subsidised by the state to a significant
extent. Under these circumstances governments will
normally require more precise targeting of state sup-
port to the poorest sections of the community.

The key parameters for a national microinsuran-
ce definition are therefore the policy contract dura-
tion, benefit cut-off level and types of risk events
that are included. Policy contract duration has a sig-
nificant impact on the underwriting risk of a particu-
lar product with longer term policies being more
risky than short-term policies. The benefit cut-off
level, or maximum value to be written under a micro-
insurance policy, will differ from country to country.

In setting this maximum benefit, policymakers must
take care not to set the level too low. Particularly in
countries with a low insurance penetration, most of
the population is unserved by insurance and the
maximum benefit should be set as high as possible,
constrained only by the inherent risk posed by the
benefit size and the need for a lower compliance bur-
den.

The types of risk events to be included in the
microinsurance product category should be determi-
ned by a number of factors, notably (i) the key risks
faced by low-income households, (ii) how the rele-
vant risks are generally managed or underwritten by
the industry, and (iii) the market making and innova-
tion dynamics prevalent in the particular insurance
market. Both life and non-life risk events threaten
low-income households and both should be included
in the microinsurance definition. Life and non-life
microinsurance policies tend to be underwritten on
the same basis (on a group, short-term basis) and
thus justify similar treatment. From a market making
perspective, experience shows that most microinsu-
rance policies are sold on the back of other microfi-
nance services or linked to the sale of a product or
service, for example a mobile phone or a future fune-
ral. To facilitate market making, these policies (such
as credit life, funeral insurance and insurance for
mobile phones) should be included in the microinsu-
rance definition.

Many low-income communities use informal risk
pooling schemes to mitigate risks, especially to cover
funeral expenses. As long as these schemes do not
provide contractually guaranteed benefits, they fall
outside the definition of insurance and thus also
beyond the ambit of microinsurance. Unless these
schemes are subject to large scale abuse or fraudu-
lent practices, they should remain beyond the scope
of insurance regulation. The limited supervisory
capacity should instead be focused on insurance pro-
per.

Guidance notes
1 Determine the extent to which the current insur-

ance regulatory burden inhibits the underwriting
and/or distribution of insurance products that
are appropriate for the low-income market seg-
ment. This includes the extent of informal insur-
ance provision and obstacles to the formalisation
of informal providers.

2 If the regulatory burden inhibits the growth of
microinsurance (and cannot be reduced across the
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board), define a microinsurance product category
with systematically lower risk that will justify
reduced prudential and market conduct regulation.

3 Define the microinsurance product category as
wide as possible (in terms of both risk events
covered as well as maximum benefit levels) to
enable maximum extension of insurance penetra-
tion and integration into the rest of the insurance
market. Provide an easy mechanism to adjust
benefit levels to keep track with inflation and
market changes.

4 Restrict the contract term of microinsurance
policies, for example to twelve months. The actu-
al term should be set in line with industry prac-
tices and client needs.

5 Set requirements to ensure simplicity of terms
and easy communication thereof in the lan-
guages used by low-income clients.

Guideline 4: Tailor regulation to the
risk character of microinsurance

Explanatory notes:
The establishment of a microinsurance product cate-
gory with lower risk (refer guideline 3) allows the
regulator to tailor both prudential and market con-
duct regulatory requirements to allow for lower-cost
underwriting and distribution targeted at the low-
income market. Whilst a lower compliance burden
will be essential in a number of jurisdictions to ensu-
re the viability of microinsurance operations, the fai-
lure of such operations due to inadequate regulation,
e.g. inadequate solvency requirements, will undermi-
ne the growth of a microinsurance market. A balan-
ce therefore needs to be struck between a necessary
reduction in the compliance burden and the mainte-
nance of sufficient standards to protect clients and
maintain trust in the insurance industry.
Regulators must consider tailored requirements,
commensurate to the risks covered, complexity and
size of proposed microinsurance operations, in the
following areas:
• Capital adequacy, solvency and technical provi-

sions;
• Prescribed standards on investment activities;
• Prescribed risk management systems;
• Prescribed underwriting systems and processes,

including the extent and frequency of actuarial
certification;

• Demarcation between life and non-life lines of

business, especially the extent to which insurers
can underwrite both life and non-life policies wit-
hin the microinsurance product category;

• Market conduct regulation, including commission
capping (see guideline 8 below);

Regulators can reduce the regulatory burden in one
or more of these areas, depending on their existing
regulatory framework. 

Generally jurisdictions follow one of two approa-
ches. Option 1, which is often chosen if the existing
legislation confers sufficient powers on the regulator
to promulgate exemptions or wide-ranging subordi-
nate legislation (removing the need to approach the
Parliament or Congress to pass amending legislation),
is to provide exemptions from existing obligations for
a microinsurance line of business. Existing insurers or
new insurers able to comply with the existing entry
requirements are then able to offer microinsurance
products under the reduced regime. This would typi-
cally include market conduct concessions, for exam-
ple exempting the microinsurance product lines from
commission caps applicable to other lines of business,
or allowing more and cheaper distribution channels
to be used for microinsurance sales. The limitation of
Option 1 is that it tends to limit the universe of micro-
insurance providers to insurers who are already licen-
sed or new insurers who can comply with often one-
rous entry requirements.

Option 2, which usually requires more extensive
regulatory intervention than Option 1, is to create a
second tier of insurance license with entry and other
regulatory requirements tailored to the provision of
microinsurance (referred to as a microinsurance
license). This option provides more scope than option
1 for regulatory intervention to promote microinsu-
rance. Tailored capital, solvency and investment
requirements can be stipulated to facilitate the entry
of smaller institutions wishing to participate in this
market. The regulator can prescribe risk manage-
ment and underwriting systems that are less costly
and within the capacity of smaller operators.
Moreover, since life and non-life microinsurance busi-
ness is often underwritten on the same short-term
basis, and because single channel distribution redu-
ces cost and promotes positive insurance discovery,
some jurisdictions are moving towards the removal
of the strict demarcation between life and non-life
business in the microinsurance sphere. The same pro-
vider is then allowed to underwrite both life and non-
life microinsurance policies.
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Guidance notes:
1 Consider the specific regulatory provisions (as

opposed to the overall regulatory burden – refer
Guideline 3(1)) that restrict the growth of
microinsurance provision.

2 Decide whether appropriate exemptions to the
key provisions will be sufficient to deal with the
material restrictions or whether there is need to
create a new or second tier of regulation that
provides specifically for microinsurance. 

3 Design the microinsurance regulatory tier to be
attractive to both existing registered insurers
and potential new entrants, setting the entry
requirements as low as is feasible, given the
microinsurance risk profile, to facilitate new
entry.

4 Develop risk-proportionate rules for microinsur-
ance providers that are reflective of the limited
business risk and will enable the participation of
smaller players who do not have the capacity to
comply with one-size-fits-all regimes.

5 Consider the need, within the microinsurance
business line and if applicable to the jurisdiction,
to maintain the strict demarcation between life
and non-life insurers. If possible, allow a microin-
surance license holder to underwrite both life and
non-life microinsurance business.

Guideline 5: Allow microinsurance
underwriting by multiple entities

Explanatory notes:
In developed countries many of the older insurance
companies started out as mutuals, pooling resources
to mitigate the risks of members (often low-income
at the time). As these institutions grew, the sophisti-
cation of the regulatory framework grew with them.
In due course many of them converted into compa-
nies with shareholders rather than member-based
mutuals. In low-income communities this process is
repeating itself. Where this is part of the social
structure of the country, member-based mutual-type
institutions tend to fare better than traditional insu-
rers in offering microinsurance, either through in-
house schemes or as intermediaries for registered
insurers. This is due to the high levels of trust
amongst members as opposed to the general absen-
ce of trust in commercial companies that seems to
prevail in most developing countries.

However, this time the “new” member-based ins-

titutions must make their way within an already sop-
histicated regulatory framework that imposes high
compliance barriers. Existing regulation often makes
it too onerous for these community-based mutuals to
register as formal insurers. Yet, most member-based
institutions who underwrite their own policies rather
than obtaining underwriting from registered insu-
rers, will benefit from even limited levels of insuran-
ce supervision since many of these in-house schemes
are unsustainable.

Some of the most successful microinsurance ope-
rations – run by large registered insurers – are those
of secondary cooperatives, or insurers owned by pri-
mary cooperatives. They are able to leverage the net-
works and member-bases of their owner cooperati-
ves for cost-effective distribution. In a similar man-
ner member-based microfinance institutions utilise
their networks and detailed client knowledge to
develop and sell some of the most innovative micro-
insurance products around. 

The primary weakness of member-based institu-
tions tends to lie in weak corporate governance and
inadequate risk management practices. Corporate
governance regulation is normally contained in insti-
tutional regulation, such as a companies act or coo-
peratives act, or in regulations issued by the institu-
tional supervisors (as opposed to the functional
supervisor responsible for insurance). 

Guidance notes:
1 Allow multiple legal forms to underwrite

microinsurance. This must include not only share
capital companies (stock corporations) or other
legal forms appropriate for large commercial
insurers, but also cooperatives and other mutual-
type or member-based legal forms more suitable
to smaller and community-based insurance oper-
ations.

2 Ensure that institutions that underwrite the
same products are subject to the same regulato-
ry requirements (to ensure a level playing field
conducive to a more competitive environment).
This may require coordination with other govern-
ment supervisors where the functional (insur-
ance) supervision of the different legal forms falls
under different supervisors.

3 Ensure that all institutions underwriting microin-
surance are subject to corporate governance,
accounting and public disclosure standards that
are adequate to ensure compliance with the
applicable insurance regulations. Where the stan-
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dards contained in the current regulation of the
different legal forms are inadequate, the neces-
sary standards can be included in insurance reg-
ulation. However note that microinsurance pro-
grammes have unique characteristics which
imply that they may not fit into traditional meth-
ods of accounting (IAIS, 2007). According to the
IAIS (2007, par. 197): “This does not preclude the
necessity of well considered methods for deter-
mining current and projected values of assets, lia-
bilities, income and expense. Appropriate disclo-
sures should be considered in the plan of opera-
tions. Regulators should consider the possibility
of combining their regulatory approaches with
other forms of general purpose accounting, espe-
cially those simplified methods permitted for
small and medium size enterprises in their juris-
dictions. Generally, the purpose of the accounts
should be a conservative and prudent presenta-
tion with a primary focus on policyholder protec-
tion”.

4 Enable all microinsurance providers to access
reinsurance. 

Guideline 6: Provide a path for
formalisation

Explanatory notes:
Many countries experience a high incidence of infor-
mal insurance provision (as opposed to informal risk
pooling). These unlicensed providers have normally
emerged in response to real needs for risk mitigation
within low-income communities. They also enjoy the
trust of low-income clients.

Although they serve a valuable social and econo-
mic function, informal operations may be the source
of consumer abuse and operations may fail due to
inadequate risk management. Formalising these ope-
rations is in the public interest. However, limited
resources available to insurance supervisors usually
make this a difficult objective to achieve.

In these circumstances, experience shows that
the best way forward is to define a clear evolution
path whereby informal institutions can gradually and
realistically meet the minimum regulatory require-
ments, including minimum capital requirements.
Supervisors will in all likelihood also have to adopt a
more entrepreneurial engagement with the informal
sector to aid them along the way to formalisation or
coordinate with other government functions tasked

to do so. This may include the extension of amnesties
or grace periods, capacity building support, including
training of owners and managers, triggering consoli-
dation or partnering informal operators with formal
underwriters.

Experience has shown that market-based organi-
sations, especially microfinance rating agencies
(which tend to reduce the ratings of microfinance
institutions with self-insured insurance portfolios)
and dedicated microinsurance support institutions
can play a major role in formalising informal insuran-
ce operations.

Throughout the formalisation process, the super-
visor must be careful not to overreach its capacity or
make idle threats. Both of these will undermine its
credibility and thus the commitment of informal ope-
rators to regularise their operations.

Guidance notes:
1 Define an evolutionary path whereby informal

insurers that have the potential to become regis-
tered entities for the delivery of microinsurance
(refer Guideline 4) can formalise their operations.
Such a regulatory framework for formalisation
can include the following features:

2 Allow new institutional forms more appropriate
for the informal provider’s operations to under-
write insurance (see Guideline 5);

3 Provide a tiered minimum capital and solvency
structure, whereby insurers are also allowed to
graduate to the minimum capital requirements
over time at a prescribed rate. This will also help
to avoid unintended regulatory drift;

4 Mandatory underwriting of all or certain lines of
business by larger insurers or re-insurers coupled
with capacity building requirements pending the
commencement of own underwriting operations.

5 Take appropriate steps to both support and com-
pel the formalisation process. This can include
awareness campaigns, amnesties, capacity build-
ing and the catalysing or recognition of industry
support organisations and market rating agen-
cies.

6 Coordinate the formalisation drive with other
state agencies, for example law enforcement
agencies and revenue authorities, whose support
is required to ensure compliance with the formal-
isation regime.
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Guidelines relating to market
conduct regulation

Guideline 7: Create a flexible regime for
the distribution of microinsurance

Explanatory notes:
Low-cost distribution is essential to successful
microinsurance development. However, cost is not
the only criteria. Distribution channels should be able
to actively sell policies to clients (see Guideline 8)
and deliver policies as close as possible (geographi-
cally) to the normal locations of low-income clients.
Experience also shows that microinsurance uptake
increases with the level of trust that potential clients
have in the distribution channel, be that a retailer
with a trusted brand, a bank with which the person
has an existing banking relationship, a public utility,
or another institution such as a religious group or
trade union of which the person is a member. 

Not all of these intermediaries fit comfortably
into the traditional broker/agent regulatory defini-
tions. Neither can the traditional regulatory require-
ments applied to insurance intermediaries, such as
fit and proper requirements, be transferred to these
channels with the same ease and in a manner allo-
wing for low-cost intermediation. Different approa-
ches are required. Moreover, with the rapid evolution
of the financial system, it is difficult to predict what
new models are going to develop at what point.

Increasingly new technologies are also used for
client communication, data collection, premium col-
lection and even the payment of claims. These can
include mobile telephone networks, point of sale net-
works and the internet. Whilst substantial benefit
can be obtained from allowing these new distribu-
tion methods to grow and intermediate insurance for
low-income clients, their inability to actively sell the
product to the client restricts their ability to create
new markets. As with other passive models these
technologies also pose their own risks of consumer
abuse and mis-selling. Appropriate measures to con-
trol market conduct risk therefore need to be put in
place. 

Guidance notes:
1 Allow multiple categories of intermediaries.

Particularly encourage models that are able to
actively sell products (see Guideline 8) or at least
are able to verbally disclose critical product

information to the client.
2 Avoid prescriptive regulation that restricts the

design and nature of potential intermediaries
beyond what is required for risk management
purposes. Business models and technologies are
changing at an increasing pace and regulatory
systems need to be designed to accommodate
changing models. Increasing monitoring and
reporting requirements can be utilised where the
impact of models are not clear (see Guideline 9). 

3 The underwriting party must have a formal con-
tractual relationship with the intermediary that
outlines the respective obligations of the parties.
This bestows joint responsibility on the insurer to
ensure that its policies are sold without con-
sumer abuse. An intermediary should however
not be restricted to only one contractual relation-
ship with a life or non-life insurer.

4 There must be ease of consumer recourse. The
underwriter/intermediary must provide an
acceptable consumer recourse option. At the
very least the customer must be able to lodge a
complaint and/or channel enquiries via the point
of sale.

Guideline 8: Facilitate the active selling
of microinsurance

Explanatory notes:
Microinsurance, similar to insurance in general, is
sold rather than bought. Experience shows that
voluntary microinsurance uptake is highest when it is
actively sold, particularly with another product or
service, such as credit, goods purchased on credit,
future funeral services, mobile phones or other finan-
cial services such as banking services. In each of
these cases, with the exception of compulsory insu-
rance, the insurance value proposition has to be
explained to the client and an active sale made in
order to achieve take-up. 

One-on-one sales processes may provide clients
access to good information on the product but are
expensive and can easily push already thin margin,
low-premium microinsurance products into unprofi-
tability. The imperative is therefore to avoid market
conduct regulation that can make the individual
sales process too costly. In many jurisdictions the
traditional agent/broker model that relies on dedica-
ted insurance professionals to do the selling, will be
too expensive for microinsurance products.
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A particular challenge in the microinsurance
sphere is to overcome the lack of knowledge that
most potential clients have of basic insurance con-
cepts and products. This is best overcome by stan-
dardising or commoditising microinsurance products
with simple terms and conditions. Some countries
are developing a microinsurance standard, often
referred to as CAT standards (fair Charges, easy
Access and decent Terms) with which microinsuran-
ce products can be branded to facilitate easy recog-
nition by clients.

Some jurisdictions have resorted to some form of
price control on commissions payable to agents and
brokers for services rendered in the intermediation
of insurance policies. Whereas a conceptual case can
be made for such controls in markets with very limi-
ted competition, experience shows that institutions
find many ways to circumvent overly restrictive com-
mission caps. Moreover, commission caps can be
particularly restrictive in the microinsurance envi-
ronment. A capped commission on a small premium
may lead to so small an actual payout to the agent/
broker that it does not justify his or her going out to
sell the product. 

Guidance notes:
1 Apply the lowest possible levels of market con-

duct regulation to the microinsurance product
category without compromising consumer pro-
tection (refer guideline 4). Specifically avoid mar-
ket conduct regulation that imposes per transac-
tion costs in favour of those that support devel-
oping the scale of distribution required by
microinsurance.

2 Develop standard simplified terms and conditions
for microinsurance or catalyse the development
of such standards by the industry. This does not
only simplify the sales process but also ensures
that the general level of knowledge and aware-
ness based on a standardised vocabulary is
raised with every sales transaction. 

3 Ensure minimum disclosure of product and sup-
plier information to the client. If possible, encour-
age this to be done verbally. 

4 Avoid price controls on the intermediation
process. As an alternative, require microinsur-
ance providers to disclose agreed commission
levels to the supervisor.

Guidelines relating to supervision
and enforcement

Guideline 9: Monitor market
developments and respond

Explanatory notes:
A regulatory regime tailored to microinsurance risk
entails (i) a compliance regime as set out in the gui-
delines above (an adjusted regulatory burden, where
necessary, in terms of prudential and market con-
duct requirements), as well as (ii) the supervision
and enforcement of such a compliance regime. The
latter is as important as the first, because it is only
through supervision and enforcement that a regula-
tory regime becomes effective.

While the need exists for effective enforcement
of regulation by the supervisor, the microinsurance
market at the same time requires the space for inno-
vation. 

A microinsurance regime needs to allow for the
emergence of new products (guideline 3), new
players (guideline 5) and new distribution channels
and technologies (guideline 7).

The supervisor’s task is therefore a balancing act:
to implement enforcement in such a way as not to
make conditions overly onerous to market players,
while at the same time responding to areas of abuse
through careful market monitoring. For this purpose,
it is important that minimum levels of information
must be submitted to the supervisor. The reality of
limited capacity may also mean that some areas of
the market may remain completely unregulated.
Directing capacity to high-risk areas while monito-
ring unregulated areas for changes in risk profile
may, therefore, be the only option available within
resource constraints.

Guidance notes:
1 Base the regulation and supervision strategy on a

careful assessment of the areas of risk facing the
consumer and the industry. 

2 Prioritise supervisory capacity according to this
assessment – targeting high-risk areas and in line
with the capacity of the supervisor.

3 Complement this strategy with careful monitor-
ing to ensure that supervisory forbearance or pri-
oritisation can be adapted to changing circum-
stances and risk experience.
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Guideline 10: Use market capacity to
support supervision in low-risk areas

Explanatory notes:
In an environment of constrained supervisory capaci-
ty, supervisory approaches drawing in the capacity of
market participants and other entities may enhance
supervision. This may take several formats and should
be designed around the specific conditions and enti-
ties in the market. For example, the supervision of
certain market players (such as primary cooperati-
ves) may be delegated to entities such as
secondary/umbrella cooperatives providing services
to primary cooperatives. The supervision of tied
agents may also be delegated to insurers where they
have the incentive to ensure that agents are appro-
priately trained and behave in an appropriate manner. 

Such a strategy can reduce regulatory costs and
capacity requirements as it does not require every
single intermediary to register with or be monitored
by the supervisor. Where this is designed to utilise
existing business processes that are also in the insu-
rer’s interest (e.g. agent training) the additional cost
to the insurer could be limited. The incentive of being
able to utilise a wider pool of agents may also com-
pensate for increased costs. Combined with appro-
priate reporting to the regulator, this will allow care-
ful monitoring and intervention where required. In
this example, care should be taken to ensure that
incentives for rigorous supervision is in place while,
at the same time, the increased responsibility dele-

gated to the insurer should not discourage them
from utilising legitimate distribution channels.

Delegated supervision is not the same as self-
regulation. With the former, the authority for regula-
tion and supervision is retained with the regulator
and only some functions are delegated to the support
agency. Self-regulatory systems are more complica-
ted to design and require specific criteria and incenti-
ves to be in place to ensure effective supervision. 

Guidance notes: 
1 Where feasible according to the assessment of

the risks posed by various spheres of underwrit-
ing and market conduct (guideline (9)(1)), dele-
gate aspects of supervision of certain players (for
example intermediaries) to certain other market
players (for example insurers).

2 Clearly delineate roles and responsibilities and
ensure that delegated supervision is part of a
coherent supervisory strategy rather than
applied in an ad hoc manner.

3 Ensure that the strategy followed limits the
increase in regulatory burden for those entities
entrusted with delegated supervision and that
the strategy indeed decreases supervisory costs
while remaining effective in communicating
breaches to the supervisor.

4 Monitor the situation and back it up with an
effective consumer recourse mechanism (refer to
guideline 7) to ensure that a delegated supervi-
sion strategy does not put the consumer at risk.�
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Focus note 1: What is microinsurance and why
does it matter? The rationale for microinsurance
from a regulator’s perspective.
Focus note 2: The role of policy, regulation and
supervision in making insurance markets work for
the poor: Executive summary and emerging guideli-
nes.
Focus note 3: The role of policy, regulation and
supervision in making insurance markets work for
the poor: The experience of Colombia.
Focus note 4: The role of policy, regulation and
supervision in making insurance markets work for
the poor: The experience of India.
Focus note 5: The role of policy, regulation and
supervision in making insurance markets work for
the poor: The experience of the Philippines.
Focus note 6: The role of policy, regulation and

supervision in making insurance markets work for
the poor: The experience of South Africa.
Focus note 7: The role of policy, regulation and
supervision in making insurance markets work for
the poor: The experience of Uganda.
Focus note 8: Risk it or insure it? Understanding
the microinsurance purchase decision.
Focus note 9: Ensuring mutual benefit: The role
and regulation of member-owned insurers.
Focus note 10: Informal insurance: a regulator’s
perspective.
Focus note 11: The impact of policy, regulation and
supervision on the development of microinsurance
markets.
Focus note 12: Making a market for microinsuran-
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delivery.
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second focus note in a series of 12 – six thematic
focus notes and six notes summarising each country
study. 

The project was majority-funded by the Canadian
IDRCII (www.idrc.ca) and the Bill and Melinda Gates
Foundation (www.gatesfoundation.org), with fund-
ing and technical support from the South African-
based FinMark TrustIII (www.finmarktrust.org.za)
and the German GTZIV (www.gtz.de) and BMZV

(www.bmz.de). FinMark Trust was contracted to
oversee the project on behalf of the funders. With
representatives of the IAIS, the ILO, the
Microinsurance Centre and the International
Cooperative and Mutual Insurance Federation
(ICMIF), the funders are also represented on an
advisory committee overseeing the study.

To support the development of microinsurance mar-
kets, a project was launched under the auspices of
the IAIS-MIN JWGMII aimed at mapping the expe-
rience of five developing countries – Colombia, India,
the Philippines, South Africa and Uganda – where
microinsurance markets have evolved in varying
degrees. 

The objective was to assess how much regulation
has affected the evolution of these markets and gain
insights which can guide policy-makers, regulators
and supervisors looking to support the development
of microinsurance in their jurisdiction.

To disseminate the findings of this project, a
number of focus notes have been written to highlight
themes that emerged from it. This document is the
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