
Ensuring mutual benefit

The role and regulation of member-owned insurers • January 2009

By Doubell Chamberlain, Hennie Bester, Christine Hougaard

Table of  Contents

1. Introduction 1

2. Defining characteristics 2

3. The role of member-owned organisations in
the microinsurance market 3

4. The member-owned advantage 4

5. The relevant risks facing member-owned
organisations for insurance purposes 4

6. Criteria for categorising member-owned
organisations 7

7. Categories of member-owned organisations
for insurance regulatory purposes 7

8. Observed regulatory responses 9

9. Developing a regulatory response to insur-
ance by member-owned organisations 12

10. Going forward 14

1

1 Introduction

Access to insurance is an important strategy for
reducing poverty. Financial markets, and particularly
insurance services, can help poor people manage
risks that threaten their well-being, such as the sud-
den death of a family member, illness, or the loss of
income or property. Despite the growing importance
and rapid expansion of microinsurance services
geared to low-income people, microinsurance pene-
tration remains limited, leaving the vast majority of
the poor without adequate protection.  

Member-owned organisations such as mutuals
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This document is focus note 9 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.
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and cooperatives have played a critical role in devel-
oping insurance markets and furnishing risk mitiga-
tion services to poor people. In this way, they provid-
ed “microinsurance” before the term was coined –
indeed, in several jurisdictions insurance originated
in the member-owned/mutual form. As a later sec-
tion will show, member-owned organisations still
play a significant role in providing risk cover for the
poor. 

This focus note explores the role and regulation
of member-owned insurers in the microinsurance
field. Much of the evidence is drawn from a study of
five countries –Colombia, India, the Philippines,
South Africa and Uganda – which looked at the
development of microinsurance markets, and specif-
ically the impact of regulation. Supplementing this
was information gathered by a recent IAIS survey1

of members on the nature and role of mutual and
cooperative insurers in their respective jurisdictions.
The full analysis based on the country case studies
and the individual country reports can be accessed
at www.cenfri.org. As it relies on the five national
studies, the analysis of member-based insurers is not
comprehensive. However, the aim was to develop an
analytical framework that can be deepened by fur-
ther research.

Scope. The main research on which this focus note
was based, namely the five country studies, did not
cover health insurance. However, we believe that
many of the same factors apply in the health field.
The IAIS member survey included health cover.

2 Defining characteristics

This focus note deals with all member-owned organ-
isations that provide a form of risk pooling or insur-
ance coverage to members, including cooperatives
and mutual insurers. There is no clear consensus on
how to distinguish mutual, cooperative and other
community-based organisations or how to give them
precise legal definitions. This note does not set out to
reconcile the various definitions or develop a single

legal definition. It seeks, rather, to explore the com-
mon characteristics, the varying features that affect
how such entities operate and their risk manage-
ment practices, and how regulation should deal with
them. We examine all institutions with the following
characteristics2:
• They are member-owned;
• They were created to serve the common interests

of their members;
• Any surplus or loss made by the institution

accrues to members;
• Final decision-making is by democratic vote of all

members, even if aspects of management are
delegated to particular members or professional
managers; and

• Some form of risk pooling3 or insurance coverage
is provided, but such cover is available only or
predominantly to members.

Entities of this kind have different names in different
jurisdictions, including mutuals (for example, mutual
insurers or mutual benefit associations), coopera-
tives (for example, cooperative insurers or coopera-
tive insurance societies), friendly societies, burial
societies, community-based organisations and self-
insuring schemes. They can also take different legal
forms, generally of three types: 
• Voluntary member-owned institutions recognised

only under the common law –that is, no specific
legislation or regulation exists to define the partic-
ular legal personality or determine how it should
be governed and managed. Insurance legislation
also does not provide for such organisations. The
bodies in question are generally small and informal.

• Cooperatives or other member-owned organisa-
tions recognised as a specific legal form by a
country’s laws, even if they are not distinguished
for insurance purposes.

• Mutual insurers recognised by a country’s insur-
ance laws. These can be large (for example,
Avbob, the only surviving mutual insurer in South

1 IAIS/CGAP Joint Working Group on Microinsurance, 2008.
Survey of the role of mutuals, cooperatives and community-
based organisations in microinsurance.Note that the joint
working group has since been renamed the
IAIS/Microinsurance Network (MIN) Joint Working Group
on Microinsurance (JWGMI).

2 These are the principles for considering an organisation as a
mutual, cooperative or community-based body, as contained
in the IAIS/MIN JWGMI survey on the role of mutuals,
cooperatives and community-based organisations in microin-
surance administered in 2008. The last principle was, how-
ever, changed for the purposes of this focus note to apply to
members only. As the discussion to follow will indicate, sell-
ing insurance to non-members drastically alters the risk
characteristics of an organisation from a regulator’s point of
view.

3 Risk pooling does not strictly qualify as “insurance”, because
benefits are not guaranteed. But we believe it deserves
inclusion, if only to demonstrate that it should not be regu-
lated for insurance purposes, as in many jurisdictions.



Africa), or small (such as mutual benefit associa-
tions in the Philippines).

For simplicity’s sake, we will use the inclusive term
member-owned organisations for all entities falling
into these categories.

3 The role of member-
owned organisations in the
microinsurance market

Community risk pooling as an intuitive
response. People from all walks of life are
exposed to risk, even if there is no insurance market
to cover it. When the risk is too large for individuals
to bear on their own, the centuries-old, wordwide
response has been to pool it, often among people
who live in close proximity and know and trust each
other. People’s intuitive response is to share risk,
even at the informal level of giving support to some-
one who has suffered a loss in the expectation of
reciprocal support in the future. 

Such intuitive, informal risk pooling gives rise to
more formalised products, for example where each
member contributes a monthly sum to a fund which
pays out to those who suffer misfortune, such as a
death in the family. Ultimately, it develops into the
provision of insurance products by formal insurers.
Regulation develops in tandem with this evolution of
the informal into the formal, culminating in the
sophisticated regulatory regime we see today4.

Significant players in the microinsurance
market. The development of insurance markets

served by formal, corporate insurers has not
removed the need for community-based risk pooling.
Where formal insurance markets are not prepared to
serve poor people (either because they can only
afford very low premiums, or because they are not
within easy reach for intermediation purposes) or
where the formal insurance sector itself is in the
early stages of development and unable to serve
low-income clients, the poor have no choice but to
turn to one another for support. Therefore, in many
countries member-owned, community-based institu-
tions still play an important role in tiding poor fami-
lies over in difficult times. The five country case stud-
ies confirm this. The share of member-owned insur-
ance in the formal microinsurance (MI) market is as
follows in the five countries:
• Colombia: Two large cooperative insurers pio-

neered microinsurance and account for 62% of
the total microinsurance market.

• South Africa: Funeral cover5 is the largest cate-
gory of voluntary risk management products in
South Africa. Some 60% of low-income funeral
insurance clients obtained all their cover from
completely informal mutual burial societies. 

• Philippines: Member-based insurers, referred to
as mutual benefit associations, provide about
30% of formal microinsurance. If the informal
market is included, in the form of self-insuring
cooperative insurance societies outside the juris-
diction of the Insurance Commission, this
increases to 60%.  

• In India, informal insurance adds about 20% to
the size of total formal microinsurance market.
The informal market largely comprises member-
based community health insurance schemes.

3
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4 This phenomenon can be termed “regulatory drift”, the trend
that regulation follows in becoming increasingly sophisticat-
ed and tailored to providers and customers already in the
market. Often, it results in higher entry barriers and regula-
tory costs, making it difficult to serve those who are exclud-
ed, particularly low-income clients. For a more detailed
explanation see Bester, Chamberlain et al, 2008. Making
insurance markets work for the poor: microinsurance policy,
regulation and supervision. Report prepared for the
IAIS/MIN Joint Working Group on Microinsurance.
Available at: www.cenfri.org 

5 We deliberately do not refer to insurance here, as the refer-
ence includes both products defined as insurance and non-
guaranteed products provided by  informal burial societies,
which are not considered insurance. Both categories of
cover have their place, however, in the risk management
continuum. See Bester et al (2008), unpublished South
African case study prepared by Genesis Analytics for a more
detailed discussion. 

Colombia India Philippines South Africa Uganda

MI policyholders 19% 2% 5.4% 30% 5%
(% of adults)
Member-owned organisations’ 62% Largely 32% <10% n/a
share of formal MI distribution



• Although research on the size of the formal
microinsurance market in Uganda picked up no
member-based activity, there are indications that
Ugandans do pool risk informally through groups.

The IAIS member survey also found that various
forms of member-based insurance are common and
play a significant role in a number of jurisdictions. Of
the 57 responses received, 41 from regulators and 16
from organisations, 28 confirmed that such entities
actively supply insurance services to the low-income
market in their jurisdictions. A further 29 respon-
dents, mostly from developed countries, indicated
that member-owned entities exist but do not provide
microinsurance in their jurisdictions. In many cases,
the regulator may simply not be aware of insurance
provided through member-based organisations. 

4 The member-owned
advantage

It is often argued that member-owned organisations
enjoy a comparative advantage in providing microin-
surance and that regulation should treat them differ-
ently from corporate insurers. The argument rests on
the three factors of simplicity, trust and cost. 

Simplicity of form. The member-owned struc-
ture is the simplest and most intuitive form of organ-
isation. It requires little technical or legal under-
standing to run, and follows governing principles
which come naturally to groups and communities.
This is reflected in the natural evolution of such
structures out of community support systems, as
described earlier.

Ability to engender trust. A key reason for the
success of member-owned organisations in low-
income markets is their ability to engender trust6 in
the entity providing insurance cover. Members par-
ticipate directly in decision-making and poor house-
holds understand and appreciate the concept of
social solidarity. This is why member-owned struc-
tures often evolve spontaneously in lower-income
communities. By contrast, for-profit insurers are

often viewed with scepticism and mistrust, being
perceived as exploiters7 who delay the settlement of
claims and reject them for spurious reasons, and as
institutions “meant for the rich” with little sympathy
for poor people. 

Ability to provide low-cost insurance tai-
lored to the community’s needs. Member-
owned organisations may in some cases be able to
provide insurance at a lower cost than corporate
insurers would for comparable groups. There is often
a closer relationship between them and their mem-
bers and among their members, who often come
from the same community. This enables member-
based insurers to tailor products to members’ needs
and manage claims fraud. Knowing the group also
facilitates pricing and removes many of the informa-
tion asymmetries facing corporate insurers.
Furthermore, member-owned organisations do not
have to generate profits for third party owners who
are not policy-holders, and can, therefore, set lower
premiums. It must be noted, however, that pricing
will ultimately also be impacted by the size and pro-
file of the group covered and the nature of cover pro-
vided. 

5 The relevant risks facing
member-owned organisa-
tions for insurance
purposes

Like corporate insurers, member-owned organisa-
tions are exposed to insurance risk. The fact that
they are member-owned, however, enables them to
deal with it in a different way. The present study
highlights three types of risk: prudential, market con-
duct and governance/institutional risk.

Prudential risk This is the risk that the insurer
will become insolvent and unable to meet its obliga-
tions to policy holders, as well as the impact that
insolvency may have on the wider market and the
financial sector. Regulation that seeks to manage
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7 By referring to “perceptions” we are not suggesting that
these perceptions are necessarily valid or fuelled by the
insurers’ behaviour. We are are merely emphasising that
perceptions, rather than factual evidence, drives behaviour.

6 The importance of trust is emphasised in focus note 8,
which explores the factors which influence consumers’ risk
management behaviour and, in particular, whether and
when they opt to take insurance or avoid taking it.



such risk is referred to as “prudential regulation”. It
typically covers various categories of risk, including
underwriting, credit, market and operational risk.
Member-owned organisations, where policyholders,
members and management are the same individuals,
provide an incentive for sound prudential manage-
ment. As owners and managers, members do not
have a motive to cut corners in a way that negative-
ly affects their benefits as policyholders. In theory,
member-owners are liable in the final instance for
the organisation’s liabilities , which encourages good
prudential management.

However, such incentives do not necessarily
mean that members have the required technical
skills. Furthermore, while members remain liable in
theory, in practice they may not have the means to
contribute funds if the organisation runs into finan-
cial trouble. The level of prudential management, and
the skills required for it, also depends on the com-
plexity of the products provided and the extent to
which benefits are guaranteed:
• Unguaranteed benefits. In informal risk pooling

arrangements where benefits are variable and
not guaranteed, member-owned organisations
face very limited prudential risk. Their liability is
limited to their available cash or assets, rather
than being dictated by defined contractual obli-
gations. Guaranteed benefits, by contrast, create
the risk that the insurer’s liabilities in respect of
future claims may exceed the assets available to
meet them. It is because they are based on infor-
mal risk pooling that organisations like the
“damayan funds ”8 in the Philippines, and burial
societies which offer simple products and non-
guaranteed benefits in South Africa, are general-
ly seen as standing outside of the scope of insur-
ance regulation. 

• Product simplicity. Among organisations which
provide guaranteed benefits, the complexity of
the products offered also determines the
required prudential skills and the degree to which
member-owned organisations can minimise pru-
dential risk. Two key factors relating to product
complexity drive insurers’ risk  exposure:

• Technical risk. The nature of the insurance
product determines the character of the risk
taken on by the insurer. In turn, two factors
directly linked to the way the product has
been written drive the product risk: uncer-
tainty about the claim event and the size of
any claims. Products with the following fea-
tures tend to carry lower prudential risk than
more complex products:
• A limited contract term;
• Coverage only of more predictable events,

for which sufficient incidence data is
available;

• Not providing indemnity cover;
• Low benefit values;
• A simple structure and formulation;  and
• The exclusion of complex elements such

as long-term savings.
• Management capability. The second major

determinant of the insurer’s risk exposure
consists in how well this risk is quantified and
provided for – in other words, the ability of
management and governance to handle risk.

For these reasons, member-ownership does not
automatically guarantee lower prudential risk. The
skills available and the nature of the products play a
fundamental role.9

Market conduct risk.10 This is the risk that
clients do not receive fair treatment and/or fair pay-
outs on valid claims. Effectively, it arises when clients
are sold products they do not understand, are unsuit-
ed to their needs, and/or on which they cannot claim.
Among the factors driving such risk are:
• the nature of the product,  including product

complexity and the level of cover provided; 
• the nature of the intermediation process, includ-

ing whether the purchase is compulsory or volun-
tary, whether the product is stand-alone or
embedded, the level of disclosure or advice and
the nature of the claims process; and

• the nature of the client, including his or her level
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8 “Damayan” is a Filipino word meaning “to console,” “to
empathise with the other” or “to be a part of” an  unfortu-
nate or unforeseen event. Each individual in a damayan fund
voluntarily pledges and contributes to a fund that pays out
to someone who has suffered misfortune, who is likewise a
contributor. Membership is voluntary and the benefits are
not pre-determined but contingent on the funds collected.

9 The case of CARD MBA in the Philippines illustrates this.
Initially providing insurance in an informal way as part of its
MFI operations, CARD decided to formalise itself by becom-
ing a mutual benefit association bound by prudential
requirements. It did this after being threatened with bank-
ruptcy when its pension offering, a more complex product
than credit life only, proved to be under-capitalised.

10 Market conduct concerns may have an impact on prudential
risk, in that reputational damage, for example, may drive an
insurer to insolvency. 



of sophistication and financial literacy. 
Member-owned arrangements provide an incentive
for the fair treatment of policyholders, as members
have no reason to exploit or mistreat themselves.
Because of the group policy nature, cover becomes
standardised and individuals are less likely to be
deceived. Furthermore, members are often sold poli-
cies by fellow-members – “sales agents”  come from
the same community and often know the purchasers.
As they know that they can be held accountable at
the claims stage, they have a strong incentive not to
mislead buyers.

But such advantages tend to fade as organisa-
tions grow and members become less familiar with
one another. The dynamic also changes dramatically
when a member-owned institution starts to sell to
non-members, as is the case for the two cooperative
insurers in Colombia11, both of whom are regulated
the same way as corporate insurers. 

Governance/institutional risk flows from
the relationship between the principal and the agent.
It is the risk that the actions of management are not
in the best interests of owners and policy-holders.
For this reason, governance structures seek to align
owners, management and policy-holders. In mem-
ber-owned organisations, self-interest and gover-
nance are more closely aligned, as members have an
interest in mitigating their individual risk and derive
personal benefit from the surplus generated by the
enterprise as a whole. Where the common bond
between members does not originate in the desire to
mitigate risk or obtain another form of financial
service, but from a source such as common employ-
ment, the alignment between self-interest and good
governance is even stronger, as other incentives and
sanctions can reinforce those applying to the risk
mitigation instrument or institution. As surpluses
accrue to members, the fiduciary challenge to risk
management posed by having to pay profits to third-
party owners is absent. This reduces governance
risk. 

However, once member-owned organisations
expand, governing arrangements designed to facili-
tate risk management may grow weaker. Members
are less able to take part in decision-making, and risk
management becomes more complex, developing

beyond mere cash flow management and the collec-
tion of contributions after the risk event12. When
membership and management diverge and benefits
are guaranteed, more formal governance arrange-
ments are needed. The following conditions tend to
dictate whether the governance requirements of
member-based insurers succeed: 
• Whether the institutional form of the member-

based body, be it a society, a cooperative or
mutual organisation, is recognised in domestic
law. This will determine whether a uniform set of
governance requirements or principles applies;

• Whether governance principles are sufficiently
spelt out and match the risk management the
organisation provides; and

• Whether supervision and capacity-building
ensure that governance sanctions can be
enforced.

Incentives for member interest-driven management
depend on the type of member-owned entity. As
shown by the above discussion, member-owned bod-
ies have an inherent advantage in terms of institu-
tional governance and market conduct risk.
However, these benefits are not automatically trans-
ferred to prudential risk management. Experience
shows that member-owned organisations are not
inherently better equipped to manage insurance risk
than other institutional forms. Furthermore, while
relationship-based governance incentives seem to
work well in some member-owned organisations,
they tend to break down when management
diverges from membership. The incentives –and par-
ticularly market conduct incentives – also break
down when non-members are allowed to become
policy-holders. However, as long as their defining
feature is that they only serve members, market con-
duct risk in member-owned organisations is less
important for regulators than prudential and gover-
nance risk.

As member-owned organisations progress from
informal risk-pooling groups to larger and more
sophisticated entities, regulatory support may be
needed to compensate for structural change. Below,
we consider the criteria for classifying the various
member-owned organisations observed in the coun-
try studies, and the regulatory response to each.
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11 However, as most of their insurance is indeed offered to
members, they are not completely excluded from the analy-
sis.

12 In other words, the organisation is not conducting insurance
business by collecting regular premiums, but instead collects
contributions once the risk event has occurred, to lighten
the burden of those who have suffered loss.



6 Criteria for categorising
member-owned 
organisations

The institutional/governance and prudential risk pro-
file of member-owned organisations –the key risks
from a regulator’s standpoint – can be unpacked
using three classificatory criteria. 

The nature of the risk pooling undertak-
en by the organisation. Two issues are rele-
vant here:
• whether they provide guaranteed benefits; and
• the risk inherent in the products they provide.
As shown by the earlier discussion, these have direct
implications for the prudential risks incurred and
whether the member-owned structures and skills are
sufficient to manage them.

The nature of the common interest. A
defining feature of member-owned organisations is
that they are created to serve the common interests
of members. From the institutions surveyed, common
interest can arise in three ways:
• Employment, military service or another strong

common interest other than the need for risk
mitigation, which binds people together over a
long period. This emerges most clearly from the
IAIS member survey. Examples are the self-man-
agement entities for employee groups in Brazil;
societies for teachers, policemen, soldiers and
public employees in Fiji; fire and foresters’ soci-
eties on Guernsey; insurance societies for various
trades in the Netherlands; church groups in
Uganda; and fraternal benefit societies in the
United States. In such cases, the common inter-
est is not the demand for risk mitigation or
another financial service. It is a deeper bond,
reinforced by an organisation such as a profes-
sion or trade guild, which provides far stronger
governing discipline. 

• The need for risk mitigation is the most frequent
source of common interest. People come together
or join existing institutions because they face pro-
hibitively high risks, and it is the management of
these, over and above social cohesion, that binds
them together. Some of the best examples are the
burial societies found in many jurisdictions.

• Another financial service, notably credit. Often,
the common interest arises from the fact that

members of the insurance/risk-pooling groups
are prior consumers of another financial service.
This is most notable in the MFI sphere. For exam-
ple, the largest microinsurance provider group in
the Philippines, Mutual Benefit Associations
(MBAs), originates in MFIs, which form such
member-based associations to provide credit life
cover. Often, credit unions or savings and credit
cooperatives (SACCOs) also begin pooling risk or
offering insurance. According to the IAIS mem-
ber survey, credit life cover is offered by member-
owned organisations in India, the Philippines,
Bangladesh, Pakistan, Fiji, Peru, El Salvador,
South Africa and Cameroon.

The quality or degree of management
accountability to members. A final classify-
ing criterion is the degree to which the organisation
is truly member-managed, which speaks both to gov-
ernance and the relationship between size and pru-
dential risk. When management becomes removed
from ownership, member-owned structures may be
less able to ensure adequate governance, and the
incentives for sound prudential management in the
owners’ best interests are eroded. Examples are
South Africa’s large burial societies, which are
threatened by insolvency, and cooperatives in the
Philippines, where more than 65% of all coopera-
tives registered with the Cooperative Development
Authority have stopped operating because of mis-
management, weak governance and, most impor-
tantly,  inadequate rules and regulations.

7 Categories of member-
owned organisations for
insurance regulatory 
purposes

The five country studies and the IAIS member sur-
vey underscore the wide variety of member-owned
organisations that provide some sort of risk cover to
members. Based on the criteria above, they can be
broadly grouped in four categories. Strictly, these
are not a prerequisite for designing regulatory
frameworks, as the criteria and risks identified
should suffice. Nevertheless, the groupings relate the
criteria and risk categories to the examples of mem-
ber-owned organisations found by the IAIS survey

7

Ensuring mutual benefit FOCUS NOTE 9



and the country studies, giving regulators and policy-
makers a handle to conduct diagnostic exercises in
their own countries.

The categories are: risk-pooling associations, self-
insurance societies, common bond societies and
member-owned (mutual) insurers. These are not
standard terms, but are based on what the case
studies and survey observed. The list is not exhaus-
tive, and should be extended by further research.

Risk-pooling associations are organisations
that do not provide guaranteed benefits. Their mem-
bers come together for risk mitigation purposes.
They are generally small, informal and characterised
by member management, implying a high degree of
management accountability to members. In most
cases, the legal form is that of a voluntary society
recognised as a legal personality under the common
law. Such societies adopt an implicit or explicit set of
rules that govern the association’s operations. 

The damayan funds of the Philippines, the infor-
mal burial societies which are not considered insur-
ance providers in South Africa and Malaysia, and the
informal risk-pooling groups reportedly found in
Uganda are examples of risk-pooling associations.
Such associations often pose an interesting chal-
lenge to banks asked to open accounts for them.
Where the institution is not formally registered
under national legislation, banks sometimes accept a
formally adopted constitution containing operating
rules and specifying the office-bearers’ responsibili-
ties.

Self-insurance societies. In contrast with
risk-pooling associations, self-insurance societies
provide insurance – that is, they guarantee the bene-
fits provided to members. This substantially height-
ens the prudential risk carried by the organisation. 

Self-insurance societies are characterised by
some common interest, usually based on the need for
risk mitigation or another financial interest, such as
prior membership of an MFI or SACCO. Members
might also have joined a cooperative for other pur-
poses, such as trading or agricultural production, and
now want to use the resource pool for risk mitiga-
tion. The key feature is that of voluntary combina-
tion, generally based on the need for a service. This
distinguishes self-insurance societies from the com-
mon bond societies, which are defined below. 

The level of management accountability to mem-
bers varies, but in general the larger the society, the

more removed  management is from individual mem-
bers and the stronger the institutional or governance
risk becomes. 

Self-insurance societies can take various forms
depending on what national legislation allows, rang-
ing from common law voluntary societies to regis-
tered cooperatives which are not supervised for
insurance purposes. Examples from the country
studies include burial societies that provide guaran-
teed benefits under an exemption to insurance legis-
lation in South Africa; certain self-insuring groups in
India; cooperatives in the Philippines that provide
“in-house” insurance without being registered with
the Insurance Commission; and the insurance cover
provided by some savings and credit cooperatives in
Cameroon.

This is the most problematic category from a
regulatory perspective, as it encompasses a fairly
broad range of organisations, frequently with large
memberships. Often, they are regulated by an insti-
tutional regulator – such as the registrar of cooper-
atives, who may report to the agriculture ministry
–rather than the insurance regulator. This suggests
difficulties in regulating insurance provision, or sim-
ply that such provision falls in a regulatory void.
Cooperative insurance societies in the Philippines are
a good example. Though they self-insure, they are
regulated by the Cooperative Development
Authority and do not fall under the jurisdiction of the
Insurance Commission or the Insurance Code.

Common bond societies. These are insurance
societies that provide guaranteed benefits and that
are set up exclusively by members brought together
by a non-insurance tie. Most often the bond is
employment by the same public or private institu-
tion. They cater for the common insurance needs of
their members and normally operate through struc-
tures created by the employer or legislation.
Members, therefore, come together for insurance
purposes on an involuntary basis, for example in a
group life scheme to which all employees must
belong. Their involuntary nature distinguishes them
from self-insuring societies, where members with a
pre-existing common interest decide whether they
also want to take part in risk-pooling. The employer
or relevant legislation ensures strong management
accountability to members, reducing prudential and
governance risk. A true common bond society is not
interested in competing in the financial services mar-
ket, as its insurance services are limited to members

8
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with a pre-existing common bond. 
As shown by the earlier discussion on classifica-

tory criteria, common bond societies are the most
widespread member-owned organisations found in
the IAIS member survey. However, because of the
restricted nature of their membership, they play a
very limited role in insurance market development
and microinsurance. Friendly societies also qualify as
“common bond” societies, and have  deep roots in
countries in which they are recognised.

Member-owned (mutual) insurers. The final
category to emerge  from the country studies and
the classificatory criteria is that of member-owned
insurers, commonly termed mutual insurers. These
are small or large insurers whose membership
derives purely from the need to purchase insurance.
This distinguishes them from friendly societies,
where the governing legislation, such as South
Africa’s Friendly Societies Act, often requires or
assumes the existence of a common bond over and
above the desire to take out an insurance policy13.
Such insurers may have their origins in another
shared interest – the MBAs in the Philippines, for
example, grew out of MFIs14 – but they have evolved
beyond that stage. Legislation permits them to sell
policies of all kinds, and they mirror commercial
insurers in every way except for ownership.
Accountability is exercised in a similar way to that of
insurance companies, generally through an independ-
ent board on which members may be represented,
which holds professional management accountable.
For this reason, mutual insurers are usually subject
to similar corporate governance arrangements and
prudential requirements as corporate insurers. 

The most notable examples of mutual insurers
from the country studies are the two large coopera-
tive insurers in Colombia: Solidaria and La Equidad15.
Each has individual cooperatives as members. In the
Philippines, two cooperative network insurers,
CLIMBS and CISP, currently exist, although the lat-

ter is under curatorship. In South Africa, the two
largest corporate insurers developed as mutual
insurers, but grew so large that they formally demu-
tualised a decade ago, becoming listed public com-
panies which provide a range of financial services.
Today, only one mutual insurer, Avbob, remains in
South Africa. Further examples from the IAIS mem-
ber survey include Torreon and PRYBE in Mexico,
health mutual insurance companies in Niger, Surco in
Uruguay and various insurers in Pakistan.

8 Observed regulatory
responses

The regulatory responses to member-owned organi-
sations which provide some form of risk-pooling or
insurance vary considerably, but a number of com-
mon approaches can be identified. In general, they
did not grow out of a comprehensive system of insur-
ance regulation, but are the product of historical
developments. As a result, member-owned organisa-
tions are often poorly integrated into the insurance
system. Although they often enjoy special dispensa-
tions, by design or default, they may find it difficult
to graduate into fully-fledged insurers. 

The various approaches to regulation are out-
lined below. It is important to note that the develop-
ment of member-owned insurers relates not only to
insurance regulation, but also to other regulatory
regimes. Of particular importance is institutional
regulation, including cooperatives legislation, friend-
ly societies regulation and corporate governance
rules. Though less important, other forms of regula-
tion, such as anti-money laundering controls and
payment system regulation, can also have an effect.
However, they are not the focus of this analysis.
Furthermore, the approaches listed below are not
mutually exclusive and can co-exist in the same juris-
diction. We group them in four categories, loosely
corresponding to those in the previous section.

Risk-pooling associations. In most countries,
insurance is defined as the provision of a defined
benefit on the occurrence of a specific event in
return for the payment of a set premium. Given that
there is no contractual guarantee in risk-pooling
associations, there is effectively no transfer of risk
beyond the funds available. In some jurisdictions,
business of this kind is seen as falling outside the def-
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13 Although this is not strictly enforced.
14 The MFI would typically form an MBA for its members in

order to provide insurance cover. The latter is then a sepa-
rate legal entity from the MFI.

15 Though they are also allowed to sell to non-members, and so
do not strictly qualify as member-owned organisations in
our definition, the bulk of their business is with
members,distributed via their cooperative member net-
works. For the bulk of their operations, therefore, the mar-
ket conduct advantages of member-owned organisations
apply.



inition of insurance and is exempt from regulation.
The challenge is to define the point at which the ben-
efit becomes de facto guaranteed, as members no
longer accept the ”flexible” management approach.

Examples include risk-pooling burial societies in
South Africa (burial societies are only required to
register for insurance purposes if they provide guar-
anteed benefits); damayan funds in the Philippines,
which do not fall under the definition of insurance;
burial societies in Malaysia, which, unlike insurers,
are not regulated by the Central Bank; and informal
risk-pooling in Uganda, which the authorities have
not brought into the insurance regulation fold. If
such associations are cooperatives in form and the
country has legislation regulating cooperatives, their
institutional and corporate governance dimensions
are regulated. However, this does not mean that they
are regulated for insurance purposes.

Mutual insurers. Standing at the other end of the
spectrum, these provide the full gamut of products
and are treated like any other commercial insurer in
regulation. The only distinction is in their legal form
–prudential and other requirements are the same as
for commercial insurers. The regulatory response to
mutual insurers has the following features:
• The legislation provides for mutual insurers

where members are also policy-holders and
where people become members when they take
out policies, regardless of whether the institu-
tions are large or small;

• The institution’s main function is to provide insur-
ance benefits to members; and 

• The risk management function is regulated by
the relevant legislation or regulation.

Until recently, mutual insurers were the dominant
legal insurance forms in many countries and their
regulation developed over time alongside that of cor-
porate insurers. Indeed, many of the latter were
formed by demutualisation. 

This is the regulatory response to cooperative
insurers in Colombia, to the one remaining mutual
insurer in South Africa, to cooperative insurance
societies in Uganda (which must register as insurers
without a special regulatory dispensation) and to
cooperative insurers in the Philippines. In the latter
case, the insurance regulator has the discretion to
lower the minimum up-front capital requirement by
up to 50%, apparently based on the argument that
member-owned entities have an advantage over
their corporate counterparts in terms of governance

and prudential risk management. This discretionary
power has, however, not been invoked and the two
cooperative insurers are currently subject to the
same requirements as their corporate counterparts. 

Common bond societies. In the case of all
common bond societies, as defined in this focus note,
regulation requires a pre-existing common bond
unrelated to insurance. This is the main feature that
distinguishes such organisations from the alternative
forms discussed in the section on categories of mem-
ber-owned organisations. Societies of this kind are
then generally subject to a lower regulatory burden
and restricted in the products they can offer. The key
legal prerequisite for such a special dispensation is
that they can offer insurance only to people who are
members because of a common bond –for example,
employment,  military service or guild membership  –
not to people who become members by purchasing
policies. In Fiji, for example, mutual insurers that
only insure members are not deemed to fall within
the scope of insurance regulation, as they do not
serve the general public.

However, regulators have run into difficulties
when they have tried to apply regulations covering
common bond societies to self-insurance societies.
Some of the biggest problems relate to competition
and level playing fields. Because their common inter-
est flows from the demand for a financial service,
self-insurance societies such as burial societies often
compete in the financial services market. The restric-
tions imposed on common bond societies – and they
accept these because providing a financial service is
not their primary purpose - often do not sit well with
self-insurance societies. In South Africa, for example,
burial societies are restricted to the friendly society
form in providing insurance. If they want to sell
insurance rather than merely pool risk– in other
words, act as self-insuring societies –this under-
mines their competitiveness vis-à-vis corporate
insurers16. They cannot sell products to non-members
or conduct marketing and the products and benefit
levels they can offer are restricted. Instead of treat-
ing such organisations as common bond societies,
regulation should recognise self-insuring societies as
legal entities that can provide insurance and are
treated as a second tier of insurers.
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16 To the extent that there is a natural evolution, it should be
from a self-insurance society (category 2) to a mutual insur-
er (category 4) and not from a common bond society (cate-
gory 3) to a mutual insurer (category 4).



A second tier of insurers. This is a regulatory
response to  member-owned institutions whose
activities are seen as posing less risk than full com-
mercial insurance. Such regulation may be relevant
to self-insurance societies, but also some mutual
insurers. Importantly, however, it excludes the spe-
cial regulatory dispensation granted to common
bond societies, as this is based on a different prem-
ise. Strictly, second-tier institutions are subject to
less onerous compliance requirements because they
carry lower prudential risk, not because there is a
prior common bond. 

Regulatory approaches relevant to a second tier
of insurers include the following;
• Exclusion from insurance provision. South Africa

and India do not allow member-owned institu-
tions to register as insurers. If these organisa-
tions want to provide insurance, it happens either
through informal risk-pooling, or, in South
Africa’s case, through an exemption under insur-
ance legislation for friendly societies which offer
limited products. If a cooperative wants to pro-
vide insurance, for example, it must register as an
insurer. This means forming a public company for
insurance purposes, in effect sacrificing its mem-
ber-owned form. Such restrictions usually
prompt such institutions to operate informally
beyond the law, as in the 20% of the microinsur-
ance market served informally in India.

• Regulation, not supervision. Most countries have
comprehensive insurance legislation that requires
the registration and supervision of all institutions
which provide guaranteed benefits in some form.
However, in many countries smaller institutions
provide self-insurance without complying with
the relevant legislation. The supervisor either
turns a blind eye because they pose limited risk,
as in the market conduct regulation of burial
societies in South Africa, or lacks the capacity to
oversee such institutions, or both. Another exam-
ple is that of cooperative insurance societies in
the Philippines, which provide insurance without
registering for insurance purposes with the
Insurance Commission, as they lie outside its
jurisdiction.

• Activities are exempted from otherwise applica-
ble regulation. Exemptions can be based on:
• Size, in terms of turnover or number of mem-

bers. In the Netherlands, non-life mutual
insurers with annual gross premiums of less
than ¤5-million must register  but are

exempted from much insurance regulation,
while in Germany, member-owned societies
are exempted from the bulk of insurance reg-
ulation if they have fewer than 750 members
or an annual turnover of ¤5-million. The argu-
ment for such exemptions is primarily that
smaller institutions pose less prudential risk
to the stability of the sector. Often, also, it is
implicitly recognised that such institutions
have a limited ability to comply with regula-
tions and that the regulator has little capaci-
ty to enforce them. This approach does not
take particular account of market conduct
risks, and information on the volume of insur-
ance business conducted is often not available
(and much larger than expected).

• The nature of the product. A Colombian court
has found that funeral cover offered in kind
by the country’s funeral service providers lies
outside the definition of insurance. Similarly,
funeral cover products in Brazil which only
provide benefits in kind are exempted from
some aspects of insurance regulation. While
benefits in kind reduce the insurer’s exposure,
as they are paid according to cost to the com-
pany rather than at the sales value of the
product, which may be much higher, it does
not remove it completely. In addition, benefits
in kind may raise consumer protection issues,
as it is harder to judge the value received if it
cannot be taken in cash.
Exemptions may also be driven by the kind

of insurance that member-owned organisa-
tions are allowed to write. In the Philippines
(MBAs), member-owned insurers are not fully
exempt from regulation, although a second
tier has been created based on a restricted
set of products they may offer. If calibrated
appropriately, this is consistent with a risk-
based approach to regulation.

• Sector in which they operate, for example,
health or agriculture. Often, member-owned
organisations fall under the jurisdiction of a
different regulator, implying that they are
exempt from insurance regulation if they self-
insure. For example, agricultural cooperatives
in Brazil are allowed to conduct some agricul-
tural insurance business free of the insurance
regulator’s supervision. This approach tends to
be driven by historical jurisdiction, rather than
explicit considerations of risk management. 
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• Dedicated regulation is applied or a second tier
of insurer is created. The aim is to create a lower
compliance burden than for formal commercial
insurers, linked to the member-owned form
and/or offering products with a lower risk. The
main example is the treatment of MBAs and
cooperatives in the Philippines. A further exam-
ple is Uganda, where insurance legislation pro-
vides for a second tier of insurer, namely a mutu-
al insurance company limited to between 25 and
300 members and subject to less onerous mini-
mum upfront capital requirements. There are,
however, no such insurers in Uganda at present.

• Apart from the response of regulators and super-
visors, market-based institutions can also play an
important, sometimes indirect, role in supervising
member-owned insurance. For example, apex
bodies or development institutions can play a role
in enhancing risk management or developing
capacity, so that member-owned institutions can
comply with regulation. An example is Rimansi in
the Philippines, which provides back-office sup-
port and actuarial resources to MBAs.

9 Developing a regulatory
response to insurance by
member-owned 
organisations

The previous section showed a variety of regulatory
responses to member-owned insurers. While in some
cases the response was designed based on the
nature and risk of these entities, the responses often
do not reflect an understanding of the risk profile of
such institutions and are often poorly integrated into
the broader insurance regulatory framework. How
should country regulators approach the regulation of
member-owned insurers in their jurisdictions in a
more consistent and integrated manner? In this sec-
tion, we offer some preliminary guidance on the
steps to be considered in developing a framework for
member-owned regulation.

Step 1: What role is played, or could be played, by
member-owned organisations? It is important that
policymakers, regulators and supervisors investigate
and develop an understanding of existing and poten-
tial markets – the served and unserved sections of

the population, their insurance needs and the chal-
lenges of serving them. It is important to consider
both formal and informal, corporate and member-
owned providers. The existence of informal products
and providers, which are normally member-owned, is
a sign that formal markets are not meeting the
needs of the low-income market and that there are
regulatory and other obstacles to formalising their
operations. Thorough research is required. The fact
that such organisations are off supervisors’ radar
screens does not mean that they do not exist. Telltale
signs may include complaints, including complaints
by NGOs serving poor communities, and the account-
opening experience of banks, especially in respect of
group accounts.

Step 2: What is the distinctive risk profile of insur-
ance-type operations conducted by member-owned
organisations in the country? From the discussion
above, it is clear that market conduct risk is general-
ly substantially lower for member-owned organisa-
tions – but also that such risk, along with prudential
and governance risk, can vary according to the type
of organisation, its size, the complexity of the prod-
ucts provided and the degree to which management
is accountable to members. Regulators should deter-
mine the level of risk posed by the various member-
owned organisations in their countries, so that they
can tailor prudential, governance/institutional and
market-conduct regulatory requirements accordingly.
A lower compliance burden may sometimes be essen-
tial to ensure the viability of member-owned microin-
surance operations, but if the latter fail because of
insufficient regulation, including inadequate solvency
requirements, this will undermine the growth of the
microinsurance market. Caution must be exercised as
reduced regulatory attention may leave member-
based structures vulnerable to abuse. Even where a
lighter regulatory burden is justified, the situation has
to be monitored and adjustments made where vulner-
abilities are identified.

Step 3: What policy objectives should be achieved
through member-owned insurers? Public policy
expresses the intentions of government, and public
and private sector actors both take their cue from it.
Declared policy objectives give market players the
security and guidance to invest with confidence
when the regulatory framework is uncertain or is
still being developed. This is often the case for
microinsurance. Clarifying policy objectives will high-
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light the appropriate regulatory response to mem-
ber-owned organisations. For example, how does
risk-pooling or member-owned insurance organisa-
tions fit into the country’s larger policy goals, such as
social protection and access to financial services?

Step 4: How can existing regulation accomodate
the regulation of member-owned organisations? As
explained in the section on the role of member-
owned organisations in the microinsurance market,
formal insurance developed out of informal member-
owned risk pooling. As institutions grew, the sophis-
tication of the regulatory framework grew with
them. In many low-income communities, this process
is repeating itself. However, the “new” member-
owned organisations must find their way within a
sophisticated regulatory framework that imposes
high compliance barriers. This can be referred to as
“regulatory drift”17 . Existing regulations which gov-
ern entry, and set institutional and compliance
requirements, often make it too onerous for mem-
ber-owned organisations to register as formal insur-
ers or progress to formal status. 

For this reason, it is critical to assess the existing
regulatory framework for insurance in general, and
member-owned insurance providers in particular, in
the local context. Regulators can then decide
whether to consider an exemption or a second tier,
or even to refuse preferential treatment. For exam-
ple, if significant prudential risk is found, a second
tier may be a better option than exemption. It is
important not to lose sight of the need for sound cor-
porate governance, determined by the extent of
management accountability. If the assessment
shows that legislation does not adequately provide
for this, it may be necessary to include minimum
requirements in insurance regulation.

Step 5: Can regulation provide a graduation path
for member-owned institutions that want to grow
and potentially become large commercial insurers?
Informal insurance by member-owned groups nor-
mally emerges in response to a real need for risk mit-
igation in poor communities and enjoys the trust of
poor clients. Yet informal operations may fail
because of inadequate risk management, leaving

members vulnerable. For this reason, formalising
these operations is in the public interest. However,
given the limited resources of insurance supervisors,
this is difficult to achieve.

Experience shows18 that the best approach is to
define a clear evolutionary path allowing informal
member-owned organisations, gradually and in a
realistic way, to meet minimum regulatory require-
ments, including minimum capital requirements. As
our discussion has shown, the friendly society is not
a good stepping-stone towards formalisation, as it
essentially anchors the institution in a form that
does not anticipate growth into a fully competitive
market provider. 

In all likelihood, supervisors will also have to
engage informal sector operators in a more entre-
preneurial way, to help them towards formalisation
and work with other government agencies which
share this aim.

Step 6:What are the pitfalls? Before taking a reg-
ulatory stance, it is important to determine the pos-
sible unintended consequences. For example, would a
second tier or exemption for member-owned organ-
isations create an uneven playing field, where they
enjoy an unfair advantage vis-à-vis other insurers in
the same market?

Step 7: Consider the supervisory capacity require-
ments of the proposed regulatory regime. Before
implementing a new regulatory dispensation, it is
important to determine whether the existing super-
visor can enforce it. If not, what additional resources
are required and how can these be found and used?
Such questions should serve as a reality check on
proposed regulatory changes. 

Limited capacity may also mean that some mar-
ket segments remain completely unregulated. The
only way to deal with this may be to focus capacity
on high-risk areas while monitoring unregulated
areas for changes in risk profile and abuse.

Step 8: Can market-based institutions support the
formalisation of member-owned organisations? If
supervisory capacity is limited, it may be possible to
enhance it by drawing on the capacity of market par-
ticipants and other entities. This could take several
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17 See Bester et al, 2008. Making insurance work for the poor:
microinsurance policy, regulation and supervision. Report
prepared for the IAIS/MIN JWGMI. Available at: 
www.cenfri.org.

18 For example, microinsurance MBAs in the Philippines  are
allowed to build up their capital gradually to reach the mini-
mum required level of existing MBAs.



forms, and should take account of market conditions
and actors. For example, the supervision of certain
market players, such as primary cooperatives, could
be delegated to entities such as secondary/umbrella
cooperatives which provide services to cooperatives.

However, delegated supervision is not the same
as self-regulation. In the former, the regulator
retains authority for regulation and supervision, with
only certain functions delegated to the support
agency. Self-regulatory systems are more complicat-
ed to design and require specific criteria and incen-
tives to ensure effective supervision.

Step 9: Monitor market developments and adjust
regulation accordingly. The supervisor must perform
a balancing act, by enforcing regulations and
responding to abuse without making conditions too
onerous for market players. Any risk-based regulato-
ry strategy for member-based organisations should
be coupled with careful monitoring to ensure that
supervisory forbearance and priorities are adapted
to changing circumstances and risk experiences. For
this to happen, minimum levels of information must
be submitted to the supervisor.

10 Going forward

This focus note offers some preliminary proposals on
the regulation of member-based insurers, based on
the country case studies and the IAIS member sur-
vey, which need to be assessed in the light of further
research. Other questions may also have to be con-
sidered, and these will be pursued under the new
Access to Insurance Initiative (A2II).  
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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
9th focus note in a series of 12 – six thematic focus
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