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ABSTRACT

The aim of this paper is to focus on the
concept of microinsurance, financial inclusion
and reducing inequalities. The study depicts
that the microinsurance is a relevant pillar of
financial inclusion and also shows the various
pathways through which microinsurance
reduces inequality. The empirical evidence
from india and global case studies have
discussed in the present study. It also reveals
the challenges in leveraging microinsurance for
inclusive development. It has found that
microinsurance must be recognized and treated
as a core pillar of financial and social inclusion
policy. The study suggests that India can take a
decisive step toward a more equitable and
resilient society by making microinsurance
affordable, accessible, accountable, and
adaptive.
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1.INTRODUCTION

In recent decades, there has been growing
recognition of financial inclusion's critical role
in fostering economic development, reducing
poverty, and mitigating income and opportunity
inequalities. Financial inclusion refers to the
process by which individuals and businesses
have access to useful and affordable financial

products and services that meet their needs like

transactions, payments, savings, credit, and
insurance which delivered responsibly and
sustainably (World Bank, 2022).

The COVID-19 pandemic and increasing
climate-related disasters have exposed the
vulnerabilities of the poor to health and
livelihood shocks. Microinsurance, when
integrated with digital financial services and
social protection systems, offers a sustainable
path to resilience and inclusion. Its relevance
has only grown stronger in the face of global
challenges, making it a central tool in reducing
inequality and achieving the Sustainable
Development Goals (SDGs), especially Goal 1
(No Poverty), Goal 5 (Gender Equality), Goal
10 (Reduced Inequalities), and Goal 13
(Climate Action).

Globally, income and wealth inequalities
have reached concerning levels. In India, for
instance, the top 10% of the population holds
nearly 77% of the national wealth (Oxfam,
2020). One significant contributor to this
inequality is the marginalized's lack of access to
protective financial services. In this context,
microinsurance plays a transformative role—
not just by shielding the poor from financial
losses due to death, illness, or climate risks, but
by enabling them to take entreprencurial risks
and build assets over time.

This chapter examines how

microinsurance, as an inclusive financial
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product, reduces various dimensions of
inequality i.e. economic, health, gender, and
opportunity. By  protecting low-income
households from catastrophic expenses and
improving  their access to  finance,
microinsurance can enhance the effectiveness

of broader financial inclusion policies.

1.1 OBJECTIVES OF THE CHAPTER
The objectives of this chapter are:

e To study the conceptual framework
including microinsurance, financial
inclusion and inequality reduction.

e To analyze the role of microinsurance
in facilitating inclusive financial
systems.

e To examine empirical evidence from
developing countries, particularly
India, on the impact of microinsurance
in reducing inequality.

e To identify key policy interventions
that strengthen the microinsurance—

inclusion—equality nexus.

1.2 METHODOLOGY AND SOURCES

This chapter is based on the secondary
data analysis and policy review. The data for
the study has been obtained from various
sources like National Sample Survey Office
(NSSO), World Bank Global Findex Database,
International Labour Organization (ILO)
Microinsurance  Facility, UNDP Human
Development Reports, IRDAI and Government
of India Scheme Portals (PMJJIBY, PMSBY,
PMFBY), Academic journals, policy papers,
and NGO reports etc.
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2. CONCEPTUAL FRAMEWORK

2.1 Microinsurance: Microinsurance refers to
insurance products tailored specifically for low-
income populations, characterized by low
premiums and coverage amounts, simplified
underwriting, and a focus on insuring against
risks such as illness, death, accident, crop
failure, and natural disasters. The International
Association of Insurance Supervisors (IAIS)
defines microinsurance as “insurance that is
accessed by low-income populations, provided
by a variety of different entities, but run
following generally accepted insurance
practices.”

Common microinsurance products include:

e Health microinsurance (e.g., Rashtriya
Swasthya Bima Yojana)

e Life microinsurance (e.g., PM Jeevan
Jyoti Bima Yojana)

e Crop and livestock insurance (e.g., PM
Fasal Bima Yojana)

e Accident insurance (e.g., PM Suraksha
Bima Yojana)

e Property microinsurance (e.g.,
insurance for hut damage or loss of
working tools)

2.2 Financial inclusion: Financial inclusion
refers to the access and use of formal financial
services, such as banking, credit, insurance, and
pensions, by all segments of society, especially
the underserved and vulnerable populations.
According to the World Bank (2018), financial
inclusion “facilitates day-to-day living and
helps families and businesses plan for
everything from long-term goals to unexpected
emergencies.”

Key pillars of financial inclusion include:
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e Access: The availability of financial
services within reasonable proximity
and affordability.

e Usage: The regular and sustained use of
financial products.

e Quality: Appropriateness and
suitability of the products offered.

e Welfare outcomes: Enhanced well-

being, reduced vulnerability, and

improved livelihoods.

The Reserve Bank of India (RBI) describes
financial inclusion as “the process of ensuring
access to appropriate financial products and
services... at an affordable cost fairly and
transparently.”

In broader sense, Microinsurance has become a
strategic tool to cushion vulnerable populations
against financial shocks. It provides low-
income households and small businesses access
to risk management services, such as health,
crop, life, and asset insurance, typically at a
lower cost and more tailored to their
socioeconomic realities (Churchill, 2006).
While financial inclusion encompasses a broad
spectrum, the intersection of microinsurance
with reduced inequality is especially crucial in
societies where the poor disproportionately
suffer from uninsured risks.

2.3 Dimensions of Inequality

Inequality is multidimensional and includes:

1. Income Inequality — Gaps in earnings
and wealth across individuals or
groups.

2. Asset Inequality — Unequal ownership
of productive resources like land or

capital.
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3. Health Inequality — Differential access
to healthcare, nutrition, and insurance.

4. Educational Inequality — Disparities in
educational attainment and quality.

5. Gender Inequality — Systematic
disadvantage of women and girls in
social and economic spheres.

6. Geographic Inequality — Urban-rural
divide in access to services and
infrastructure.

7. Social Inequality — Exclusion based on
caste, ethnicity, or religion.

India faces high levels of inequality across

these dimensions. For instance, the Gini Index

(a measure of income inequality) has been

steadily rising, reaching 35.7 in 2021 (World

Bank, 2022), while only 8% of the bottom 40%

of income earners have insurance coverage

(NSSO, 76th Round).

2.4 Linkage of Microinsurance and

Financial Inclusion to Inequality Reduction

Financial inclusion mitigates inequality

through multiple mechanisms:

e Consumption  smoothing  during

income shocks.

e Facilitation of savings, credit access,
and asset accumulation.

¢ Empowerment of marginalized groups,
especially  women  and  rural
populations.

e Reduction of informal moneylending,
which often involves exploitative
interest rates.

e Increased entrepreneurship and self-
employment, especially in the informal

sector.
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Microinsurance strengthens these mechanisms
by offering risk protection, which reduces
vulnerability and encourages risk-taking
behaviour such as investment in education,

health, and microenterprises.

3. MICROINSURANCE AS A PILLAR OF
INCLUSIVE FINANCE
3.1 Microinsurance: Expanding the
Boundaries of Financial Inclusion

While access to savings accounts and credit is
often emphasized in financial inclusion
insurance,

frameworks, particularly

microinsurance, has  historically = been
underrepresented. Yet, it is arguably the most
crucial financial product for low-income
households, given their high exposure to risk
and limited coping capacity.

Microinsurance helps low-income families
mitigate economic shocks and reduces the need
to deplete savings or borrow at high interest
rates in times of crisis. This makes
microinsurance a  powerful  protective
mechanism, supporting both poverty alleviation
and equality goals.

3.2 Role in Building Financial Resilience
Financial resilience is defined as the ability of
individuals and households to withstand and

recover from adverse financial events. For the

poor, the most common financial risks include:

e Health emergencies

e Natural disasters

e Crop failure

e Death or disability of an income earner

e Loss of productive assets
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Microinsurance addresses these challenges by
providing financial compensation that helps
maintain household consumption, prevents debt
accumulation, and  protects  long-term
investments such as children’s education or
microenterprises. A study by Dercon et al.
(2014) showed that microinsurance reduces
distress selling of assets and enhances
productive  risk-taking in  smallholder
households in sub-Saharan Africa.

3.3 Complementing Other Financial Services
Microinsurance is not a standalone solution. Its
effectiveness is magnified when integrated

with:

e Savings products: Insurance protects
savings from depletion during shocks.

e Credit services: Insured borrowers are
less likely to default on microloans.

e Mobile money: Digital channels make
premium payments and claims
disbursals efficient.

e Pensions and social security: Insurance
bridges the protection gap between
working age and old age support
systems.

This integration leads to synergistic financial
inclusion, enhancing both access and impact.
3.4 Delivery Channels and Innovations
Delivering microinsurance efficiently to large,
dispersed populations requires cost-effective
and innovative models. Some successful
approaches include:

a) Partner-Agent Model

This involves collaboration between insurers
and third-party institutions (e.g., NGOs,

cooperatives, MFIs) that already have trust and
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reach in low-income communities. Example:
SKS Microfinance in India partnered with
ICICI Lombard to distribute health insurance to
SHG members.
b) Mobile-based Distribution
With increasing mobile penetration, insurers
use mobile platforms for policy issuance,
premium collection, and claim settlement.
Example: Bima Health Insurance in Kenya
provides health coverage via mobile money (M-
Pesa).
¢) Community-based Models
Here, communities collectively pool risk and
manage claims. Though smaller in scale, these
schemes ensure high trust and low transaction
costs. Example: SEWA Insurance (India) is a
women-led cooperative model covering
informal women workers.
d) Government-led Distribution
Government-backed schemes ensure scale and
penetration by mandating enrollment or
offering free/subsidized coverage. Example:
India’s PMJIBY and PMSBY reached over 200
million lives using public sector banks and
Aadhaar-based enrollment.
3.5 Product Design for Inclusivity
Effective microinsurance products are simple,
affordable, and relevant to the target
population. Characteristics include:

e Low premiums

e Limited or no medical underwriting

¢ Group coverage options

e Bundled with loans or savings

e Quick and hassle-free claim processes

e Customized risk coverage (e.g., for

floods, drought, or dengue outbreaks)
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Example: The weather-based crop insurance
products under PMFBY use satellite and sensor
data to simplify and speed up claim processing,
making it more inclusive for farmers with
limited documentation.

3.6 Challenges in Inclusion-Oriented
Insurance Design

While the potential is vast, implementation of
microinsurance faces constraints that can
reduce its impact on inclusion:

e Low financial literacy: Many poor
people don’t understand the concept of
insurance or its benefits.

e Trust deficit: Past frauds or delays in
claims lead to low credibility among
the rural poor.

e Adverse selection: People most at risk
are more likely to buy insurance,
leading to unbalanced risk pools.

e Claim settlement issues: Complicated
procedures, lack of documentation, and
delays deter participation.

e Limited data: Insurers lack accurate
data to price products and predict risk
for informal sectors.

¢ Gender-specific barriers: Social norms
restrict women's participation in
financial products.

Addressing these requires not only product
innovation but also regulatory support,
financial literacy campaigns, and -capacity
building.

3.7 Role of Public Policy and Institutions
Governments and regulators play a crucial role
in mainstreaming microinsurance as a core
component of financial inclusion:

a. Regulatory Framework
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The Insurance Regulatory and Development
Authority of India (IRDAI) has issued specific
guidelines on microinsurance products,
including:

¢ Simplified KYC norms

¢  Minimum benefits

e Cap on premiums

e Distribution guidelines

IRDAT’s rural and social sector obligations also
compel insurers to serve underpenetrated
segments.

b. Government Schemes as Anchors

Several flagship schemes have helped scale
microinsurance rapidly in India:

e Pradhan Mantri Jeevan Jyoti Bima
Yojana (PMJJBY) — %2 lakh life cover
at 3330 annual premium.

e Pradhan Mantri Suraksha Bima Yojana
(PMSBY) — %2 lakh accidental cover at
%12 per annum.

e PM Fasal Bima Yojana (PMFBY) —
Comprehensive crop insurance for
farmers, with premium sharing
between Centre and States.

These schemes have brought millions under
insurance cover, many of them for the first time.
c. Role of Banks and MFIs

Public and regional rural banks (RRBs),
cooperative banks, MFIs, and Business
Correspondents (BCs) act as key distribution
points. Their local presence and trust networks
make them effective intermediaries.

3.8 Microinsurance and Women’s Financial
Inclusion

Gender-sensitive insurance design is crucial in

reducing gender inequality in access to
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financial services. Microinsurance supports
women by:

e Reducing household financial stress
during emergencies, which often
burdens women disproportionately.

e Allowing them to invest more
confidently in livelihoods or education.

e Supporting maternal health and child
insurance.

e Encouraging participation in SHGs and
other economic groups.

Schemes like SEWA Insurance, and gender-
focused health coverage under Ayushman
Bharat, are examples of integrating women’s
needs into microinsurance.

3.9 Case Study: PMJJBY and PMSBY in
India

As of March 2024:

e PMIIBY has enrolled over 115 million
individuals.

e PMSBY has enrolled over 160 million.

e Over 700,000 claims have been settled
under both schemes.

A survey by the Ministry of Finance (2022)
found that over 45% of beneficiaries were from
economically weaker sections, and more than
48% were women. Claims were credited
directly to Jan Dhan accounts, ensuring

transparency and ease.

4. PATHWAYS THROUGH WHICH
MICROINSURANCE REDUCES
INEQUALITY

Traditional insurance markets often fail
to serve the poor due to high transaction costs
of reaching remote populations, Low

profitability for private insurers, Adverse
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selection and moral hazard, Lack of awareness
or trust and Complex procedures and
documentation requirements. These market
failures perpetuate inequality by excluding low-
income  populations from  risk-sharing
mechanisms.
Microinsurance  plays a  critical and
multidimensional role in reducing inequality by
targeting the most vulnerable groups, who are
disproportionately affected by risk, uncertainty,
and income shocks. This section unpacks the
direct and indirect mechanisms through which
microinsurance contributes to inequality
reduction.
4.1 Protection Against Catastrophic Health
Expenditure
One of the leading causes of impoverishment
among low-income families in India is out-of-
pocket health expenditure (OOPE). According
to the NSSO (76th Round), over 60% of
hospitalization costs are still paid out-of-
pocket, which pushes millions into poverty
annually.
Microinsurance  provides  financial risk
protection against such catastrophic health
events by:
¢ Covering hospitalization and treatment
costs
e Preventing indebtedness or distress
sale of assets
e Ensuring access to timely and quality
healthcare
This directly reduces health-based inequality,
as it enhances the ability of poor families to
access healthcare services on par with wealthier
counterparts. Case Example: In Rajasthan,

households covered under the Bhamashah
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Swasthya Bima Yojana were found to spend
23% less on healthcare expenses and were less
likely to delay treatment, compared to
uninsured households (Sethi & Prakash, 2020).
4.2 Income Stability and Consumption
Smoothing

The poor often rely on irregular or seasonal
income. Shocks like illness, accidents, or death
of an earning member can drastically reduce
income and consumption levels. In the absence
of formal risk-pooling mechanisms, they are

forced to rely on:

e High-interest loans from informal
lenders

e Asset depletion

e  Child labour or withdrawal from school
Microinsurance enables consumption
smoothing by offering financial protection
during these shocks, thus preserving household
consumption levels and preventing downward
mobility into deeper poverty. Example: Studies
by the ILO (2021) show that livestock
microinsurance in Karnataka led to 25% lower
income variability among rural dairy farmers
during drought years.
4.3 Safeguarding Livelihoods and Assets
Poor households often rely on a single income
source or asset (e.g., a cow, sewing machine, or
farmland). These assets are vulnerable to risks
like fire, theft, or natural disasters.
Microinsurance protects against such risks
through:

e Property insurance (for  huts,

equipment)
e Livestock insurance (for farmers and

pastoralists)
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e Crop insurance (against weather and
pest losses)
This contributes to wealth equality by
preventing the loss of productive assets that
often have no safety nets among the poor. Case
Example: Under the PMFBY, over 1.4 crore
farmers received compensation in FY 2022-23
for crop losses, helping prevent economic
migration and forced sale of land in several
states including Maharashtra and Odisha.
4.4 Promoting Productive Risk-Taking and
Entrepreneurship
Risk aversion is high among the poor due to
their inability to absorb financial shocks. This
inhibits them from engaging in entrepreneurial
activities or switching to higher-return, but
riskier, economic ventures.
Microinsurance creates a safety net, allowing
low-income households to:
e Invest in microenterprises (e.g.,
tailoring, petty shops)
o  Shift to high-yield but riskier crops
e Take up vocational training or formal
employment
This enhances income-generating capacity and
narrows income inequality over time.
Example: In Andhra Pradesh, insured members
of women's self-help groups (under the
Mutually Aided Insurance Cooperative)
showed 15% higher investment in small
businesses and 30% higher school enrollment
among children.
4.5 Enabling Intergenerational Equality
Inequality is often intergenerational, where the
children of poor families inherit fewer
opportunities due to health, education, and

income disadvantages.
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Microinsurance supports long-term human
capital development by:
e Reducing financial burden on children
(e.g., due to a parent's illness or death)
e Ensuring continued education during
crises
e Enhancing nutrition and maternal
health
Over time, this contributes to equality of
opportunity, which is more sustainable than
equality of outcome.
Data Insight: A study by UNICEF (2020)
revealed that in families with microinsurance,
school dropout rates declined by 18% following
household shocks, compared to 5% in
uninsured households.
4.6 Enhancing Gender Equality
Women face disproportionate vulnerability in
low-income households due to:
e Lack of asset ownership
e Informal employment
e Lower access to healthcare and
financial services
Gender-sensitive  microinsurance  products
contribute to female empowerment by:
e Offering maternal health insurance
e Covering female-headed households
e Promoting women's participation in
SHGs and community insurance
schemes
Example: The Mahila Suraksha Bima Yojana in
Uttar Pradesh provided health and accident
insurance to over 1 million women, leading to
improved utilization of health services and
participation in income-generating activities.
4.7 Strengthening Social Cohesion and

Protection
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Insurance fosters social protection by reducing
exclusion, minimizing economic gaps, and
encouraging solidarity. Microinsurance, when
embedded in community-based organizations,
promotes trust, cooperation, and collective
welfare.

Such arrangements build resilience at the
community level, not just for individuals.
Example: Community-based microinsurance in
Kerala (through Kudumbashree) has provided
not only financial protection but also fostered
women’s leadership, savings culture, and group
resilience.

4.8 Contribution to Regional and Rural
Equality

A major source of inequality in India is the
rural-urban divide. Most rural areas have
limited financial infrastructure and greater
exposure to agricultural and climate risks.
Microinsurance reduces this disparity by:

e Reaching remote and underserved
areas

e Providing coverage for region-specific
risks (e.g., floods, pests)

e Leveraging rural distribution channels
like BCs, SHGs, Krishi Vigyan
Kendras

This supports balanced regional development
and narrows spatial inequalities. IRDAI data
shows that microinsurance coverage in rural
areas increased from 15% in 2015 to over 38%
in 2023, largely due to Jan Suraksha schemes
and PMFBY.

4.9 Inclusivity for Marginalized
Communities

Caste, tribal affiliation, and religious identity

continue to influence access to opportunities in
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India. Microinsurance can act as a leveller by
providing equal access to financial protection.
Programs like Ayushman Bharat and state
health schemes have prioritized Scheduled
Castes (SCs) and Scheduled Tribes (STs),
resulting in:

e Higher insurance penetration among
Dalits in states like Chhattisgarh and
Jharkhand

e Improved maternal health among tribal
women in Odisha

By covering socially excluded groups,
microinsurance helps combat structural
discrimination  and  supports inclusive
development.

5. EMPIRICAL EVIDENCE FROM INDIA
AND GLOBAL CASE STUDIES

Empirical research and real-world program
evaluations provide strong evidence on the
effectiveness of microinsurance in advancing
financial inclusion and reducing inequality.
This section reviews quantitative and
qualitative studies from India and other
countries, illustrating both successes and
challenges in implementation.

5.1 India: Pradhan Mantri Jeevan Jyoti
Bima Yojana (PMJJBY) and Pradhan
Mantri Suraksha Bima Yojana (PMSBY)
The two flagship insurance schemes launched
in 2015—PMJJBY (life insurance) and
PMSBY (accident insurance)—target
unbanked and low-income citizens.

Key Features:

e PMIIBY: %2 lakh cover at 3330 annual
premium.

e PMSBY: %2 lakh cover at 12 annual

premium.
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e Delivered through the Jan Dhan bank

account platform.
Empirical Outcomes:

e Enrollment: As of March 2024, over
115 million enrolled in PMJJBY and
over 160 million in PMSBY.

e Demographics: 54% of enrollees are
from rural areas; 48% are women
(Ministry of Finance, 2024).

e Claim Settlements: Over 15,000 crore
disbursed in death/accident claims
since inception.

Impact Evaluation (Ministry of Finance, 2023):

e 75% of beneficiaries reported these
schemes were their first-ever insurance
policies.

e C(Claims were credited within 10-15
working days, enhancing trust in
formal finance.

e Increased saving behaviour observed in
38% of policyholders post enrollment.

These schemes provided social protection and
income security to millions of economically
vulnerable households, particularly during the
COVID-19 pandemic.

5.2 India: PM Fasal Bima Yojana (PMFBY)
This scheme Launched in 2016, the PMFBY is
the world’s largest crop insurance scheme.
Features:

e Covers loss due to drought, floods,
pests, and unseasonal rainfall.

e Premiums subsidized by government
(farmers pay 1.5-2%).

Outcomes (2023 Data):
e Coverage: Over 55 million farmers

enrolled annually.
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e Claims Paid: 1.48 lakh crore
disbursed to farmers since 2016.

e States Benefited: Maharashtra, Odisha,
MP, and Bihar had highest claims
utilization.

Empirical Findings:
A study by NITI Aayog (2022) found:

e 17% increase in credit uptake among
insured farmers.

e 21% lower income volatility during
bad monsoon years.

e Reduction in farmer suicides in high-
risk districts of Maharashtra post-
implementation.

Despite implementation challenges, PMFBY
remains a key tool to reduce agrarian inequality.
5.3 SEWA Insurance (India)

The Self Employed Women’s Association
(SEWA), through its SEWA Insurance
(VimoSEWA) arm, provides integrated health,
life, and asset insurance to informal women
workers.

Highlights:

e Premiums start at ¥85-300 per year.

e Claims processed through community
health workers and SHG leaders.

e Covers over 500,000 lives, primarily in
Gujarat and Bihar.

Evaluation (ILO, 2021):

e Higher health-seeking behaviour

among insured women.

e 65% of claims settled within 2 weeks.

e Improved female empowerment, as
women reported greater financial
independence and decision-making

authority.
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SEWA’s community-based model
demonstrates the power of localized, women-
led microinsurance in reducing both economic
and gender inequalities.

5.4 National Health Protection Scheme —
Ayushman Bharat (India)

Ayushman Bharat — Pradhan Mantri Jan
Arogya Yojana (PM-JAY) launched in 2018 is
India’s largest public health insurance scheme.
Features:

e 35 lakh health cover per family per
year.

e Targeted at bottom 40% of population
(~50 crore individuals).

e Cashless and paperless at empanelled
hospitals.

Data (2024):

e Over 300 million beneficiaries
registered.

e 5 crore hospitalizations approved.

o 48% of claimants are women; 50%
from rural areas.

Research by Brookings India (2023):

e 40% reduction in catastrophic health
expenditures among PM-JAY
beneficiaries.

e Enhanced access to private hospitals,
bridging quality gaps.

e Increased utilization of maternal and
child health services.

PM-JAY shows how state-funded insurance
can drive inclusive health access and inequality

reduction.

International Journal of Commerce and Management Studies (I/CAMS)

ISSN 2456-3684, Vol.10, No.04,2025
www.ijcams.com

5.5 Kenya: Kilimo Salama Agricultural
Insurance
"Kilimo Salama" (Safe Agriculture) was
launched to provide weather index-based crop
insurance to smallholder farmers.
Key Innovations:
e Use of satellite data and mobile
technology for claim settlement.
e Distributed through mobile money (M-
Pesa).
Findings:
e Insured farmers planted 19% more
acreage and used more inputs.
e Reduced vulnerability to droughts and
floods.
e  Women farmers particularly benefited,
with a 13% increase in yields (World
Bank, 2020).
This model proved technology can drastically
improve efficiency and trust in microinsurance
delivery.
5.6 Bangladesh: BRAC Microinsurance
BRAC’s health microinsurance covers over 2
million lives, particularly garment workers and
rural women.
Results:
e Health insurance reduced out-of-
pocket expenses by 37%.
e Improved treatment adherence for
chronic diseases.
e 80% of female beneficiaries reported
increased financial confidence.
The success of BRAC highlights the
importance of NGO-led insurance models that
are tailored to local health risks and social

structures.

Page107



5.7 Philippines: CARD MBA (Mutual
Benefit Association)

CARD MBA provides life and loan protection
to microfinance clients, reaching over 7 million
Filipinos.

Evidence:

e Members have 100% coverage of loan
repayments during death or illness.

e Strong social capital and mutual trust
model enabled high premium renewal
rates (>90%).

e Significant reduction in financial stress
and loan default among insured
members.

This  case  illustrates  how  mutual
microinsurance associations can build equity
and resilience among the poor.

5.8 Limitations and Caution in Interpreting
Evidence

Despite these positive results, some empirical
evaluations caution that microinsurance alone
cannot eliminate structural inequality:

e Low penetration among the poorest
(e.g., migrant workers, homeless).

e Premium affordability remains a
barrier despite subsidies.

e Some studies (e.g., Cole et al., 2013)
find limited take-up due to lack of
understanding.

e Moral hazard and fraud may reduce
scheme sustainability.

Hence, microinsurance is most effective when
paired with financial literacy, strong

governance, and social safety nets.
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6. CHALLENGES IN LEVERAGING
MICROINSURANCE FOR INCLUSIVE
DEVELOPMENT
Despite its vast potential and demonstrated
impact, microinsurance faces significant
barriers that limit its reach, effectiveness, and
contribution to reducing inequality. These
challenges are multidimensional—spanning
demand-side, supply-side, regulatory, and
systemic issues. This section explores the key
obstacles impeding the widespread adoption
and effectiveness of microinsurance in the
Indian context, as well as global parallels.
6.1 Low Awareness and Financial Literacy
One of the most persistent barriers to
microinsurance uptake is limited public
awareness. Many low-income individuals:
e Are unaware of insurance products or
their benefits.
¢ Do not differentiate between insurance
and savings schemes.
e Lack trust in insurance institutions due
to historical non-settlement of claims.
According to an IRDAI (2023) survey, only
27% of rural respondents were aware of
government microinsurance schemes such as
PMIJIBY or PMSBY. “Microinsurance ofien
fails to penetrate because it remains an abstract
concept for the poor. Until it is perceived as
relevant, uptake will remain low.” 1LO (2020)
6.2 Affordability and Premium Pricing
Although microinsurance is designed to be low-
cost, premium affordability remains a challenge
for the ultra-poor. Even a small annual premium
0f'%300-500 can be unaffordable for daily wage
laborers or landless workers, especially if:

e The income is irregular or seasonal.
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e Opportunity costs (e.g., loss of daily
wages to enroll or renew policies) are
high.

e Households prioritize  immediate

consumption needs.

This problem is aggravated when schemes are

not subsidized or co-financed, especially in

non-government insurance programs.

6.3 Inadequate Product Design and

Customization

Many microinsurance products suffer from

standardized and inflexible design, which do

not cater to the diverse risk profiles of low-
income households.

Common issues include:

e Health insurance that excludes
outpatient care or pre-existing
conditions.

e Crop insurance that doesn’t account for
regional climate or crop type
variations.

e Long waiting periods or complicated
exclusions that reduce benefits.
“Insurance works best when it reflects the
realities of people’s risks. Poorly designed
products lead to dropouts and distrust.” CGAP

(2021)

6.4 Inefficient Claims Processing and Delays

Fast and transparent claims settlement is crucial

for building trust in insurance. However,

several microinsurance schemes, especially in
public delivery models, face delays due to:

e Inadequate digital infrastructure in
rural areas.

verification

e Bureaucratic claim

processes.
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e Jlack of grievance  redressal
mechanisms.
A report by the Comptroller and Auditor
General (CAG) of India (2022) noted that over
30% of PMFBY claims were delayed beyond
the 60-day deadline, affecting farmer
confidence in the scheme.
6.5 Supply-Side Constraints and Limited
Distribution Channels
On the supply side, insurance companies face
high costs in reaching low-income and remote
populations due to:
e Absence of physical infrastructure
(branches, agents).
e High transaction costs relative to small
premium size.
e Low incentive for agents to promote
microinsurance.
Even though Business Correspondents (BCs)
and SHGs are increasingly used, many remain
undertrained and overburdened, limiting
effective outreach.
6.6 Regulatory and Institutional Challenges
Microinsurance falls in the intersection of
insurance regulation, financial inclusion, and
social protection, creating administrative
fragmentation.
Challenges include:
e Multiple overlapping schemes with no
central monitoring.
e Lack of standardized service-level
agreements.
e Weak enforcement of service delivery

norms, especially in PPP models.
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Moreover, the Insurance Regulatory and
Development Authority of India (IRDAI) has
limited capacity to monitor rural outreach and
ensure consumer protection at the grassroots
level.

6.7 Technological and Data Limitations
Technology plays a key role in scalable
microinsurance delivery, but gaps remain:

e Lack of real-time weather or health
data for risk assessment in rural areas.

e Poor digitization of land records,
delaying crop claim settlements.

e Limited access to mobile banking or
Aadhaar-linkage among older or tribal
populations.

In many states, claim filing still depends on
paper documents, which contributes to fraud
and exclusion.

6.8 Adverse Selection and Moral Hazard
Adverse selection arises when high-risk
individuals are more likely to purchase
insurance, skewing the risk pool. Similarly,
moral hazard occurs when insured individuals
take higher risks due to guaranteed coverage.
These issues reduce scheme sustainability and
lead insurers to either:

e Increase premiums, reducing
affordability, or

e Impose stricter eligibility, excluding
the most vulnerable.

For instance, community-based livestock
insurance in Bihar had to shut down due to
unsustainable loss ratios caused by both moral

hazard and fraud.
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6.9 Lack of Integration with Other Social
Protection Programs

Many microinsurance schemes operate in
isolation, failing to integrate with broader
development programs such as:

e Rural employment (MGNREGA)

¢  Women’s empowerment (NRLM)

e Health and nutrition (POSHAN, ICDS)
This limits the cumulative impact and creates
fragmented service delivery. For example,
integrating maternal health insurance with
nutritional support could multiply benefits and
enhance gender equality outcomes.

6.10 Gendered Barriers to Access
Even when microinsurance is available, women
often face additional hurdles:

e Limited financial autonomy to make

insurance decisions.

e Lack of legal identity documents or
mobile phones.

e Cultural norms that discourage
interactions with male agents.

According to SEWA (2021), over 70% of
women respondents had never been approached
by an insurance provider, despite being eligible.
Gender-transformative microinsurance models
are still rare and underfunded.

6.11 COVID-19 and Climate Risks:
Emerging Complexities

The COVID-19 pandemic exposed the
limitations of existing microinsurance in
addressing compound risks:

e Health insurance schemes didn’t cover
testing, quarantine costs, or income
loss.

e Farmers faced simultaneous supply

chain disruptions and climate shocks.
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Similarly, climate change has increased
systemic risks like floods and droughts,
requiring innovative insurance solutions such
as index-based insurance and parametric
payouts. These evolving risks demand flexible,
bundled, and dynamic insurance models—
something  still  lacking in  India’s
microinsurance architecture.

6.13 Policy Implication of Challenges

The challenges outlined above have important
policy implications:

e Without reform, microinsurance may
widen inequalities by serving only the
low-risk poor.

e Unreliable claim settlements can erode
faith in formal financial institutions.

e Poorly targeted subsidies may be
captured by better-off segments unless

leakages are plugged.

8. POLICY RECOMMENDATIONS
AND STRATEGIC WAY
FORWARD

In light of the empirical findings and challenges
outlined, it is evident that microinsurance can
significantly contribute to financial inclusion
and inequality reduction—but only if it is
supported by  comprehensive  reforms,
innovation, and policy coordination. This
section presents concrete recommendations to
strengthen the microinsurance ecosystem in
India and similar developing economies.

7.1 Strengthening Awareness and Financial
Literacy

Recommendation:

microinsurance

e Launch  national

awareness campaigns via television,
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radio, digital media, and local

influencers (e.g., ASHA workers, SHG

leaders).

e Embed insurance education into school
curricula, rural skill training, and
financial literacy drives

(RBI/SEBI/IRDAI-led).

Justification:

A well-informed population is more likely to

understand and adopt insurance. Evidence from

Kenya and Bangladesh shows that targeted

awareness drives significantly improve take-up

rates (ILO, 2021).

7.2 Improving Product Design and

Suitability

Recommendation:

e Develop modular insurance packages
(e.g., health + accident + crop) tailored
to local risks.

e Design gender-sensitive insurance
products for women’s health, maternal
risks, and asset protection.

Justification:

Localized and bundled insurance products have

shown higher adoption and retention (e.g.,

SEWA’s Vimo SEWA model). Products must

reflect real risk exposures and income patterns

of low-income households.

7.3 Enhancing Affordability and Premium

Support

Recommendation:

e Introduce smart subsidies: target
premium subsidies to the poorest using
SECC/Aadhaar data.

e Provide premium co-payments through
MGNREGA or DBT to reduce cash

burden.
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Justification:

Subsidies increase coverage without distorting
markets when designed carefully (World Bank,
2022). This approach can also incentivize
enrollment among  high-risk, excluded
populations.

7.4 Digital Infrastructure and Technology
Integration

Recommendation:

e Expand digital claim processing
platforms integrated with Aadhaar, Jan
Dhan, and mobile apps.

e Use satellite data, remote sensing, and
Al for crop loss verification and
weather-indexed insurance.

Justification:

India has a strong digital public infrastructure
(DPI), but insurance tech lags behind.
Innovations such as parametric insurance and
blockchain can reduce fraud and processing
time, especially in agriculture (CGAP, 2023).
7.5 Strengthening Claims Settlement
Mechanisms

Recommendation:

e Establish time-bound claim settlement
regulations with public dashboards and
citizen charters.

e Deploy local claim facilitators trained
via SHGs or Panchayats to assist in
documentation and follow-up.

Justification:

Delayed or denied claims are the leading cause
of dropout and distrust. Improved turnaround
times boost consumer confidence and repeat

enrolment (IRDAI, 2023).
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7.6 Expanding and Incentivizing
Distribution Channels
Recommendation:

e Train and certify Insurance Mitras,
modelled on ASHA or Bank Mitra
frameworks, to act as community
intermediaries.

e Offer performance-linked incentives
for agents serving underserved areas.

Justification:

Trusted local intermediaries improve outreach
and renewal rates, especially among women
and illiterate populations (SEWA, 2021). They
also reduce dependence on formal institutions.
7.7 Regulatory and Institutional
Strengthening

Recommendation:

e Establish a dedicated Microinsurance
Division within IRDAI with district-
level oversight.

e Create a National Microinsurance
Mission (NMM) to coordinate between
ministries, states, and stakeholders.

Justification:

Fragmented policy design hampers efficiency.
Centralized planning with decentralized
execution ensures greater synergy across
schemes, and strengthens monitoring and
accountability (NITI Aayog, 2023).

7.8 Leveraging Public—Private Partnerships
(PPPs)

Recommendation:

e Promote co-designed insurance models
where governments bear part of the
premium and private insurers manage

delivery.
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e Encourage corporate social
responsibility (CSR) investments in
microinsurance awareness and literacy.

Justification:

Successful PPPs (e.g., PMFBY) combine scale,

innovation, and sustainability. With proper

checks, the private sector can complement state
efforts and reach difficult geographies.

7.9 Gender-Inclusive Insurance Policies

Recommendation:

e Ensure all schemes have gender-
disaggregated enrolment and claim
data.

e Mandate a minimum female outreach
ratio in agent networks.

e Provide gender-specific covers for
maternity, childcare, and informal
women workers.

Justification:

Women face compounded exclusions. Gender-

intentional design improves outcomes across

financial access, health, and social protection

(UN Women, 2022).

7.10 Integration with Broader Social

Protection Ecosystem

Recommendation:

e Link microinsurance with livelihood
programs (e.g., DAY-NRLM),
pensions (Atal Pension Yojana), and
healthcare (PM-JAY).

e Use one-stop digital platforms (e.g.,
UMANG) to register, renew, and claim
multiple schemes.

Justification:

Integration ensures continuity of care, income,

and  risk

coverage, reducing policy
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fragmentation and administrative burden on
citizens (World Bank, 2022).

7.11 Climate and Catastrophic Risk
Preparedness

Recommendation:

e Develop disaster-indexed insurance for
cyclones, floods, and heatwaves.

e Strengthen collaboration between
NDMA, IMD, and insurance providers
for real-time disaster response.

Justification:

Climate change is intensifying both frequency
and severity of shocks. Pre-disaster financing
through insurance builds resilience and avoids
post-disaster poverty traps (OECD, 2023).

7.12 Research, Monitoring and Impact
Evaluation

Recommendation:

e Set up an Insurance for Inclusion
Observatory under NITI Aayog or an
academic consortium.

e Fund longitudinal studies to track
microinsurance outcomes on income
security, health, gender equity, and
intergenerational mobility.

Justification:

Evidence-based policymaking requires robust,
disaggregated data. Impact evaluations guide
better design and resource allocation
(Brookings India, 2022).

7.13 Long-Term Vision for Inclusive
Insurance

If microinsurance is effectively reformed, it can
act as a cornerstone of India’s inclusive growth

strategy by:
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e Enabling vulnerable populations to
take calculated risks—thus improving
livelihoods.

e Reducing the economic burden of
health, disaster, and income shocks.

e Fostering a culture of risk protection,
especially among youth and women.

Supporting SDGs 1 (No Poverty), 3 (Good
Health), 5 (Gender Equality), 10 (Reduced
Inequality), and 13 (Climate Action).

9. LIMITATIONS OF THE STUDY
Certain limitations must be acknowledged in
the present study as follows:

e The data used is based on available

secondary  sources, which may
underreport informal microinsurance
schemes.

e Regional disparities in state-level
implementation (e.g., between Kerala
and Bihar) may skew generalized
inferences.

e Microinsurance outcomes often depend
on contextual factors such as culture,
gender norms, and trust in institutions,
which are difficult to quantify

empirically.

10. CONCLUDING REMARKS

Microinsurance is more than a financial
product, it is a developmental enabler. It equips
the poor with the tools to manage uncertainty,
enhances their trust in formal systems, and lays
the foundation for inclusive economic
participation. In the journey toward achieving
the Sustainable Development Goals (SDGs)

and India’s own Amrit Kaal vision for 2047,

International Journal of Commerce and Management Studies (I/CAMS)

ISSN 2456-3684, Vol.10, No.04,2025
www.ijcams.com

microinsurance must be recognized and treated
as a core pillar of financial and social inclusion
policy. By making microinsurance affordable,
accessible, accountable, and adaptive, India can
take a decisive step toward a more equitable and
resilient society where the accident of birth or
income no longer determines the dignity and

security of life.
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