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Chapter

Perspective Chapter:
Microinsurance’s Quest to Protect
the Unprotected, beyond the
Bismarck and Beveridge Models

David Mark Dror

Abstract

This chapter offers a detailed analysis of microinsurance (nowadays often called
“inclusive insurance”), an innovative hybrid model combining grassroots initiatives
with top-down approaches to reach populations not covered by government-operated
social protection systems. With half of the global population, primarily in low and
middle-income countries, lacking social protection, the chapter focuses on the poten-
tial of microinsurance to address this pressing issue. The commercial microinsurance
attempts, often labeled as “insurance for the poor,” have been largely insufficient. An
alternative lies in the “Collaborative and Contributive” (C&C) model of microinsur-
ance, which harnesses social forces, typically more compelling than market forces in
informal settings, to stimulate demand. The chapter evaluates microinsurance’s social
and economic impacts, drawing insights from 25 years of progress. It underscores
the need for policymakers, international development bankers, and the reinsurance
industry to recognize the potential of the C and C model in providing comprehensive
insurance to marginalized populations.

Keywords: informal sector, financial protection, risk management, affordable
coverage, insurance education, microinsurance

1. Introduction

This chapter tackles a significant global development issue: the systemic exclusion
of half the world’s population from vital social protection systems [1]. Such systems,
encompassing crucial services like health insurance, social security, and social
assistance, remain inaccessible to a large proportion of the global population. This
widespread lack of access deprives numerous individuals of universal social protec-
tion coverage’s social and financial benefits. It hinders economic growth and equitable
income and wealth distribution in various countries. A multitude of complex and
interrelated factors drive this troubling situation.

In the early 1970s, Keith Hart’s seminal studies catalyzed discussions around
informal employment [2]. Building upon this momentum, the International Labour
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Organization (ILO) soon introduced the ‘non-traditional insurance’ concept. Presented
in their 1972 report [3], this foundational discourse on informal sectors and non-
traditional insurance continued to gain traction in the 1980s and 1990s structural
adjustment era. This idea took a definitive form in the 1990s, culminating in the term
‘microinsurance’ Over time, microinsurance has further evolved and is now commonly
referred to as ‘inclusive insurance’ to emphasize the aim of reducing exclusion [4].

Microinsurance is not confined to health risks; it can address various perils. However,
in this chapter, the focus is primarily on health-related risks, aligning with the overall
subject of this book, which is health insurance. This clarification ensures that the scope
of the discourse on microinsurance within this work is understood. This term referred to
community-based organizations connected to larger structures to facilitate risk pooling.
Given that, in many contexts, the perceived incapacity of the state to provide adequate
social protection to specific segments of society, this approach was seen as necessary.

The chapter begins by outlining the problem and its background before discuss-
ing how the definition and application of the microinsurance concept can provide
possible solutions.

1.1 Impact of predetermination beliefs on risk analysis and preventive measures

Cultural norms and societal priorities deeply embedded at the individual level
often deter specific groups from accessing insurance mechanisms. From the dawn
of time, adverse events have often been attributed to predestination, divine will, or
the result of personal actions. This perception, which is still persistent in many parts
of the world, causes many to avoid risk analysis and, even more, not to take preven-
tive measures to counteract, mitigate, or compensate for risks (for more details on
risk perception, see [5]). An approach to understanding those perceptions requires
sustained collective commitment.

1.2 Role of insurance in addressing unforeseen events and financial consequences

Insurance is a proactive tool designed to mitigate financial consequences from
unpredictable events. While the broader patterns of these events are known, the exact
timing, location, severity, and specific individual or asset at risk are uncertain [6]. At
its core, insurance operates on the principle of risk pooling.

Wilkie’s seminal work [7] aptly differentiates between two primary forms of risk
pooling:

Risk-based pooling: Here, contributions or premiums are determined by the specific
risk level each participant (individual or group) introduces to the pool. This approach
is commonly seen in private insurance.

Solidarity-based pooling: This model considers broader societal factors when deter-
mining contributions, epitomizing the principles of social insurance systems.

In insurance and mutual organizations, “mutuality” traditionally denotes
members’ shared benefits and burdens. Conversely, “solidarity” represents the
foundational ethos of social insurance, where societal or group members collectively
shoulder the cost of risk protection, irrespective of the individual risk they introduce.

However, many individuals, particularly those less affluent, less educated, or
employed in the informal sector, perceive insurance as beyond their grasp, termed
as “lack of agency.” This sentiment is especially strong towards commercial insur-
ance among economically disadvantaged populations [8]. Similar sentiments are
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echoed in studies on microinsurance [9] and microfinance [10], where individuals
feel challenged to manage predictable risks or maintain relationships with insurance
providers.

1.3 Historical approach to government intervention in health insurance

Governments first ventured into (health) insurance regulation in the mid-nine-
teenth century. They expanded their involvement to include financing and provision
in the twentieth century. We detail the four models [11] and then discuss the two that
have proven more influential.

Bismarckian Model: Named after the German statesman Otto von Bismarck, this
model connects the right to healthcare coverage to obligatory insurance financed
through contributions. It is common in industrialized countries like Germany, France,
Switzerland, and Japan, where employers and employees fund the health insurance
system [12].

Beveridgean Model: The Beveridgean model, named after William Beveridge,
provides healthcare coverage rights based on residency or citizenship. Primarily
funded through general taxation, this model stresses universal coverage, irrespective
of income or employment status. It is manifested in the United Kingdom’s National
Health Service (NHS), Sweden, Spain, Canada, India, China, Italy, and others [13, 14].

USA Model: The US healthcare system is a hybrid model, combining tax-based
funding for specific populations (like Medicare and Medicaid recipients and some
Affordable Care Act enrollees) with private insurance. This model lacks a coordinated
approach to healthcare coverage, leading to significant variability in accessibility and
affordability. Furthermore, many people across different socioeconomic levels or
employment statuses remain uninsured [15].

The Semashko Model, named after Nikolai Semashko, was a healthcare system used
in the former Soviet Union and other socialist nations. Funded by state subsidies, it
provided healthcare services through local public centers or designated workplace
facilities, often accessible mainly to the “privileged” class, like government institu-
tions, the military, the police, and major factories in critical sectors. This model
allowed varying care levels, reflecting Soviet society’s informal class distinctions,
from the influential “nomenklatura” to those in employment, education, retirement,
or with disabilities, and the marginalized “social margin” or “parasites” [16].

The initial efforts of European governments in insurance regulation in the nine-
teenth century were predominantly geared towards what can be termed as “private”
insurance, based on the principle of mutuality, even if they were not always con-
ducted through mutual associations in the modern sense. However, by the second
half of the twentieth century, these models introduced more comprehensive systems,
representing the nascent stages of what we now recognize as social insurance. As
such, it’s crucial to differentiate between these early regulatory interventions and the
more holistic, state-driven models of social insurance that followed.

1.4 Limitations and exclusions in these models, especially for the informal sector

The Bismarckian and Beveridge models are influential in many countries world-
wide because they represent two distinct, well-established approaches to structuring
social security and health insurance systems [17]. By contrast, the USA model is
criticized for its complexity, high costs, and gaps in coverage [18]. And the Semashko
model, accommodating the notion of unequal quality and quantity of care originating
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from the social order of the former Soviet Union, is now considered irrelevant to
current debates on healthcare systems [16].

Why is there a pressing need for an additional model? The crux of the issue
primarily lies in the top-down governance embedded in the four traditional models.
These systems thrive on centralized decision-making and control, cultivating distinct
command chains and potential efficiencies. But this centralization often propels these
systems towards one-size-fits-all solutions, less suitable for context-specific gover-
nance [19]. Moreover, such systems are relatively volatile under unstable macroeco-
nomic conditions [20]. And they strive to apply ‘one-size-fits-all’ solutions that may
be unsuitable in numerous settings [21].

Moreover, many low- and middle-income countries have adopted a policy of
attracting foreign investors to stimulate export-oriented manufacturing. These
economies depend on exporting low-cost goods, which requires low-cost produc-
tion, often leading to minimum wages for workers and slim business profit margins.
Consequently, these countries frequently relax the requirements for foreign firms to
provide social benefits, further lowering operating costs [22]. This approach stimu-
lates export-oriented manufacturing with minimal workers’ wages and protection
and can generate jobs and spur short-term economic growth. However, it often results
in decreased tax revenues for the government. This strategy can be executed and
scaled without requiring governments to implement extensive social protection mod-
els, not to mention the more comprehensive Bismarckian or Beveridgean systems.

1.5 Applicability of international labor standards on universal social protection
coverage

The question may arise whether international labor standards might bind coun-
tries to provide at least minimal social protection. Although these matters have been
acknowledged at various international conferences, there is no binding solution
yet. The UN’s agency championing the evolution of social protection systems is the
International Labour Organization (ILO). Before 2000, the ILO’s social security
promotion focused on the formal economy [23]. The crux of the ILO’s strategy lay in
advocating for the ratification and implementation of the Social Security (Minimum
Standards) Convention, 1952 (No. 102) [24]. This convention, which outlines mini-
mum standards for the principal branches of social security, reflects a Bismarckian
approach, emphasizing contribution-based social insurance schemes.

Even before 2000, the ILO recognized that many nations could not apply the
standards foreseen in Convention No. 102. Consequently, it supported a gradual
expansion of coverage, considering national circumstances and stressing public
consultation’s importance in determining suitable implementation strategies [25].

By the late twentieth century, it also became clear that a substantial segment of
the global population remained excluded, particularly those in developing countries’
informal economies [26, 27].

Subsequently, the ILO began advocating for more flexible social protection
models to reach underserved populations [28]. This shift resulted in the ILO’s 2012
Recommendation No. 202 [29], which promoted the idea of national Social Protection
Floors (SPFs)—basic social security guarantees aiming to combat poverty, vulner-
ability, and social exclusion [30]. In addition to advocating for the realization of SPFs,
the ILO supports formalizing informal employment and considering gender-specific
risks in social protection design and implementation.
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The World Health Organization (WHO) advocated for Universal Health Coverage
(UHC), as well as microinsurance [31]. But its actions have been more declara-
tive than practical. The 58th World Health Assembly (WHA) passed Resolution
WHAS58.33 in 2005, requesting member states to develop health financing systems
capable of achieving and maintaining UHC. The 2010 World Health Report also
focused on health financing, providing advice on raising funds, reducing dependence
on direct service payments, and enhancing efficiency and equity.

Additionally, the United Nations General Assembly adopted a resolution in 2012
(A/RES/67/81), encouraging member states to progress towards providing UHC. This
resolution has been reinforced by subsequent WHA resolutions and the inclusion of
UHC as a target of the Sustainable Development Goals (SDGs) in 2015.

Consequently, while the UN and other international bodies have advocated for
expanded health insurance access for marginalized populations, they have yet to
enact any legally binding instruments to guarantee the realization of this objective.
Furthermore, there is a lack of consensus on which entity should spearhead this mission.

2. Microinsurance: extending coverage to the informal sector

Microinsurance is a distinct insurance approach designed to meet the demand
of often marginalized, underserved communities, focusing on needs identified and
prioritized locally [32] (micro corresponds to local, meso to regional, and macro to
national). Given that most uninsured individuals are engaged in the informal sector in
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Figure 1.
Hidden workforce: Informal employment in labor-intensive industries.
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Low and Middle-Income Countries (LMICs) and that many labor-intensive industries
informally employ a significant portion of their workforce [ILO data; graph source
[33]], it’s imperative to underscore the necessity of tailoring solutions to the unique
circumstances of the informal sector (Figure 1).

Later, we examine three interpretations of the term ‘inclusive insurance’ In its
original conception, the beneficiaries actively determine the insured risks based
on their ability and willingness to pay premiums. Additionally, the insured group
should participate in management and claim adjudication processes. This involve-
ment reduces administrative costs, increases transparency, and nurtures trust. These
unique characteristics distinguish it significantly from the operational models of
traditional commercial or public insurance schemes.

2.1 Introduction to microinsurance as a non-mandatory social protection model

The International Labour Organization (ILO) introduced non-traditional coverage
to offer social protection for informal and agricultural workers, often excluded from
traditional pension and social security systems. This concept emerged during the
structural adjustment era of the World Bank’s early exploration into index insurance
[34]. However, attempts to expand social security to non-traditional workers during
the 1970s and 1980s encountered significant funding challenges due to the withdrawal
of government subsidies under structural adjustment policies [35-37].

During that period, the writings of Amartya Sen became particularly significant.
His Capability Approach underscored the importance of individual agency and
freedom in achieving developmental outcomes [38, 39]. Sen and Jean Dréze high-
lighted the importance of public participation in policymaking, advocating against
top-down, overly simplified solutions to complex social problems [40].

By the late 1980s, the ILO, influenced by Sen’s emphasis on participatory develop-
ment, suggested a novel approach: advocating for community-based social protection
schemes using ‘traditional’ institutions [41]. This idea gained further traction in the
1990s, propelled by Elinor Ostrom’s groundbreaking work on managing common
pool resources (CPR) [42]. Ostrom’s principles, advocating for local communities’
autonomy in managing common resources, resonated with the ethos of community-
based social protection schemes that the ILO endorsed.

Influenced by Sen’s and Ostroms’ ideas, the ILO launched a project focusing on the
informal sector in three major developing cities [43]. This project laid the groundwork
for ‘microinsurance; introduced in 1999 [44]. Dror’s microinsurance model encap-
sulated community-driven organizations linked to larger structures for risk pooling.
The model effectively merged Ostrom’s general approach to collective action and CPR
management and Sen’s emphasis on participatory decision-making and freedom.

Dror’s model envisions communities collectively managing and distributing risks
[45], supporting a locally organized and financed system that allows collective resource
pooling and risk management. The model allows customization of insurance products
to fit specific community needs and leverages existing social dynamics among the unin-
sured, offering affordable, context-specific, and demand-driven insurance packages.

However, during the early development of microinsurance, informal sector
workers’ voices were often underrepresented, and consultation was insufficient,
with empirical evidence of implementation lacking. The discourse was instead
dominated by external parties from wealthier nations keen to pinpoint the defining
features of microinsurance. Three principal perspectives emerged: one focused on
the target population—“the poor” [46, 47]; another highlighted the product’s nature,
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characterized by “low cost and low coverage” [48, 49]; the third perspective centered
on the type of insurance provider, whether mutual, social, or for-profit entities [50].

Commercial insurers found validation for their preference to sell insurance to
individuals through agents in Thaler and Sunstein’s “nudge” concept [51], which
advocates minor interventions to guide decision-making. While this concept aligns
with Sen’s emphasis on freedom of choice [38], it lacks his emphasis on public discus-
sion to enhance rationality [52]. Furthermore, it contrasts with Ostrom’s perspective
on the capacity of local communities to self-govern common resources [42].

The blurred lines between “insurance for the poor” and “low-cost & low-coverage
products” often resulted in both perspectives deviating from the original proposi-
tion of harnessing social dynamics [53, 54]. Additionally, low-cost products did not
guarantee that “cherry-picking “practices' would not leave protection gaps among the
clients of these new products [55]. Several “low premium products” were developed
without customizing to local risk exposure or sufficiently exploring the price sensitiv-
ity of the uninsured [56]. However, the lack of empirical evidence of implementation
and clear evidence of benefits for target populations meant insufficient consultation
among the poorest populations thwarted commercial success. The Micro Insurance
Academy (founded by David Dror in New Delhi in 2007) focused on implementation
support of the Micro Insurance Unit concept, embracing Sen’s and Ostrom’s theoreti-
cal foundations but with novel facilitation of ‘insurance education’ under the banner
of the Collaborative and Contributive (C&C) microinsurance model, which under-
scores Sen’s emphasis on community participation, freedom, and collective engage-
ment in tailoring solutions to specific local resource management [57, 58].

However, premiums had to be affordable. This begs the question: Are the unin-
sured interested in purchasing “cheap insurance for the poor”? [59]. The analysis of
this vital issue forms the next point of discussion.

2.2 Price sensitivity: tailoring insurance plans based on economic status

Defining microinsurance as “insurance for the poor” insinuates two conditions:
firstly, that such coverage exists outside the structure of a universal social protection
system and, thus, contributory, but without government mandates. And secondly,
the premiums should be low to suit the limited resources of poor people [60]. The
first condition implies that microinsurance must be priced to compensate for the pure
actuarial premium without subsidy [61]. Consequently, the cost of microinsurance
could potentially exceed regular (subsidized) insurance, an outcome that is not typi-
cally deemed pro-poor. The second condition implies that low premium “insurance
for the poor” could succeed if price sensitivity is high among the target group [62].
So, what concrete evidence is there to support this assumption?

Empirical evidence reveals that lowering the prices of microinsurance increases
demand, but overall uptake is minimal [63-65]. Households with higher liquidity
and easier access to credit are more likely to buy insurance, i.e., slightly less price
sensitive [63, 66], and adjusted premium payment structures can ease liquidity

! Cherry-picking in insurance refers to the practice where insurance companies selectively provide
coverage only to low-risk individuals or groups, while avoiding or excluding those perceived as high risk.
This practice, also known as “cream-skimming,” allows insurers to minimize their potential liabilities and
maximize their profits. However, it can leave higher-risk individuals without affordable insurance options,
most notably those who have become high-risk after many years of having been insured when they were
considered low-risk.
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constraints [67, 68]. Studies have highlighted the impacts of compound risk aversion
and ambiguity aversion on insurance uptake [69, 70]. These studies suggest that the
target population’s risk aversion and overall wealth level lead it to forego substantial
premium discounts when the offer is insufficiently sensitive to specific demand driv-
ers like income, education, age, household size, and health status. The effect of these
demand drivers can vary significantly across different types of insurance [71, 72].

A crucial factor influencing demand is insured individuals’ out-of-pocket
expenses on top of premiums when accessing healthcare. A qualitative study from
Ghana [73] revealed that even insured clients of Ghana’s NHIS incur additional costs
for consultations and medications, which should be covered by the scheme, primarily
because of drug shortages and administrative fees. The study recommends eliminat-
ing these extra charges to enhance trust in the NHIS across all regions and facilities. A
qualitative investigation in the USA [74], which has several laws to deliver “insurance
for the poor,” points out that the lower out-of-pocket spending, the more likely the
positive effect of premium subsidies”.

In the commercial microinsurance space, “insurance for the poor,” i.e., products
that offer restricted coverage to maintain low premiums and profitability, or “free-
mium” coverage that conceals the insurance premium within the cost of mobile
services but ignores other demand drivers, have struggled to achieve widespread
acceptance and consistent renewal rates [53, 75, 76].

This situation is often encapsulated in the phrase “insurance for the poor is poor
insurance?” Firstly, “microinsurance for the poor” only has one practical pathway to
stimulate demand: it must be appealing enough to uninsured groups. The traditional
marketing effort aims to reach individual clients. However, evidence shows that
people tend to conform to what others are doing and rely on others’ opinions and
experiences when making decisions. This idea is widely accepted and is rooted in
multiple psychological and sociological studies [77]. We’ve gathered evidence indicat-
ing that our target audience prioritizes shared experiences and group consensus over
price or package composition. Specifically, they value experiences that corroborate
their collective understanding of the group’s perceived priorities [78].

Furthermore, it’s significant to them that their choices lead to widespread benefits
for many group members. This underscores the desire to join voluntary and contribu-
tory Community-Based Health Insurance schemes (CBHIs) [78]. Through iterative
rounds of an exercise named ‘Choosing Healthplans All Together’ (CHAT), we
observed an enhanced level of consensus among participants. This repeated cycle of
consultation and pricing adjustments led us to describe the process as ‘Collaborative
and Contributive’ Importantly, our evidence underscores that group consensus does
not emerge spontaneously but necessitates a catalyst, as referenced in the source [79].

This notion resonates with the hypothesis suggesting that microinsurance becomes
a viable business model tailored to match the affordability, needs, and priorities of
groups within the informal sector [80]. The insurance industry is yet to fully accept

? This recent investigation assessed the affordability of healthcare for individuals perceived as poor (those
receiving unemployment benefits) within the context of California. Utilizing data from adult participants
in on- and off-Marketplace individual plans in California in 2021, the study discovered that 41 percent of
respondents declared incomes at or below 400 percent of the federal poverty level. Additionally, 39 percent
lived in households receiving unemployment compensation. Strikingly, 72 percent of participants reported
having no trouble affording premiums, and 76 percent stated that out-of-pocket expenses did not deter
them from seeking medical care. These findings imply that ARPA (American Rescue Plan Act of 2021)

extended access to insurance plans considered affordable, even though affordability concerns persisted.

8



Perspective Chapter: Microinsurance’s Quest to Protect the Unprotected, beyond the Bismarck...
DOI: http://dx.doi.org/10.5772/intechopen.1002483

the potential consequences of its ambition to harness and carve a market foothold at
the base of the economic pyramid. This perspective provides a novel lens to under-
stand how ‘micro’ insurance differentiates itself from traditional insurance. The
following section delves further into this concept and presents empirical evidence.

2.3 Collaborative strategies to meet the requirements of low-income populations

The approach’s fundamental principles are rooted in historical wisdom and lessons
from contemporary social movements. The first principle, captured by the rallying
cry “No Taxation Without Representation” during the American Revolution, asserts
that those contributing money should have a say in how to use it [81]. This democratic
maxim is echoed in the “Collaborative and Contributive” (C&C) concept of micro-
insurance, underscoring the crucial link between citizen participation in governance
and financial contributions [79]. This principle of collective-choice arrangements
mirrors one of Elinor Ostrom’s design principles for managing common-pool
resources [42], emphasizing that most individuals affected by the operational
rules can participate in modifying the rules. Microinsurance distinguishes itself by
focusing on customizing insurance offerings to local, regional, and national needs.
Such customization is achieved through consultation and pooling resources among
specific groups, echoing the principle of group solidarity [82, 83]. This principle,
resonant with Ostrom’s ideas, promotes cooperative efforts and shared responsibility
over isolated individual actions. At the core of solidarity is the spirit of cooperation,
wherein individuals or groups band together to assist each other, particularly during
challenging times, and work towards shared goals. This collective approach aligns
with Ostrom’s design principle of congruence between rules and local conditions.

The belief that collective action and shared responsibility typically yield more
fruitful outcomes than individual, isolated efforts has been demonstrated across
various initiatives [84]. This ethos is a guiding principle from community-led social
movements to cooperative economic models and microinsurance [85]. Drawing from
Ostrom’s rules for clearly defined boundaries, the C&C approach to microinsurance
defines the group as the unit to be insured, establishing a collaborative environment
for managing shared risks.

Empirical evidence shows that addressing non-price barriers, such as trust issues
and limited awareness, necessitates changes in contract designs, grassroots gover-
nance, and financial education [86, 87]. Reflecting Ostrom’s principle of monitoring,
the C&C approach advocates for the insured group’s participation in managing the
scheme, fostering transparency and trust.

The need for community involvement and education is increasingly emphasized
[63, 88, 89]. Hence, microinsurance distinguishes itself from traditional insurance
through a unique business process that interlinks customers’ contributions and active
participation in decision-making. This participatory decision-making aligns with
Ostrom’s principles for managing common-pool resources, underscoring the necessity
of nested enterprises and minimal recognition of rights to organize. The C&C model
recognizes the group’s right to organize and manage their insurance scheme, which
can be nested within larger structures for greater risk pooling and resilience.

2.4 Actuarial techniques to meet the requirements of low-income populations

Bernards [90] emphasizes the concerted efforts of various entities to develop
actuarial practices suitable for microinsurance operations, with a particular focus on
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non-agricultural sectors. Main contributors to these efforts include the International
Association of Insurance Supervisors (IAIS), the International Actuarial Association
(IAA), private consultancies, and the Microinsurance Centre (MIC).

Responding to encouragement from CGAP and the World Bank in the late 2000s,
the IAA established the Microinsurance Working Group (MiWG) in 2010. In 2014,
MiWG released an issue paper that suggested a proportional approach to regulations
given the simpler nature, scale, and scope of microinsurance products [91].

Furthermore, in collaboration with IAIS and AZ2ii, the IAA created guidance
and training materials to establish minimum actuarial standards in microinsurance
operations [92]. The IAA also advocated for ‘formula-based approaches’ to actuarial
calculations. This led to the creation of simplified pricing models for credit-life
insurance and health microinsurance in 2012 and 2016, respectively [93, 94]. These
models use accessible software platforms and publicly available data, allowing firms
to set premium rates based on demographic data, country conditions, expected profit
levels, expenses, and subsidies (if available).

Nevertheless, despite these strategic efforts, the impact on field operations
remains limited. The primary barrier to effective implementation is not the lack
of actuarial support but the prevailing socioeconomic dynamics among rural and
informal sector workers.

3. The original idea of the ‘collaborative and contributive’ (C&C) model

The Collaborative and Contributive (C&C) model captures more than its
“customer-centric” and “demand-driven” approach to group insurance. This model
underscores that insurance is not merely a commercial product but an empowerment
tool for communities and a safeguard for affiliated members. The C&C approach piv-
ots around peer-to-peer dialogs, where local adults engage in discussions to determine
which risks should be prioritized in that location for management and the acceptable
cost calculated by external experts like actuaries. These collaborative discussions
build consensus, fostering the willingness to join and pay.

The C&C strategy triggers demand, even among those typically excluded from
or resistant to insurance, by converging three crucial aspects: the power of group
discussions on prioritized risks, the importance of catalyzing consensus on cost and
benefits, and the critical role of group members in administering the plan.

Regarding group discussions, these have proven to significantly broaden members’
understanding of the implications of insurance, empowering them and building
their capacity to negotiate with insurers on behalf of the group. It fosters a sense of
collective bargaining, a potent counterpoint to the feeling of powerlessness, or lack
of agency an individual might experience when pitted against an imposing insurance
company.

Concerning the package design, the C&C model champions a symbiotic relation-
ship where the collective group acts as an ‘insurer’ while individual members are
exposed to risk. This model greatly emphasizes customers’ active role in designing and
pricing insurance packages that are context specific. Unlike the offering of low-cost,
low-coverage products, this process leverages existing informal support and risk-
sharing networks within the group, resulting in products tailored to their intimate
knowledge of each other’s needs. Although we focus on health insurance, the C&C
process has been successfully applied across various risk categories—including health,
life, livestock, crop, and assets—employing indemnity and parametric models.
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Local administrative participation provides three key advantages. First, it fills
information gaps, mitigating the risk of failures. Second, it eases the claim submission
process at the local level, aiding individuals who might struggle with form completion
or providing required information. Finally, it delegates the disbursement of pooled
funds to a committee selected from the group members, bolstering trust through this
direct control over the group’s resources.

These three aspects significantly quell individual reticence, offering a more
appealing alternative to the isolated experience of facing an insurance salesperson
without a supportive network.

It’s important to note that the C&C model is distinct from Collaborative Learning
Networks (CLN) [95] or “communities of practice” (CoP). The latter entails the
exchange of insights, best practices, and new knowledge between individuals from
different locations or even countries who share a common interest or concern. While
these practices have been helpful in many fields and are gaining traction in global
development as innovative technical assistance models, they fundamentally differ
from the C&C approach. The focus of CLN or CoP is more on leveraging adult learn-
ing theories and social learning principles to develop sustainable systems. The C&C
approach directly tackles the challenges of extending insurance coverage in a specific
locality in a participatory manner.

3.1 The C&C model facilitates the transition from dormant to solvent demand

Dror ([89], chapter 1) advances that in the settings of poverty and informality,
humans pursue the objectives and priorities of groups to which they belong, estab-
lished through iterative exchanges to reach a consensus on “what a responsible adult
does” [79, 80, 96]. This assumption posits that individuals align with their support
group rather than conducting an individual risk assessment. This assumption chal-
lenges the centrality of Von Neumann and Morgenstern’s proposition that insurance
offers a solution for personal risk aversion [97] or Kahneman and Tversky’s theory
regarding individual loss aversion [98-100].

The margin of individual decision-making on financial matters is limited in
quantity and scope. The limited quantity is a function of low disposable cash reserves.
The limit in scope is that each spending comes at the expense of other alternatives,
i.e., an exercise in rationing that can influence other household members and there-
fore requires prior consultation with the family, extended family, and the group that
provides the support in case of need. Dror et al. [88] provide evidence of success in
establishing the consensus that “insurance is what responsible adults in our setting/
community do.” The flip side of this process is that when there is no consensus (or no
discussion), many or most uninsured individuals in poverty and informality express
dormant rather than solvent demand for insurance.

Dormant demand describes the attitude of consumers who do not consider the
merits of the products on offer. Their battle cry is irrefutable: “I am too poor to pay.”
This argument does not per se mean they are too poor in absolute terms, but that
they are too poor to pay for something that they cannot explain to their support
circle, as all they could do is repeat (probably only partially) arguments of outsiders
whom a priori they do not trust (e.g., an insurance agent or a government official).
Consequently, the marketing effort must address the group’s concerns rather than the
individual. Furthermore, it must demonstrate tangibly that the insurance transaction
offers welfare gains rather than only promises that might never materialize. When
people are convinced, they are prepared to pay, i.e., exercise solvent demand.

11



Health Insurance Across Worldwide Health Systems

3.2 The transformative effect of the C&C model: nurturing dependability over
dependency

Informal sector workers often develop a dependent mentality, anticipating the
management of unexpected risks to fall upon others. For instance, during calamities
such as epidemics, floods, droughts, or earthquakes, the larger population, includ-
ing those in developing countries, expects the government to intervene using public
funds. This expectation perhaps stems from the coexistence of public services (hori-
zontal systems) and targeted programs for specific conditions (vertical programs),
like control of HIV/AIDS, tuberculosis, malaria, COVID, and maternity issues. These
horizontal systems and many vertical programs often offer services at no cost and
occasionally provide monetary incentives for compliance.

This ingrained practice indicates that the government is responsible for risk
mitigation, not the individual at risk. Shifting this paradigm requires moving from a
dependency mentality to one of dependability. Community-Based Health Insurance
(CBHI) initiatives exemplify such a shift’s effectiveness. Often burdened with care-
giving duties without sufficient resources, women have been empowered through
participation in the administration, governance, and oversight of pooled funds via
CBHI schemes [101, 102]. Women involved in Self-Help-Groups and CBHI [103]
emphasized the empowerment gained from having a say in their healthcare decisions
for the first time. This transition from dependency to dependability, often expressed
with immense satisfaction, can be seen as one of microinsurance’s most significant
indirect benefits.

3.3 Insurance education as a catalyst for financial inclusion: insights from the
C&C model

In the informal sector, it is difficult to start a dialog on any topic dealing with
finance or insurance because most people associate those topics with exclusion
rather than inclusion. Shifting the paradigm from exclusion to inclusion begins with
people’s shared understanding that inclusion entails a benefit and that the terms to
avail of that benefit are reasonable. Discussion, consensus building, and dialog lead to
understanding the basic concepts [104]. A universe of discourse then leads to cultural
acceptance of the financial instrument and only then to participation. Reaching this
cultural acceptance requires insurance education and financial literacy, not a sales
pitch [105]. However, to this day, there is no generalized recognition that it is neces-
sary to impart insurance education to grassroots groups. Neither governments nor
the insurance industry has invested the resources in developing the curriculum or
the required institutional support to impart large-scale insurance education [106].
Governments, NGOs, or insurers wishing to improve financial inclusion should start
by enhancing financial/insurance education [107]. Integrating insurance literacy into
primary education could serve as a valuable strategy, allowing children to grasp and
reinforce these essential concepts at home [108]. For adults, the group setting proves
most effective for learning and accepting insurance literacy, particularly when engag-
ing with community peers [63].

3.4 Impact of being insured

The impact of insurance signifies both the tangible and intangible shifts experi-
enced by an insured individual, household, or community. It encompasses financial
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stability, risk management, improved health and well-being, poverty reduction,
economic growth, and increased resilience to unexpected shocks or disasters. The
impact is gauged through numerous indicators, among which the changes in financial
status, service usage, socioeconomic variables, and overall quality of life stand out. A
direct and significant metric is the claims ratio (loss ratio)—the percentage of premi-
ums paid out as benefits.

The Landscape of Microinsurance Study 2022 [109] is the most extensive publica-
tion, with data from 253 insurance providers reporting on 935 diverse products in 34
countries across Africa, Asia, Latin America, and the Caribbean. The study presents
a microinsurance landscape, providing insights into the market size, evolution,
premiums, product development, social performance, reinsurance, and claims. The
research reveals that total premiums have doubled from USD 1.1 billion in 2020 to
USD 2.2 billion in 2021, although the number of people covered has decreased in the
same period. The study highlights that microfinance institutions, financial institu-
tions, and agents & brokers are the most active distribution channels.

In 2021, life and accident insurance products saw a median claims ratio of 22%, a
slight rise from 18% the previous year, although with regional differences. Such low
claims ratios could potentially heighten the insured’s vulnerability given the rela-
tive premium costs, contradicting the purpose of insurance. Agricultural products
had a higher median claims ratio of 28%, which saw significant regional variations.
Unfortunately, the study lacked information on the health microinsurance claims
ratio.

Insurers typically aim to strike a balance in their claims ratio. If it’s too high, it
might indicate underpricing of risks, potentially leading to financial challenges.
Conversely, a meager ratio might suggest overpricing, delivering less value to poli-
cyholders, or possibly that policyholders aren’t claiming even when eligible. The
observed claims ratios for the given year lean towards the lower end, prompting
questions about allocating the unclaimed premium funds. It’s plausible (though not
explicitly mentioned) that a portion of the premium income is set aside for “techni-
cal” and “solvency” reserves—both of which are crucial. It’s imperative to differenti-
ate between profits and reserves transparently. Moreover, a longer-term accounting
perspective is essential. However, if a significant portion of these funds is reserved as
profits, it may indicate that the premiums are potentially overpriced, further exacer-
bating concerns about pricing and trust.

Another way to evaluate the impact of community-based health insurance (CBHI)
is by analyzing empirical data on healthcare utilization and financial risk protection
in low- and middle-income countries (LMICs). A recent systematic review [110]
provided insights into this, examining 61 studies that represented the experiences of
221,568 households (equivalent to 1,012,542 individuals) across 20 LMICs. The key
takeaway is that CBHI schemes have considerably boosted healthcare utilization, with
a pronounced emphasis on outpatient services. Of the 43 studies reviewed, 24 identi-
fied a tangible improvement in financial risk protection due to CBHI. When collated,
the data indicated that insured households leaned more towards healthcare utiliza-
tion, outpatient services, and health facility deliveries. Yet, there was no significant
uptick in inpatient hospitalizations. Financially, CBHI-affiliated households reported
a decrease in out-of-pocket health expenses and a reduced likelihood of encountering
catastrophic health expenditures, gauged at 10% of total household expenditures and
40% of non-food expenditures. To sum up, CBHI effectively enhances healthcare
utilization in LMICs but offers inconsistent financial protection against unexpected
health-related expenses.
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4. Challenges in implementing the C&C model and ensuring scalability
4.1 Tackling the critical obstacles to microinsurance sustainability and scalability

The potential of the C&C Microinsurance model to extend social protection cov-
erage for vulnerable and marginalized populations is substantial. However, to harness
this potential effectively, it is vital to understand and address the model’s inherent
challenges. Here are the primary hurdles:

4.1.1 Limited financial literacy and awareness

The complexity of insurance concepts and a lack of understanding of the
benefits of microinsurance often inhibit its adoption. Financial education should
aim at shaping decisions rather than just imparting information. Hence, targeted
financial literacy initiatives, which lay the foundation for the ‘Collaborative’ aspect
of C&C, should be introduced before premium solicitation. Such initiatives are
most effective when they involve trusted community figures and peers, capturing
hearts and minds.

4.1.2 Affordability

Affordability can be enhanced through innovative pricing structures, such as
aligning certain payments with periods when farmers sell their produce instead of
demanding upfront premiums. Additionally, devising group policies for entire com-
munities and bundling various risk categories into a comprehensive approach may
allow for cross-subsidization, further addressing affordability concerns.

4.1.3 Delivery and administration challenges

The large-scale implementation of microinsurance, especially in rural settings,
brings significant logistical challenges. Partnering with local institutions, like
microinsurance-focused village committees, can help mitigate these difficulties.
At the same time, digitizing processes can improve operational efficiency, reduce
paperwork and redundancies, and expedite response times. However, given the
limited interest shown by finance capital [90], the onus of developing microinsur-
ance markets falls mainly upon the initiating organizations. This emphasizes the
need for intentional market creation and demand stimulation [88] over spontane-
ous evolution. High administrative costs, particularly during limited outreach,
further compound these challenges. As an aside, it’s pertinent to note that the
administrative costs associated with health insurance are frequently substantial, as
underscored by studies like [111]. Similarly, Community-Based Health Insurance
(CBHI) schemes also grapple with high administrative costs due to the group’s
small size, rendering premiums insufficient to finance administrative costs in the
early years of operation.

4.1.4 Risk of fraud or mismanagement of pooled funds

Microinsurance operators managing pooled funds face significant financial risks
due to weak internal controls and governance [98]. However, establishing more effec-
tive controls often leads to increased costs.
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4.1.5 Risk pooling and sustainability

Small or homogeneous risk pools can jeopardize the sustainability of the micro-
insurance program. The pooling of various groups, introducing diversified products,
and including reinsurance [112] can help broaden and diversify the risk pool.

4.1.6 Regulatory environment

A supportive regulatory environment can propel the growth of microinsurance. It
is incumbent upon governments to develop regulations that encourage innovation in
the microinsurance sector while ensuring consumer protection.

4.1.7 Data availability and pricing

The lack of reliable granular data for local risk assessment and pricing can dimin-
ish the effectiveness of microinsurance. Collaborations between implementers and
research institutions and using advanced technologies for local data collection and
analysis can improve data management.

4.1.8 Product design

Microinsurance products must align with the specific needs of target populations.
This necessitates a user-centric design process and ongoing feedback mechanisms for
product refinement.

4.1.9 Low claims ratio

A low claims ratio may suggest the insured group is not reaping benefits commensu-
rate with their premium payments. This might be due to restrictive policy conditions, a
lack of awareness about the claims process, high deductibles that discourage individuals
from making claims, and overly conservative risk assessments. Addressing these issues
requires a reassessment of the terms to ensure they are fair and not overly restrictive and
enhance transparency and simplicity in the claims process.

4.1.10 Dependence on continued external technical assistance

As highlighted by Schmidt et al. [113], dependency on external technical assis-
tance presents a significant challenge. Ensuring a smooth transition to sustainable
solutions without compromising technical performance standards constitutes a
substantial task.

Addressing these challenges necessitates coordinated action from multiple stake-
holders, including governments, microinsurance providers, NGOs, local community
organizations, and insured groups. By confronting these issues, we can more effec-
tively unlock the potential of the C&C Microinsurance model, thereby broadening its
impact in extending social protection to those who need it most.

4.2 Long-term investment and reinsurance for scaling microinsurance

In the early stages of microinsurance development, proponents recognized
that the advantages of small mutual aid groups also presented challenges in risk
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diversification and covariance. The solution suggested was “Social Reinsurance,” a
concept to provide reinsurance for Micro Insurance Units (MIUs) [112].

The primary advantage of reinsurance is its ability to offer solvency protection. By
distributing risk among multiple entities, reinsurance safeguards insurance providers
from insolvency due to significant claim events, such as natural disasters [114].

In addition to this vital role, reinsurance’s value proposition lies in its capacity to
extend coverage beyond insurers’ risk-bearing abilities, protecting a broader pool
of clients [114]. In a commercial context, the stabilizing impact of reinsurance on
underwriting results—achieved by reducing the variability of an insurer’s loss ratio—
renders financial outcomes more predictable and appealing to investors [115].

Reinsurance also plays an essential role in capacity enhancement. By providing
access to global reinsurance markets, insurers, particularly those operating in devel-
oping countries, can offer products and services that might otherwise exceed their
risk-bearing capacity [116].

In commercial insurance contexts, additional benefits of reinsurance include
capital management. It offers a form of contingent capital that can be mobilized in the
event of substantial losses, thus reducing the amount of money required to under-
write insurance [115]. Furthermore, reinsurers often provide underwriting, pricing,
and claims management expertise and support, which is particularly valuable for
primary insurers in niche sectors where such expertise may be limited [116].

The proposed concept of Social Reinsurance intended to bolster Microinsurance
Units (MIUs) did not materialize. A subsequent proposal about the role of reinsur-
ance in microinsurance [117] also did not progress. A primary reason for this lack
of advancement lies in the regulations governing reinsurance businesses in many
countries, which permit only licensed insurance companies to cede risks to reinsur-
ance, leaving community-based microinsurance entities unable to do so. This restric-
tion raises an important question: how much capital is necessary for such schemes to
scale their services? The answer to this question was sought in a 2019 research paper
[118]. The researchers used algorithms to calculate capital requirements for expand-
ing health microinsurance for poor rural populations.

They found that to offset early losses, a prototype plan serving 40,000 people
in India would need an initial funding of USD 62,477 if long-term operating costs
would not exceed 20% of the premium and the claims ratio would stabilize at
around 70%.

Not surprisingly, when the confidence levels were decreased below 99.9%—mean-
ing a greater level of risk was accepted that the prototype plan might not stay solvent
throughout a year—the capital requirements diminished significantly. Based on the
researchers’ calculations, a grace period of 5 years would be followed by a 15-year
repayment period to compensate the investors who provided the initial funding
entirely with an annual interest rate of 5% in USD.

Based on these findings, the study suggests that health microinsurance programs
can achieve sustainability by providing the necessary initial capital as a loan and
closely monitoring five key parameters: enrollment, premiums, operating costs,
renewal rates, and the claims ratio.

The per-person, per-year capital requirement is strikingly low. The study’s
assumptions of a 15-year loan period and a commercial interest rate imply that if
investors could be attracted, it would be feasible to significantly scale up microinsur-
ance as a development project, even without reinsurance. However, the ideal way to
scale microinsurance for a more significant impact would be through reinsurance,
which offers the advantage of capacity enhancement and other benefits. Yet, this
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opportunity likely depends on the support of governments or development banks like
the World Bank and the engagement of the reinsurance industry to agree to transact
with small insurance entities like MIUs.

5. Conclusion

The glaring issue that spurred the development of microinsurance is universally
recognized: approximately half of the global population is bereft of access to social
protection. The traditional top-down Bismarckian and Beveridgean models fail to
make strides in most low- and middle-income countries due to evident and justifi-
able reasons. As the informal sector burgeons and several labor-intensive industries
become hubs of informal employment, the call for an innovative operative model
rings more urgent than ever.

While it’s evident that past efforts to frame and deliver microinsurance as “insur
ance for the poor” or “low-cost, low coverage” insurance have fallen short of their
intended goals, these attempts have provided valuable lessons. They revealed the
complex dynamics that shape the demand for microinsurance and its effectiveness,
from financial constraints to customers’ risk priorities and other demand drivers,
claims ratios, and renewal rates.

Despite the limitations of multilateral and international organizations in estab-
lishing robust insurance infrastructure in informal settings, their role in gathering
insights from various pilots—successful or otherwise—cannot be understated. Even
though such efforts, including the provision of ‘distance insurance literacy, have not
yet fully reached or impacted the informal sector, they are steps in the right direction.
Each effort brings us closer to realizing the potential of microinsurance in contribut-
ing to welfare gains at the grassroots level. The wealth of data and experience offers a
significant foundation for building new strategies.

This strategic approach to scaling microinsurance, aka ‘anticipatory marketiza-
tion, should include establishing more granular data sources, insurance education at
the grassroots level, and adapting business practices by commercial insurers to better
align with the needs of the community-based market.

Moreover, the few initiatives taken by some donors and philanthropic bodies have
exposed a critical insight: microinsurance is more than just a financial transaction. It
operates within a nexus of political and social dynamics, which must be considered
for successful implementation.

Maintaining a positive outlook in the face of challenges is crucial. In an era where
public trust in “the system” is eroding, the answer is not merely to preach faith in the
benevolence of top-down or profit-driven insurers. The growing inequality in wealth,
income, political influence, and access to justice underscores that simply declaring
noble intentions is insufficient. Mandatory enrolment, a hallmark of the Bismarckian
model, has not been well-received in many countries, proving it’s not the ultimate
solution. Despite this, each field experience, whether failed or successful, has yielded
valuable insights, shaping a more inclusive and effective microinsurance sector. This
is indeed progress. Yet, much more must be done to stimulate appropriate investments
in ‘anticipatory marketization’

The way forward lies in the realization that when social forces are more potent
and actionable than market forces, the fitting path forward involves leveraging these
social dynamics to catalyze demand. Microinsurance, rooted in mutual aid, thrives
in small group settings, fostering open dialog and consensus on risk insurance and

1
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resource allocation for risk management. The tireless efforts of pioneers and NGOs
for a generation to validate an unconventional demand theory have led to an abun-
dance of field pilots and evidence-backed publications. What does this collective
wisdom tell us? A viable alternative path to reaching the uninsured does exist, one
paved with the power of collaboration, cooperation, consultation, and consensus-
building, fueling willingness to join and pay. Scaling this transformative model
necessitates resources, regulatory backing, and institutional support, much like any
groundbreaking development project. It’s high time we rally politicians, bankers, and
reinsurers to pool their resources and ambitions and tether them to this pioneering
social protection model.

The pursuit of developing microinsurance markets and the persistent efforts to
troubleshoot and re-engineer those markets represent complex attempts to develop
forms of social protection that do not necessitate substantial redistribution. Is this a
deal-breaker?

The evidence suggests that the excluded groups neither expect nor demand that
insurance delivers substantial income redistribution. However, they insist on partici-
patory decision-making. This expectation can be met by applying the “Collaborative
and Contributive” (C&C) microinsurance model. This approach emphasizes inclu-
sion and empowerment of everyone—whether employed or not, engaged in formal
or informal work, and residing in urban or rural areas—to participate in insurance
decision-making. This represents a dramatic departure from the authoritarian style
of state-owned schemes or the rigid and obfuscated operations of commercial
insurance.

Despite its potential, the C&C model encounters several obstacles, including
regulatory impediments like limitations on transferring risks to reinsurance and
insufficient political and financial backing needed to generate impact on a large scale.

However, the past quarter-century has seen significant strides in evolving demand
theory and establishing operational frameworks for mutual aid microinsurance
schemes, such as Community-Based Health Insurance (CBHI). Thanks primarily to
NGOs, pioneering practitioners, and a handful of countries that have adopted CBHI
as the national system, these experiments have catalyzed a willingness to join, pay
actuarially fair premiums, and participate in governance and administration. Now, it’s
time for the academic community to examine microinsurance’s social and economic
impacts, including its potential contribution to GDP growth by insuring informal
workers and the welfare gains to the insured. Most importantly, it’s time for ‘develop-
ment politicians, prudent bankers—particularly international development bank-
ers—and the reinsurance industry to back the C&C microinsurance model’s potential
to extend insurance to all, using models that transcend Bismarck and Beveridge’s
models.
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