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Therefore, we would like to take the opportunity here to show our enormous gratitude to: 
 
The INAFI people, for their invaluable support to our research, for giving us the 
opportunity to work in the professional and friendly environment of their office in Dhaka, 
as well as their help in arranging interviews and field visits. Special thanks go to Mr. Al 
Hasan for providing us with a lot of information. He is a very knowledgeable person. 
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PREM for sending us to Bangladesh and making this experience of a lifetime possible. 
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our research. It would not have been possible without them. 
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more understanding of the problem we were dealing with. 
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Summary 
 
 
Bangladesh is a developing country which is severely prone to flooding. The national 
income depends largely on agricultural production, which is still very traditional in nature 
and relies heavily on natural phenomena. Poor rural farmers have insufficient means to 
cope with flood disasters, particularly in the context of Bangladesh where other forms of 
risk protection are lacking. Therefore, international recommendations have been made to 
introduce crop microinsurance as a risk transfer mechanism to improve the livelihood of 
farmers. This research has looked at the potential for a viable crop microinsurance 
scheme in Bangladesh. Following a PREM demand-side study of 2006 that proved 
commercial demand in certain areas, the focus of this research is on the supply-side. 
 
Three sides of the ‘insurance problem’ have been identified: the target client, the provider 
and the product design. This supply-side study addresses first of all the provider. Three 
different channels of provision have been identified: full service provision by an 
NGO/MFI, full service provision by a mainstream insurance company and a collaboration 
between the two within a partner-agent model. Many issues influence which channel of 
provision is the most suitable for offering crop microinsurance. These issues include the 
motivation and goals of the provider, the costs of provision, human resources and 
information capabilities, access to clients, access to reinsurance and support by subsidies 
and donors.  
 
The second supply-side component is the product design. Developing a viable insurance 
plan involves a number of steps, beginning with the identification of the risks, deciding 
upon the method for valuing the loss of crops, setting the premiums and ending with the 
sale of the product and paying out indemnities. However, there are certain issues the 
insurer needs to keep in mind that might challenge the viability of the plan. These are 
adverse selection, moral hazard, path dependency, ability to spread risks and alternative 
forms of social security. In order to minimize potential problems, the insurer can choose 
between different product design options, such as index-based or indemnity-based 
insurance, a market value or production cost method to value crop loss, covering a single 
crop or multiple crops and providing the product separately or bundled with another 
product, such as microfinance loans, for example. 
 
Taking all these issues into consideration, a framework of four qualitative criteria has 
been used to analyze the viability of crop microinsurance. The first criterion is 
governance, which addresses the regulatory environment and stakeholder involvement. 
Second, contribution to risk reduction looks at the extent to which the crop insurance 
scheme contributes to long term reduction of risk and the farmers’ vulnerability. Third, 
the affordability criterion considers which insurer is most appropriate to provide an 
insurance product that is affordable to the clients. Finally, the financial robustness of the 
plan is of concern in order to ensure the financial sustainability of the insurer. 
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Consequently, each criterion has been analyzed with regard to the previously identified 
provider and product design issues. The most salient finding for governance viability was 
that the regulatory environment currently remains weak, but due to positive stakeholder 
influence, good governance is possible. With respect to this, the NGO/MFI was found as 
the most suitable provider and the index-based, voluntary plan as the best product. 
 
With respect to contribution to risk reduction, the NGO/MFI is suggested as the best 
provider, given its broad objective of overall poverty reduction. The index-based 
insurance product is chosen as most viable due to its ability to reduce moral hazard.  
Further, multiple types of crops should be covered in order to achieve greater risk 
reduction to farmers. 
 
Affordability is primarily a demand-side concern. Nevertheless, it has been analyzed in 
order to find which provider is most capable to offer an affordable microinsurance 
product to poor farmers. Once again, this was the NGO/MFI, based its socially oriented 
objectives as well as its greater access to subsidies and donors.  
 
The financial robustness of crop microinsurance in Bangladesh has been studied 
primarily by looking at administration costs and transactions costs of different potential 
providers. Though this study was limited in terms available data, it was found that crop 
microinsurance appears to be financially viable, should it be offered by an NGO/MFI 
which is able to offset administration and transaction costs with transfers from subsidies 
and donors. 
 
The results of the criteria with respect to the viability of crop microinsurance have been 
tested using a SWOT analysis. Though the viability assessment attempted to cover all 
providers and products, one product emerged that is most likely to be implemented based 
on its ability to meet the viability criteria. Provision of this product would be through a 
full service model with an NGO/MFI as the provider. The product would be index-based, 
covering multiple crops and using production costs to value crop loss. The SWOT 
analysis showed that this product has strengths, weaknesses, opportunities and threats 
that should all be valued and taken into account.   
 
The SWOT analysis highlighted the fact that, since this is a new product which that has 
been attracting considerable attention, serious and careful examination of the weaknesses 
and threats is necessary before implementation.  Overall, it was found that a crop 
microinsurance scheme in Bangladesh can be viable, to the extent that certain 
improvements are made in order to optimally fulfil the four criteria of viability. 
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1 Introduction 
1.1 Insurance as a risk management tool in Bangladesh 
This research basically deals with two main problems that the Asian country of 
Bangladesh is facing: high flood risks and a high poverty rate. Bangladesh has a unique 
geographical location, surrounded by India, Myanmar (Burma) and the Bay of Bengal. It 
has a relatively low topography, the result of which is that about 68% of the country is 
prone to flooding. Three major river systems, Ganges, Brahmaputra and Meghna, carry a 
huge flow of water from a wider catchment area lying in India, Nepal, Bhutan and China 
through Bangladesh towards the ocean. In essence, this makes the country a river delta. 
During normal years, 25-30% of the land area is flooded; in case of devastating floods 
this can go up to nearly 70%. Figure 1.1 shows the different flood types in Bangladesh; 
rainfall floods, river flooding, flash floods and tidal flooding (FFWC, 2007).  
 

 
Figure 1.1 Flood types in Bangladesh (Source: FFWC, 2007) 

 
Another characteristic of Bangladesh is its agrarian society. Approximately three quarters 
of the population lives in rural areas (Bangladesh Bureau of Statistics, 2001). Sixty 
percent of the total population is directly or indirectly involved in agricultural activities, 
generating 22% of the country’s GDP (Bangladesh Bureau of Statistics, 2005). The 
poverty rate among the rural population is high, about 20 percent of the rural households 
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live in extreme poverty and 30 percent are considered moderately poor. In total, the 
number of rural poor exceeds 100 million people (Rural Poverty Portal, 2007). 
 
One of the main reasons for the rural poverty in Bangladesh is the difficult climatic 
conditions and the fact that a large proportion of the country is low-lying and vulnerable 
to flooding. Agricultural production relies heavily on natural phenomena and mainly 
traditional farming methods are being used, as a result of which agriculture is highly 
prone to disasters. Floods constitute a major constraint for the rural poor to come out of 
poverty. Many farmers lack the financing necessary to recover their livelihoods after 
losing their crops (Pandya, Mitchell & Shah, 2006). 
 
Resources to adapt to flood risks and absorb losses are scarce. Currently, people rely on 
ex-post forms of social security to cope with risks and losses. Government relief and 
rehabilitation programs, as well as informal methods to obtain income, such as borrowing 
from relatives, are inadequate to provide risk protection. In addition, ex-ante preventative 
measures are lacking or insufficient to reduce flood impacts.  
 
In order to improve the adaptive capacity of Bangladesh as a developing country, 
international recommendations call for insurance to cope with the flood risks and 
moderate potential damages. In the context of the Millennium Development Goals 
(MDGs), as well as the Intergovernmental Panel on Climate Change (IPCC) and the 
United Nations Framework Convention on Climate Change (UNFCCC), insurance is 
considered an appropriate financial tool to manage risks. In particular, the growing 
microinsurance market could play an important role in alleviating poverty through risk 
management for the poor.  
 

1.2 Motivation 
Considering the flood risks and rural poverty issues Bangladesh is facing, the Dutch 
PREM programme (Poverty Reduction and Environmental Management), funded by the 
Ministry of Foreign Affairs, decided in 2006 to conduct research on the possibilities for 
implementation of crop microinsurance. Looking at the demand-side of crop insurance, a 
commercial viability assessment was carried out through willingness to pay (WTP) 
interviews with poor rural households in flood-prone areas in Bangladesh. Consequently, 
it was found that in some areas, crop insurance would be financially viable, however 
assuming zero administration costs. These areas were Homna, Meghna, Harirumpur, 
Sariakandi, Bera and Veramara, facing risks of riverine flooding (Aftab & Brouwer, 
2006).  
 
This current research is a collaboration between PREM and the International Network of 
Alternative Financial Institutions (INAFI) and is done as a follow up on the 
aforementioned demand-side study by PREM. To supplement previous research and 
elaborate the viability of a crop microinsurance scheme, a supply-side perspective has 
been chosen. Whereas the demand-side study predominantly consisted of a quantitative 
assessment, a more qualitative approach is used here, taking into account not only 
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financial viability but also calling attention to institutional, operational and product 
design issues.  
 

1.3 Problem definition  
The following research question will lead the assessment of the viability of crop 
microinsurance in Bangladesh: 
 
From a supply-side perspective, to what extent can crop microinsurance to mitigate 
against flood risks be viable in Bangladesh, with respect to governance, contribution to 
risk reduction, affordability and financial robustness? 
 
In order to address this question, the supply-side perspective is outlined in terms of 
provider and product design issues. The four criteria for viability mentioned in the 
research question are then considered with respect to the supply-side issues. These four 
criteria are taken from ProVention/IIASA studies by Mechler and Linnerooth-Bayer 
(2005; 2006) and have been listed in the previous PREM study by Aftab, Brouwer and 
Brander (2006). 
 
A number of sub questions are developed to support the main research question: 
 

1. Which stakeholders are involved? 
2. Which channel of provision is most desirable?   
3. What is the theoretical basis for the difference in cost of administration for 

an insurance scheme at a mainstream insurance company or Non-
government organization/Microfinance institution? 

4. How should crop loss be valued for indemnity (production cost or other 
valuation)? 

5. What specific concerns exist regarding moral hazard, adverse selection, 
risk pooling and trust and reliability of partners? 

6. What are possible barriers to entry, including social perceptions of 
insurance, lack of actuarial analysis and scope for reinsurance? 

1.4 Outline of report  
To begin, the theoretical framework used to address the research question will be outlined 
(chapter 2). This framework comprises three parts and is meant to present an organized 
approach to the research question. The first section identifies the central issues of 
insurance, specifically those of concern from a supply-side perspective - provider and 
product design issues. The second section defines the issues in terms of the Bangladeshi 
context, while drawing on prevailing theory in insurance, including possible models of 
provision/distribution, moral hazard, adverse selection, transaction costs and new product 
innovations. This sub-division of the supply-side issues is meant to provide an organized 
framework with which to assess viability. The third section of the theoretical framework 
outlines and defines the four viability criteria used to assess disaster microinsurance for 
crops in Bangladesh: affordability, financial robustness, contribution to risk reduction and 
governance.  Here, the relevant supply-side issues are highlighted under each criterion.   
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Following the presentation of the theoretical framework, the methodology used to address 
the research question will be focused on (chapter 3). This includes both the research 
approach and the analytical methods used to formulate results based on our theoretical 
framework. 
 
The results of the research methods are subsequently presented (chapter 4). This section 
begins by analyzing the research under the theoretical framework subject to the four 
viability criteria for crop insurance in Bangladesh. Following this, the results of the 
viability assessment are put to the test through a SWOT analysis, which should 
additionally serve to identify barriers and opportunities.   
 
Finally, the results are summarized and put into perspective with regards to their overall 
applicability (chapter 5).  Considerations for future research will also be outlined here. 
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2 Theoretical Framework 
 

In order to assess the potential of crop insurance to mitigate flood risks in Bangladesh, 
the insurance problem will first be outlined.  Ultimately, viability of an insurance scheme 
will be a function of certain characteristics of the insurance problem, presented through 
the lens of supply-side issues, notably product design and provider issues. The theoretical 
framework surrounding these supply-side issues will thus be presented here. Following 
this, the four criteria to assess viability of a proposed scheme, in relation to these supply-
side issues, will be defined.   
 

2.1 The insurance problem 
Insurance is essentially a tool to manage risk.  Risk refers to the probability that an will 
event occur and the implications, impacts or consequences caused by that event, often 
measured as the costs of damage.  Insurance consists of a contract between two parties 
under which the insurance client agrees to pay a certain sum of money, called the 
premium, to the insurance provider.  In return, the insurance provider guarantees the 
policy holder a level of financial security should an event occur that has been listed under 
the contract.  This financial transfer is known as the claim or the indemnity.  There are 
many different types of insurance products available on the market, classified into life 
and medical insurance products and other general insurance products.  The focus, here, is 
on general insurance to protect a specific asset, in this case, crops.  In addition, the event 
of interest is flooding, a disaster event to which Bangladeshi farmers are frequently 
exposed.  And finally, the target clients addressed are poor, making this a microinsurance 
problem, whereby the premiums must be affordable to those who have lower income 
levels than traditional insurance clients. This is in line with other research which sets the 
definition for microinsurance as, “essentially the same as one might use for regular 
insurance except for the clearly prescribed target market: low-income people.” 
(Churchill, 2007)  
 
 
The insurance problem is summarized in the chart below (figure 2.1), where three central 
issues have been identified, subject to a surrounding environment. These three issues are 
target clients, provider and product design.  The target client issues in Bangladesh have 
been addressed in previous work such as Akter & Bourwer (2006) which studied the 
demand for crop insurance.  From a supply-side perspective, however, which is the focus 
of this paper, the provider and product design issues are of central importance.  Though 
there is ongoing research into the supply-side for crop insurance in Bangladesh, there has 
been no complete examination of this perspective to-date.  Therefore the supply-side 
provider and product design issues will be the focus of this paper. 
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Figure 2.1 The insurance problem 

 

2.2 Provider Issues 

2.2.1 Channels of provision 
A central concern for microinsurance, particularly from the supply-side perspective, is 
who should be the provider?  Case studies in microinsurance have shown that there are 
two broad types of organizational models possible (Akter & Brouwer, 2006; Al Hasan, 
2007; Brown & Churchill, 2000). The first of these, known as the full service model, is 
organized such that the insurance provider performs all activities related to the provision 
of insurance in-house.  This includes such functions as designing the product, marketing 
the product, collecting premiums and paying claims. A simple model of full service 
provision is illustrated in figure 2.2. 
 

 
Figure 2.2 Full Service Model for Microinsurance 
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The second possible organizational model is commonly known as the partner-agent 
model.  Under this model, the partner, usually a mainstream insurer, performs activities 
of developing and pricing products as well as managing risk exposure of the insurance 
portfolio and investment of reserves and annual premiums. On the other hand, 
NGO/MFIs take care of marketing, promotion and initial sale of the products as well as 
collecting premiums and distributing claims. This is simply illustrated in figure 2.3. 
 

 
Figure 2.3 Partner-agent model for microinsurance 
 
In Bangladesh, existing literature proposes that there are three possible channels of 
provision for microinsurance (Al Hasan, 2007).  In accordance with the aforementioned 
two organizational models, these are: 
 

• Full service provision from Non-Government Organization/Microfinance 
Institutions (NGO/MFIs) 
Implementation, product development, delivery to clients and management of 
portfolios is conducted by individual Bangladeshi NGO/MFIs. 
 

• Full service provision from mainstream insurance companies (including the 
public general insurer, Sadharan Bima Corporation, as well as the private general 
insurers).  
Under a full service model of provision from mainstream insurers, 
implementation, product development, delivery to clients and management of 
portfolios is undertaken by Bangladeshi general insurers, including the public 
Sadharan Bima Corporation.   
 

• A partner-agent model of provision between the NGO/MFIs and mainstream 
insurers  
Under a partner-agent model, Bangladeshi NGO/MFIs would act as the 
insurance agent by selling the insurance product to clients, collecting premiums 
and facilitating the claim settlement process.  The partner at the mainstream 
insurance company is responsible for developing the product that is to be sold, 

Source: Al Hasan (2007)

 
 
Mainstream 
Insurance 

Companies 
as Partner 

 
 

NGO/MFIs 
as Insurance 

Agent 

 
Potential 

Micro-
insurance 

Clients  

Premium 

Provide 
product, 
claims & 
product 

education 

Underwriting  

Develop 
product  

Partner-Agent Model for Microinsurance



 16

setting and underwriting the premiums and paying claims.  The mainstream 
insurer would also be responsible for reinsurance under this model. 
 

Brown and Churchill (2000) find that determining the appropriate model should not only 
look at availability of partners, but should also consider the available human resources 
and information capabilities, and the motivations and goals of plans (which they 
subdivide into the risk profile and income potential).  In addition to these, it is also 
important to consider the costs of provision, access to clients, access to reinsurance and 
finally, access to subsidies & donors, at the respective organizational models.   

2.2.2 Microinsurance in Bangladesh 
The history of microinsurance in Bangladesh goes back nearly 20 years to when the Delta 
Life Insurance Company began selling products to poor clients in 1988. Since then, many 
MFIs that had been offering loans came forward with their own microinsurance products. 
Similarly, other private insurance companies entered the market, and the types of 
products offered began to diversify.   
 
Below is a summary of the types of microinsurance currently offered in Bangladesh, by 
MFIs: 
 

Types of Microinsurance in Bangladesh offered by MFIs 
Type of Scheme % of MFIs offering this scheme 

Loan Insurance 93 % 
Life Insurance 21 % 
Health Insurance 6 % 
Livestock Insurance 7 % 
Property Insurance 2 % 

Table 2.4 Types of microinsurance in Bangladesh offered by MFIs (Source: Al Hasan, 2007). 
 
 Table 2.4 highlights the fact that loan and life insurance are two most frequently offered 
microinsurance products amongst MFIs. The most frequently offered microinsurance 
product amongst private insurance companies, by far, is life insurance.  
 
With respect to the current client outreach of the microinsurance industry as a whole, the 
total current outreach of both MFIs and private insurance companies in Bangladesh is 
25.17 million clients (20.69 million for MFIs and 4.48 million for private insurers). For 
MFIs, it is estimated that 31% of their clients are still untapped (INAFI, 2007). 
 
Though there are currently no crop insurance schemes to mitigate flood risk in 
Bangladesh, the country does have previous experience with such a product. In fact, in 
1977, a crop insurance program was introduced in Bangladesh by the Sadharan Bima 
Corporation (SBC) on a directive from the central government (Miah, 1992).  Insurance 
coverage was extended to the crops of aus, aman and boro rice, wheat, jute and 
sugarcane. Premiums paid were based on the market values of the insured crops and 
ranged from 3-5% of their value. The insurance scheme covered losses from multiple 
perils including natural disasters. As such, it was not just a disaster microinsurance 
scheme.  
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Over the period of its operation, 15,420 farmers were covered by crop insurance. Yet the 
plan was never successful as claims consistently exceeded premiums by a significant 
amount – in ten of the seventeen years that the plan was in operation, the loss ratio 
exceeded 400% (P. Rahman, 2007).  
 
The program was ended in 1992 when SBC decided it could no longer continue to cover 
the plan’s losses. At this point, the major constraints of the program were exposed 
including, a lack of well trained personnel to deal with the plan, a lack of firm political 
commitment, and hence, subsidies and technical assistance, a lack of integration of the 
program with the agricultural development strategy and a weak loss assessment system 
(P. Rahman, 2007). 
 
Key features of the failed SBC plan include the fact that it was not bundled with 
microcredit loans (a voluntary scheme), claims were calculated based on the traditional 
method, as opposed to an index-linked method, and that it was offered through the full 
service model from the public general insurer SBC. 
 
In addition to this previous experience, research on crop microinsurance is currently 
being conducted in the country. Notably, a demand-side analysis for flood 
microinsurance was conducted jointly by researchers in Bangladesh and the Netherlands 
in 2006. This report, Demand Assessment and Test of Commercial Viability of Crop 
Insurance in Bangladesh studied the willingness to pay (WTP) of farmers in flood prone 
areas for microinsurance through a double bounded continent valuation study. Using the 
results from their WTP interviews, and assuming zero administration costs, the authors 
attempted to calculate the sustainability of an insurance contract using Hazell’s model.  
The results of this analysis show that in the Riverine Flood and Riverine Flood – 
embanked areas of Bangladesh, microinsurance has the potential to be sustainable. In the 
Coastal Cyclone and Flash Flood areas, it does not. Further, the Palli Karma-Sahayak 
Foundation (PKSF), a non-profit established by the government of Bangladesh to 
distribute funds to microfinance entities, has begun work on a project in conjunction with 
the World Bank to establish an index-linked microinsurance scheme for farmers affected 
by drought (Dick, 2007).    

2.2.3 Motivations and Goals of Provider 
The motivation and goals of the provider refers to the impetus for an insurance provider 
to offer a crop insurance product. The traditional goal of insurance is to maximize profits 
and minimize losses. An insurer typically considers the degree of risk they are willing to 
accept and their income potential when deciding whether to offer an insurance product 
(Brown & Churchill, 2000). However, in the case of microinsurance in Bangladesh, there 
may be other motivations and goals, which will be highlighted in our results. 

2.2.4 Costs of Provision 
The second provider issue to be considered is the costs of providing the insurance 
contract.  Here, it is possible to distinguish between several different categories of costs: 
the cost of claims, administration costs and transaction costs.   
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The cost of claims is the payment the insurer makes to the insured under conditions 
specified in the insurance contract.   
 
Administration costs are the costs to the insurer of managing and operating the business.  
This includes salaries, legal and professional fees, utilities and depreciation of office 
space, office equipment and supplies.  Administration costs also commonly include the 
cost of re-insurance premiums to the insurer.  These are generally listed under the 
operating expenses section of an insurer’s income statement.  The administration costs of 
a microinsurance contract are an important factor in determining its financial robustness 
and hence, overall viability.  Hazell’s model for viability of a crop insurance contract 
(Akter & Brouwer, 2006), summarized later on, includes administration costs as equal in 
importance to the cost of claims paid. 
 
Each potential provider for crop microinsurance has different management and 
operational features, which may manifest themselves in varying levels of administration 
costs.  In addition, the scale of implementation (economies of scale) contributes to costs 
incurred by the provider.  Thus, to examine which provider can offer the most financially 
viable insurance product, we need to look at administration costs in addition to cost of 
claims.   
 
Finally, transaction costs are costs that are incurred as a result of issuing the insurance 
contract and the economic exchange that follows, and in prevailing literature are 
distinguished from a firm’s production costs, in this case the administration and claim 
costs (Williamson, 1979; Regan, 1997).  Though there is certainly overlap with 
administration costs, transaction costs merit separate attention.  Administration costs can 
be seen as part of the balance sheet equation, whereas transaction costs are considered in 
this case study in a more qualitative fashion, focusing on the different dimensions of 
transactions under each channel of provision.  This is done, in part, since transaction 
costs are difficult to disentangle from other balance sheet cost categories and also to 
reflect the differences in the aforementioned dimensions between the types of potential 
providers. Regan (1997) identifies these dimensions as the frequency of exchange, the 
complexity of the contracting environment, exogenous uncertainty in the contracting 
environment and the importance of relationship-specific investments than cannot be 
transferred to other uses without a loss in value (i.e.: proprietary technology, marketing 
and branding efforts).     

2.2.5 Capabilities: Human resources and information technology 
The third provider issue identified is that of human resource and technological 
capabilities.  Human resources or human capital refers not only to the quantity of staff at 
insurers but also the knowledge, skills and abilities possessed by these individuals.  In 
disaster microinsurance, there are many relevant human resource competencies, such as 
knowledge of insurance (possibly measured through having certification from the 
Bangladesh Insurance Academy, or having worked in the sector for a number of years), 
to knowledge of microfinance, technical skills and knowledge of the local environment.   
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The information competency of the insurer is not simply their ownership of information 
technologies, but is also defined here to include access to primary and secondary data 
through human resources.  Such data can range from access to agricultural data regarding 
crop cycles and specific crop features, to access to historical flooding data, projections 
and specialized information on specific geographic areas.  Certainly, proprietary data 
management systems are also a key competency in that they greatly improve the ability to 
process information. 

2.2.6 Access to Clients 
A key issue for providers of disaster microinsurance is their access to the client base (Al 
Hasan, 2007).  This contributes significantly to financial viability and also to contribution 
to risk reduction, thus influencing overall viability of plans.  After having selected target 
clients – possibly through a demand study – the insurer must have the ability to access 
these target clients.  This is easier said than done in Bangladesh, a country with a large 
rural population, a relatively low literacy rate, and low dispersion of media such as 
televisions, newspapers and radio (UNESCO, 2007.) 
 
Nonetheless, some providers may be more able to access these target populations than 
others.  Key dimensions for client access identified include: 
 

• The insurer’s physical presence in target areas 
• The degree of goodwill between insurer and policy holder: trust and reliability 
• The insurer’s ability to educate clients as to benefits of insurance 
• Pre-established relationships between insurer and client including existing 

information on client portfolios 
• Ability to monitor clients and frequency of insurer-policy holder interaction 
• Insurer’s ability to supervise claims  

 
Thus, an examination of the insurer’s access to clients should consider the above issues.   

2.2.7 Access to Reinsurance 
Reinsurance is essentially insurance for a primary insurer to protect itself against 
catastrophic losses through risk transfer (Swiss Re, 2004).  It is a key component of 
financial viability, in the sense that it contributes to administration costs of plans on one 
hand, yet also affects the sustainability of the insurer as a whole, particularly over the 
long-term.   
 
Broadly speaking, there are two main types of reinsurance contracts an insurer can enter 
into (Auffret, 2003):  
 

• Proportional reinsurance, whereby reinsurers assume a specific portion of 
insurers’ risk in exchange for that particular share of premiums 

• Excess-of-loss reinsurance, in which the insurer retains risks up to a certain 
amount of losses while reinsurers insure losses in excess of this amount within a 
layer of protection 
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Insurers’ demand for reinsurance services varies depending on the type of cover they 
offer, their capital strength and business model, risk appetite and prevailing market 
conditions (Swiss Re, 2004).  For instance, 
 

• Insurers whose portfolios are exposed to catastrophic events, like flooding, have a 
strong need for reinsurance 

• Small local insurers have a greater need for reinsurance than larger international 
insurers who are able to diversify insurance risks over a greater client base 

• Specialized insurers, offering few different products or selling to a specific client 
base, need more reinsurance than insurers with many different lines of business 

• Insurers entering new markets often use reinsurance to benefit from reinsurers 
expertise and financing. 

 
Some essential questions thus emerge: though crop insurance to mitigate crop loss from 
flooding is certainly needed, will reinsurers, in general, be willing to provide it?  Which 
reinsurance providers do Bangladeshi insurers have access to? Are certain primary 
insurance providers (i.e., NGO/MFIs or mainstream companies) more likely to have 
access to reinsurance than others? 

2.2.8 Subsidies and Donors 
Subsidies are defined as transfers from the government of Bangladesh to insurers1 and are 
transfers specifically for crop insurance plans to mitigate crop loss from flooding.  
Donors are non-government organizations, either within Bangladesh, or abroad, that 
make similar transfers to insurers. 
 
Subsidies and donors can influence different aspects of viability.   A financial transfer 
directly to a single insurer to top-up premiums, for instance, will contribute to the 
affordability equation.  Meanwhile, research conducted by a donor that focuses on 
improving and lobbying for better regulatory standards, will contribute to the governance 
criterion.   
 
This begs the question: are there subsidies and donors available to insurers? And does 
access to these parties vary along the type of insurer?   

2.3 Product design issues 
 
Product design refers to the development of the insurance scheme. There are general 
product design and implementation strategies available in literature, for example, by 
Leftley (2002) in a research for an internationally operating microfinance network 
institution. He distinguishes six stages involved in designing and implementing insurance 
products by MFIs: i) determining the controlling parameters, ii) design of the product 
with the use of a market research, iii) formation of product pricing, internal policy and 
procedure, iv) formation of manuals and training materials, v) pilot testing, and vi) 
nationwide implementation and continued market research. 

                                                 
1 Here, transfers to policy holders are not considered, as the focus of this report considers the supply-side. 
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However, a product design process designed by an Indian MFI specifically for crop 
insurance is looked at here (BASIX, 2007), as this is more tailored to the microinsurance 
product analyzed in this research. Different market implementation strategies are not 
considered, for the reason that this research is focused on the development of the product 
and the issues that are associated with it, rather than exploring different ways of actual 
implementation.  
 
This process developed by BASIX consists of several steps, as is shown in figure 2.5.  
 

 
 
Figure 2.5 Product design process of crop insurance (Source: BASIX, 2007) 
 
With respect to the design of a crop microinsurance scheme several issues need to be 
taken into account, given that they may challenge the viability of the scheme. In this 
paragraph the theories of adverse selection, moral hazard and risk spreading will be 
described first, as well as other product design issues including alternative forms of social 
security and risk of path dependency. Next, different product design options will be 
explained and the way these can be applied to limit difficulties and strengthen the crop 
insurance scheme.   
 
Freeman and Kunreuther (2002) identify two conditions that must be met before 
insurance providers are willing to offer coverage against an uncertain event. First, the 
probability that the event might occur must be quantified or estimated, as well as the 
damage likely to be incurred. In other words, the risk must be identified and quantified. 
Second, the insurance provider must be able to set premiums for various potential (groups 
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of) clients that face different levels of risk. Therefore, knowledge concerning the risks of 
clients is required. When these two conditions are met the risk is considered insurable, 
but not necessarily profitable. 
  
Setting the premiums requires the insurance provider to make a deliberate decision about 
the rate of the premium: it must be sufficient to make profit (or at least ensure the scheme 
is financially sustainable) and at the same time a catastrophic loss must be minimized. 
The latter cannot be done easily, given that a catastrophic event is usually exogenous and 
thus cannot be controlled. However, the insurer may try to avoid huge loss resulting from 
such an event, for example by taking reinsurance or setting the premium rate high. A 
number of matters affect the process of determining the premium rate.  

2.3.1 Adverse selection 
As described above, in order to determine the premium an insurer needs to possess 
knowledge about the average probability of a loss for different potential clients. 
However, this information is not always available to the insurer and obtaining it often 
requires a considerable investment. This means that the clients, who often have more 
knowledge about their risk, have an informational advantage.  
 
In consequence, when the insurer sets the premium based on an estimation of the average 
risk of the entire population, only those at highest risk are likely to purchase the 
insurance. Risk here is defined as the probability that an event will occur times the 
damage incurred during that event. These high risks could be either for farmers facing a 
low probability but a high impact, or farmers facing a high probability with a low impact, 
as they may have the same expected damage costs. To those facing low probability and a 
low impact, insurance will not benefit, given that the premium will be too high compared 
to the low probability a loss may occur and indemnity will be paid. Therefore, they are 
not likely to buy insurance. In that case, the insurance provider is only covering high 
risks and will make a loss.  
 
The situation where the insurance provider cannot differentiate between groups of clients 
with a high risk of suffering damage and groups of clients with a low risk, is referred to 
as adverse selection. There are a few ways in which the insurer can handle the issue of 
adverse selection.  
 
First, the insurer may investigate more precisely the risks of the potential clients. 
However, as mentioned earlier, these examinations can be expensive. The result could be 
that these expenses will be passed on to the clients through increased premiums. 
 
Second, two types of insurance policies may be offered; one with a high premium and a 
high coverage, another with a low premium and a low coverage. Clients facing high risks 
will choose the first option; those facing a low risk will opt for the second. This way, the 
insurer will be able to cover both groups without losing money (Freeman & Kunreuther, 
2002). 
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2.3.2 Moral hazard 
One of the conditions for insurability of an environmental risk is that the risk of the client 
must be identified and quantified in order to set a suitable premium rate. The chance 
exists that once an individual obtains an insurance to cover a (environmental) risk, this 
person will behave more carelessly because he knows he is protected against a large 
portion of the loss. This behavior of the policyholder leads to an increase in loss and is 
called moral hazard. If the insurer is not aware of the moral hazard, the insurance 
premium he has set will be too low to cover losses. 
 
As with adverse selection, there are a number of ways to address the problem of moral 
hazard. First, if the increase in loss after purchase of the policy is known, the insurer can 
raise the premium to cover this increase. Second, including deductibles or co-insurance in 
the insurance contract reduces moral hazard, because the policy holder is partly 
responsible for the losses he incurs. This will trigger safer behavior, as the policy holder 
will be financially rewarded for taking protective measures or penalized in case he does 
not. Other ways are to put a limit on the amount of coverage a person can buy or to 
restrict the number of claims. Also, the policy holder could be required to take specific 
precautionary measures as a condition mentioned in the contract (Freeman & Kunreuther, 
2002).   

2.3.3 Path dependency 
A special form of moral hazard that needs to be considered is the risk of path dependency 
in the agricultural production. As Kay (2003) describes “a system is path dependent if 
initial moves in one direction elicit further moves in that same direction; in other words 
there are self-reinforcing mechanisms or positive feedbacks.”  
 
In the case of agricultural production, path dependency could present itself in the 
farmer’s choice of switching from the production of one crop to another. New available 
information may show that a crop has better growing capacities under risky 
circumstances than another crop. However, when the farmer has purchased insurance that 
covers only the first type of crop, he will not choose to switch to the more ideal crop that 
is not covered. Consequently, the risk of crop loss due to flooding will remain high, 
whereas possibilities to reduce the risks are available.  

2.3.4 Risk spreading 
One key characteristic of insurance that makes it suitable to manage risks is its ability to 
spread the risks. In other words, it spreads the economic consequences of an event, for 
instance a flood, across broader groups of people. A third party bears the potentially 
catastrophic losses of an unforeseen event. This party is the insurance company which 
collects premiums from many insurance holders and keeps it in reserve to pay out 
compensation for unexpected losses to a few insurance holders affected by the event.  
  
Nevertheless, a flood is an event that may affect many people in one area at the same 
time and for that reason it causes many losses simultaneously, undermining its feasibility. 
To counteract the possibility of insolvency the insurance provider may raise the 
premiums in order to cover all expected losses as well as to protect him from possible 
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catastrophic losses (Freeman & Kunreuther, 2002). It is important for an insurance 
provider to spread the risk appropriately by covering a large area or multiple areas. 

2.3.5 Alternative forms of social security 
Beside adverse selection, moral hazard and risk spreading there are other issues that play 
a role in the design process of the insurance product. Currently, poor households in 
Bangladesh rely on alternative forms of social security to cover the risks they face in 
relation to natural disasters. These alternatives may challenge the implementation of a 
crop microinsurance scheme in the sense that people may be reluctant to purchase 
insurance. Therefore they need to be taken into account by the insurance provider. 
 
First of all, ex-post forms of social security have to be considered. Formal mechanisms 
such as government relief and rehabilitation programs, as well as informal mechanisms 
like borrowing money from relatives or the sale of property, are in place to compensate 
the poor for damages incurred during a disaster (Al Hasan, 2007).  
 
Next, in some areas ex-ante preventative measures have been taken, which may provide 
security from flooding. For example, embankments that are built and maintained by the 
government. However, embankments never reduce risks to zero.  
 
Finally, there is the concept of “living with floods”. People have been living with floods 
for centuries. They use their experience and endogenous knowledge to cope with the risks 
and the consequences. In the case of farmers, flooding is a part of the agricultural cycle. 
However, Akter and Brouwer (2006) show that one third of the rural households are not 
familiar with insurance as a method to manage the risks, whereas a quarter of the 
households is. 

2.3.6 Product design options 
When developing a crop microinsurance scheme, the insurance provider does not only 
have to decide upon the premium rate, but also on the way losses will be valued and 
claims paid out, as well as under which conditions the insurance will be provided. 
Making the right decision regarding those different options may help to reduce some of 
the problems described in the previous sections.  
 
Two forms of crop microinsurance exist. The traditional way is to pay out claims based 
on the actual losses of farmers. A widespread network of claims adjusters has to be in 
place to assess all individual losses after the occurrence of a flood. This form of insurance 
is called indemnity-based insurance. 
 
Another form is the index-based insurance. In this case claims will be paid out when a 
physical trigger has been reached, e.g. a certain amount of rainfall. This index is highly 
correlated with losses and cannot be influenced by the insurance holders. Farmers will 
not get paid based on losses in the field, but when the index reaches the trigger.  
 
The index-based form of crop insurance has some advantages over the indemnity-based 
insurance. For instance, because farmers do not get paid according to their actual losses 
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they are encouraged to take loss-reduction measures. In other words, this type of 
insurance reduces moral hazard. Another advantage is the simple transaction of claims 
settling compared to the indemnity-based insurance, because the claims are pre-fixed and 
there is no need for a large network of claims adjusters. Therefore, administration and 
transactions costs are lower. In addition, claims can be paid out rapidly after an event has 
occurred. 
 
A drawback of index-based crop insurance is the risk basis; if the trigger is not 
sufficiently correlated with the losses, then claims may not be paid out even if there are 
considerable losses (Mechler and Linnerooth-Bayer, 2006; Dick, 2007).  

2.3.7 Methods for valuing crop loss 
Under an indemnity-based insurance scheme claims will be paid out based on a certain 
predefined method to value the loss of crops after a flooding. The loss assessment 
procedure has to be made clear in the insurance contract. After assessing the damage, the 
payment must be determined and finally paid out to the insurance holder. This process is 
referred to as loss adjustment (Roberts, 2005). 

 
There are different ways to value the loss of crops. One method is to base the indemnity 
on the market value of the crops. The insurer compensates the farmer in terms of the 
price the farmer would get if he would have been able to sell the lost crops on the market. 
A second way is to compensate the crop loss in terms of production costs. In this case, 
the insurer looks at the inputs for the production of the crops, for example the price of the 
seeds.  

 
Closely linked to this is the third method of compensation, namely according to stages or 
phases of maturity of the crops. In general three phases are distinguished: sowing, growth 
and harvest (BASIX, 2007). For each of these phases the loss would be different if a 
flooding would occur. Particularly in the last phase crops are vulnerable and loss would 
be greatest. In the early phases there might be a possibility for plants to recover or for the 
farmer to sow again, which will result in some harvest, though a loss in quantity or 
quality would be likely (Roberts, 2005). This method is also suitable for index-based crop 
insurance, because indemnities can be predetermined according to the cropping calendar.  
 
Another decision to be made in the insurance contract is whether coverage is offered for 
one specific crop only or for multiple crops. This may influence the issue of path 
dependency; covering more than one crop increases the flexibility of the farmer to grow 
different (more flood resistant) crops. 

2.3.8 Voluntary vs. bundled provision 
The insurance provider may choose to offer the microinsurance as a voluntary service or 
to make it compulsory, e.g. by bundling it with other products. Crop insurance, for 
example, can be offered under the terms of a microcredit loan. 

 
Compulsory insurance has two advantages. First of all, the issue of adverse selection will 
be reduced if farmers are obliged to purchase the insurance, including those facing a low 



 26

flood risk. Second, if the crop insurance is bundled with other products, transaction costs 
will be lower than in case it would be sold as a separate product. Notwithstanding these 
advantages from the provider’s point of view, insurance holders are usually averse from 
compulsory programs. Therefore, another option may be the voluntary application of 
compulsory insurance, where farmers at a local level decide whether to take insurance or 
not. For example, a community may decide to take insurance, in which case every 
individual farmer is obliged to purchase a policy (Ahsan, 1986, pp. 14-15).  
  

2.4 Framework to analyze viability of insurance 
 
In existing literature, several frameworks with which to assess the viability of 
microinsurance have been presented. Aftab and Brouwer (2006) use an analytical model 
developed by Hazell to assess whether a crop microinsurance scheme to protect farmers 
from flood risks would be commercially viable in Bangladesh. This model states that 
collected premiums must be higher than the costs of the plan (both costs of claims and 
administrative costs) in order for an insurance scheme to be viable. Hazell’s model of 
financial viability is presented in the following form: 
 
(A + I) / P < 1 
 
Where A = average administration costs per contract 
 I = average indemnities paid 
 P = average premiums collected 
 
In addition to Hazell’s model, other criteria to assess the viability of insurance may be 
relevant.  In the case of Bangladesh, a Muslim country, the principles of Shari’ah 
(Islamic Law) are frequently applied to the insurance problem, thus resulting in the 
“Takaful” products that are viable under Shari’ah.  Further, broader social objectives may 
be used to assess viability of microinsurance, including contribution to poverty reduction 
or ability to reduce long term flood risks.   
 
For the purposes of assessment, four viability criteria will be utilized, which incorporate 
Hazell’s model while also addressing some qualitative issues of the microinsurance 
problem.  In this sense, the four criteria used here are perhaps the more comprehensive of 
other viability frameworks.  These interlinked criteria have been developed by Mechler 
and Linnerooth-Bayer (2005; 2006) in conjunction with ProVention/IIASA. They include 
governance, contribution to risk reduction, affordability and financial robustness, as 
outlined below: 

2.4.1. Governance 
 

A requirement for a viable microinsurance scheme is good governance. This includes a 
sound regulatory environment and stakeholder involvement. Government has to 
guarantee credible and independent regulation and control of the insurance system. 
Institutions that oversee the activities of insurers or the insurance funds must be known. 
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Especially consumer protection regulations are important in providing disaster 
microinsurance to poor people. Participation of the stakeholders in the design and 
implementation of the scheme is also essential, in particular to ensure their trust in the 
system. 
 
The supply-side perspective approaches governance concerns through an examination of 
the channel of provision/distribution, the presence of subsidies and donors, reinsurance, 
and whether plans are bundled or voluntary.  

2.4.2. Contribution to Risk Reduction 
 

Another important issue for insurance providers is whether the crop insurance scheme 
helps to reduce the long term risks faced by the poor farmers. On the one hand, does it 
eventually reduce the farmers’ vulnerability in the long term? On the other, does it 
encourage farmers to take preventative measures to reduce the risks and the losses? 
Possible ways to achieve risk reduction include contingent requirements for preventative 
measures tied to the crop insurance scheme, the use of deductibles in the insurance 
contract to incite farmers to undertake measures and integration of the scheme in a 
broader framework for flood risk-management.   
 
Thus, the relevant supply-side issues are the channel of provision/distribution, the 
motivations and goals of the provider, and product design issues such as the geographic 
location of the plan, the type of product offered and the alternatives and complements to 
insurance. 

2.4.3. Affordability 
 

Microinsurance is a service to the poor people that have, in the past, been excluded from 
regular commercial insurance. Therefore, the disaster microinsurance product for crops 
must be affordable to the target clients of low-income farmers in high-risk flood areas. 
Insurance providers need to find a way to keep premiums low, while coping with several 
cost factors, such as payment of claims, transaction costs and costs for reinsurance. A 
trade-off has to be made between affordability and commercial viability. Different 
strategies exist to cut the costs for the insurer: reducing premiums by using cross-
subsidies in the insurance sector, lowering transaction costs, e.g. by making use of the 
services of NGO’s with low administration costs, obtaining government subsidies or 
reinsurance or employing external technical and organizational support.  
 
Thus, though affordability may traditionally be seen as a demand-side concern because it 
addresses the need for microinsurance to be affordable to poor people, it also plays a role 
on the supply-side, first of all because affordability can be seen as a condition for the 
financial robustness of the plan. This criterion will be explained below. Relevant supply-
side issues for affordability include the channel of provision/distribution, the motivation 
and goals of the provider, their access to subsidies and donors, their geographic 
location/diversification and whether plans are bundled or voluntary. 



 28

2.4.4. Financial Robustness 
 

Financial robustness of the insurance product is a central concern for supply-side 
viability. Crop insurance to protect against flood risks in Bangladesh involves a high 
probability of frequent disasters that affect a great number of people simultaneously. For 
that reason, insurance providers have to consider different ways to ensure their financial 
sustainability and protect themselves from insolvency. Sufficient back-up capital has to 
be in place in case very large claims need to be settled. The channel of 
provision/distribution, the costs of plans, the competencies in terms of human resources 
and technology available at insurance providers, access to clients, reinsurance, subsidies 
and donors, a (geographically) diversified portfolio, as well as the ability to reduce 
adverse selection and moral hazard through product design all contribute to the financial 
robustness of the provider.  
 
 
This framework of criteria should provide a comprehensive tool to analyze the viability 
of a crop insurance scheme from the previously identified supply-side concerns. Overall 
viability depends on the ability of the insurance contract to meet each one of these four 
criteria, which are all interlinked and mutually dependent.  
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3 Methodology 
 
To assess the possibilities for a crop microinsurance scheme in Bangladesh a theoretical 
framework was established which distinguishes between target clients, provider and 
product design issues, the latter two being of concern for this supply-side analysis. This 
research builds on a previously conducted study by Aftab & Brouwer (2006) treating the 
demand-side of crop insurance, i.e. the target clients. Information and data have been 
collected using different sources and research approaches. Consequently, a qualitative 
analysis has been carried out with respect to four identified viability criteria (governance, 
contribution to risk reduction, affordability and financial robustness) and also with an 
approved analytical method, the SWOT analysis. Both will be described below. 

3.1 Research approach 
Crop insurance in Bangladesh and in developing countries in general has been widely 
investigated during the past decades. In particular, its potential as a risk transfer 
mechanism to alleviate poverty has received much attention. Therefore, a large part of 
this research consists of a literature study, where the aim has been to use both northern 
and southern references to obtain secondary information. The following sources have 
been consulted: 
 

• Peer-reviewed (scientific) articles and reports gathered from sources 
including: scientific journals, INAFI, Bangladesh Insurance Academy, 
Bangladesh Insurance Association, Microfinance Gateway, ProVention 
Consortium, UN Food and Agriculture Organization; 

• Project proposals, presentations and annual reports of NGO’s/MFIs, insurance 
companies and other organizations (Bangladeshi government institutions, 
World Bank) 

• Case studies of Bangladesh, including the earlier experience with crop 
insurance of the public general insurance company, as well as case studies in 
other Southern countries, whose plans are currently in place and that have 
been reported in English. 

• Websites like Google Scholar, Wikipedia, Banglapedia and Investopedia and 
Bangladeshi government websites to assist and provide support to the 
researchers in working through the problem. 

 
In addition to the literature survey, 16 semi-structured interviews were conducted with 
different key players in the field of crop insurance (see table 3.1 and appendix 1) to 
acquire primary data on the knowledge, opinions, motivations and intentions of these 
players regarding crop insurance in Bangladesh (Brouwer, 2006). Unfortunately, due to 
time constraints (the study was carried out over a period of 7 weeks in Bangladesh), it 
was not possible to contact more representatives from mainstream insurance companies 
and governmental institutions for interviews, such as the Bangladesh Agricultural 
Development Corporation (BADC) and the Bangladesh Agricultural Research Council 
(BARC). Nevertheless, from the interviews that were done and also through literature 
study a good picture could be drawn of their role and motivations regarding crop 
insurance. 
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Organization Number of interviews  
NGO/MFI 9 
Mainstream Insurance Company 3 
Palli Karma-Sahayak Foundation  1 
Bangladesh Insurance Academy  1 
Bangladesh Insurance Association  1 
Flood Forecasting and Warning Centre 1 
Table 3.1 Interviewed organizations 
 
The individuals for whom we had a valid e-mail address received an e-mail message 
introducing the research and interview topics beforehand. Each interview lasted one hour, 
during which the respondent was asked questions following a questionnaire that was 
developed in advance, but had not been sent to them before the interview took place. The 
NGO’s/MFIs, the mainstream insurance companies (MIC’s), the Bangladesh Insurance 
Academy and the Palli Karma-Sahayak Foundation (PKSF) had similar questionnaires, 
though tailored to the type of organization. After a few introductory questions, questions 
regarding four main subjects were asked, namely Preconditions for a viable insurance 
scheme, Mode of delivery, Transaction costs and Barriers and opportunities for entry. 
The interview ended with a number of concluding questions. The questionnaires can be 
found in Appendices 2 and 3. 
 
For the Flood Forecasting and Warning Centre (FFWC) different questions were set up, 
dealing with the work that is carried out in this government institution, the availability of 
flood risk data in Bangladesh and their willingness to cooperate with private companies 
like NGO’s/MFIs and MIC’s. This questionnaire can also be found in Appendix 4.  
 
Beside the interviews with supply-side stakeholders, a few short field visits took place to 
meet the stakeholders on the demand-side, i.e. the target clients. During these visits to 
three poor communities, discussions were held about the way people live with flood risks 
and their willingness to purchase insurance to protect their assets. With the help of a 
translator, questions were posed to poor members of an NGO. These questions were not 
developed in advance and were meant to start an informal discussion of more or less 30 
minutes. Even though the target clients are not within the focus of this research, this 
component influences the potential implementation of a crop microinsurance scheme just 
like the provider and the product design. Nonetheless, the results of the field visits are not 
incorporated in the analysis, for the reason that the purpose of these visits was only to be 
introduced to the actual practice of the problem and because the issues discussed have 
been investigated in the previous PREM study by Aftab & Brouwer (2006). 
 
The literature study and interviews culminated in a discussion workshop, where 
preliminary research results were presented to the interviewees and other stakeholders, 
followed by a discussion. Through this workshop issues that stakeholders were most 
concerned about came to light, as well as their ideas and feelings with respect to the 
implementation of crop microinsurance in Bangladesh.  
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3.2 Analytical methods 

3.2.1 Stakeholder mapping 
A stakeholder mapping exercise will be done to identify the different stakeholders that 
play a role in the institutional and operational domain. Identification has been done 
through literature survey and by using the ‘snowball-method’ during the interviews, i.e. 
respondents were asked to mention key stakeholders that play a role in a crop insurance 
scheme. 

3.2.2 SWOT analysis 
To analyze the viability of a crop microinsurance scheme in Bangladesh from a supply-
side perspective, a SWOT analysis was carried out. This tool is widely applied to assess 
the Strenghts, Weaknesses, Opportunities and Threats of a project, policy, new product 
line or organization, usually within a business context. Strenghts and Weaknesses are 
internal factors that are respectively favorable and unfavorable to achieving the specified 
objective of the project. Opportunities and Threats are external conditions that are 
respectively helpful and harmful to reaching the objective (see figure 3.2). The results of 
the SWOT can be used to argue whether the objective is attainable or not. If it is, the 
SWOTs may be used as inputs for the generation of strategies.  

Figure 3.2 Definitions of SWOTs (Source: Winer, 2007) 
 
This strategic planning tool has been subject of both criticism and praise. One of the main 
drawbacks that have been argued is that the lists of SWOTs do not include comments or 
prioritization, as a result of which important and less important factors are presented as 
equally significant. Therefore, suggestions are made to enhance SWOT lists with 
weighting and commenting. For more concerns about the nature of SWOT analysis see 
Hill & Westbrook (1997) and Ghazinoory, Zadeh & Memariani (2007).  
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Even though several drawbacks of SWOT have been argued, it remains a popular 
analyzing tool, also outside the business field. It is simple and fast in its use 
(Balamuralikrishna & Dugger, 1995). It will be applied in this research to find internal 
and external factors that influence the viability and potential implementation of a crop 
microinsurance scheme in Bangladesh.  

3.2.3 Costs of provision analysis 
The viability of a crop insurance scheme has been approached from a different angle as 
well, looking at the costs of provision. In order to analyze how costs for offering crop 
insurance vary along different providers, transaction and administration costs will be 
broken down for full service provision from NGO/MFIs, full service provision from 
mainstream insurance companies and the public general insurer. Numbers from annual 
reports for the public general insurer and one mainstream insurance company and a 
business plan for one MFI will be used as proxies in this analysis. A comparison between 
the three will be made. 
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4 Results 
 
The results of our research methods are presented through the lens of the four viability 
criteria as defined in the theoretical framework: governance, contribution to risk 
reduction, affordability and financial robustness.  Under each criterion, the relevance to 
overall viability will be reiterated. Following this, the relevant findings from an 
examination of provider and product design issues will be addressed.   
 

4.1 Governance 
 
Good governance can be the backbone of a microinsurance policy.  Conversely, poorly 
governed plans can break-down, and affect all other aspects of viability, including 
contribution to risk reduction, affordability and financial robustness (Mechler and 
Linnerooth-Bayer, 2006). 
 
In Bangladesh, the system of governance surrounding a crop microinsurance scheme 
changes according to who is providing the scheme, and what type of products are offered.  
Therefore, governance must be examined separately for each type of provider before it 
can be assessed as a whole. From this, it will emerge that governance is stronger for some 
types of providers than for others.   
 
To examine governance, a detailed stakeholder map was created for each of the full 
service organizational models: NGO/MFI and mainstream insurers (see Appendix 6 and 
7). Such a map was not created for the partner-agent model. Under the Bangladesh 
partner-agent model, the stakeholder map would be practically identical to the NGO/MFI 
map, though one additional stakeholder would be the partner mainstream insurance 
company.  Nonetheless, there are differences with respect to the classification of 
stakeholders in terms of their level of power and stake in outcome of a proposed crop 
microinsurance plan.  These are addressed in turn. 
 
The most interesting and relevant difference between NGO/MFI and mainstream 
providers is with respect to regulations, licensing, supervision and enforcement. This is 
briefly summarized in Figure 4.1. 
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Figure 4.1 Comparison of regulatory environment at mainstream and NGO/MFI providers 
 
For NGO/MFIs the main governing body is the Microcredit Regulatory Authority 
(MRA), under the Ministry of Finance. This is a recent event: in July 2006, the 
government of Bangladesh passed the Microcredit Regulatory Authority Act (MRA Act), 
effective from August that year, which called for the creation of the MRA, under the 
portfolio of the Bangladesh Bank. The Act outlays rules and laws for the country’s 
microfinance institutions, including the requirement that all Bangladeshi microfinance 
institutions register with the MRA before February 26, 2007.   
 
With respect to the issuance of insurance policies by NGO/MFIs, Article 24.2(h) of the 
MRA Act (2006), states that, “(…) each of the micro credit institutions shall have the 
authority and responsibility to (…) offer different types of insurance services and other 
social development-oriented loan facilities for the loan recipients and members of their 
families.”  Yet, considerable uncertainty remains over this article of the law.  In a 
discussion workshop with key NGO/MFI stakeholders present, few were aware of this 
article. Several heads of NGO/MFIs even argued that there was no such article under the 
act. This is obviously an issue of concern.  Further, to date, no specific rules have been 
issued by the MRA surrounding the issuance of microinsurance policies.  Though 
discussion workshop participants felt that creation of rules and laws surrounding 
microinsurance under the MRA Act was essential, there was little consensus on how this 
would affect them. 
 
However, interviews also revealed that Bangladeshi NGO/MFIs have been providing 
microinsurance services, unregulated, for years under the title, “Social Services”.  This 
has allowed NGO/MFIs to “get away with” things that would be impossible under the  
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regulatory environment of mainstream insurers (discussed below). For instance, 
NGO/MFIs are able to offer insurance products bundled with microcredit loans because 
no specific rules currently exist which compel them to separate their loan and insurance 
departments.   
 
The implication of this for governance is interesting. On one hand, several authors 
suggest that layering insurance on top of delivery of other financial services is a best 
practice (Brown & Churchill, 2000). Yet, on the other hand, a provider that is offering 
both a loan and an insurance product has an unfair advantage, in so far as they are able to 
calculate both premiums and interest rates required to consistently make a profit at the 
expense of poor clients.  When probed on this subject, an interviewee acknowledged that, 
though this is a potential problem, NGO/MFIs are uncomfortable talking about profits as 
it is not their operational motivation.  Therefore though it may not pose a problem in 
practice, the issue is nevertheless given insufficient attention in theory. 
 
Though the above findings may suggest that governance at NGO/MFIs is weak, there are 
certain countervailing institutions that in fact seem to help overcome this weakness.  
Professional associations in the microfinance sector, such as the International Network of 
Alternative Financial Institutions (INAFI) Bangladesh, for instance, contribute 
significantly to the regulatory environment through encouraging self-regulation, 
transparency at member organizations and by establishing a rating system for NGO/MFIs 
based on their ability to meet industry-established best practices (INAFI Annual Report, 
2006).  This, in conjunction with the provider’s motivation of poverty reduction and 
social objectives, seems to provide for strong governance.  This is supported by the high 
degree of trust and reliability reported towards NGO/MFIs (Al Hasan, 2007). 
 
Unlike NGO/MFIs, mainstream insurance providers operate under the Ministry of 
Commerce. They must abide by specific rules under the Bangladesh Insurance Act 
(1938), which regulate every aspect of the insurer’s business.  The Central Rating 
Commission, established under the act, performs the actuarial function for the industry, 
fixing the premium levels that are allowed for each type of general insurance product 
offered.  At first glance, this may suggest that the governance is much stronger - or at 
least more rigid - for mainstream insurance companies.  However, it has been noted that 
the regulatory environment in the financial services sector of Bangladesh is weak in 
general.  In a study conducted in 2006, Bangladesh was ranked low on an International 
Ease of Doing Business Indicator, due to difficulty in enforcing contracts and a high 
degree of corruption (Beck & Rahman, 2006).  Yet, the authors of this study suggest that, 
to date, significant improvements have been made, and that governance of the financial 
sector can be strengthened, particularly if the government of Bangladesh continues with 
initiatives to enable and create markets through the depoliticization of regulation and 
supervision..  Nonetheless, it can be hypothesized that if business people with substantial 
means to enter into the legal system as a last recourse for enforcing contracts are 
disappointed by Bangladesh’s financial sector, the same would be more true for poor, 
essentially powerless microfinance clients.   
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4.1.1 Types of plans 
As was noted above, bundled plans appear to be less desirable from the perspective of 
governance. However, case studies and existing literature show that, on the other hand, 
index-linked plans can help strengthen governance. Because payment of claims is 
triggered automatically and using verifiable and objective weather data, there can be 
greater trust in the product (Mechler & Linnerooth-Bayer, 2006).   

4.1.2 Other Stakeholders: Donors 
 
The ability to meet the governance criterion is equally influenced by other stakeholders 
under each method of provision.  Of interest are donors, who, due to the fact that they are 
financially vested in plans, may exert influence over how the plans are governed.  This 
influence can be either positive or negative, and certainly merits attention.  Due to the 
fact that NGO/MFIs rely more on subsidies and donors than mainstream insurance 
companies, this is primarily a concern for them.   
 
For instance, in an interview discussing a potential crop microinsurance plan to mitigate 
loss to drought that is currently in the works at a Bangladesh NGO/MFI, it was noted that 
the donor is exerting considerable influence, even choosing the type of product that will 
be offered and the level of premiums. The plan this interviewee was referring to is led by 
a large international non-governmental organization seeking a simple crop insurance 
product to be implemented across the developing world.  At a separate interview with a 
professor of insurance, this proposed plan was berated based on the idea that the product 
should reflect the local environment: “the case is different for India [where such plans 
are currently in place], there is a larger area, different trade bodies like cooperatives and 
unions where there are registered farms so [clients] can be easily identified.”   
 
Nonetheless, existing literature on governance of plans suggests that donor involvement 
actually helps contribute to good governance due to the fact that they assure financial 
robustness and oversight (Mechler & Linnerooth-Bayer, 2006.) In fact, one NGO/MFI 
interviewee stressed, “donors have their own ideas especially if cost recovery and 
financial viability is [sic] important.”   
 
4.1.3 Classification of Stakeholders  
 
It has been suggested that stakeholder mapping is a valuable exercise to deal with 
complex problems that affect humans, involve values, involve scientific uncertainties, 
have high stakes and require urgent decisions (Van De Kerkhof, 2007.)  As the problem 
definition presented at the beginning of this paper demonstrates, this is certainly true for 
the case of microinsurance in Bangladesh.  Van de Kerkhof (2007) suggests classifying 
identified stakeholders along two dimensions: the level of power and influence, and their 
stake in the outcome.   
 
In van de Kerkhof’s model, ‘context setters’ have a high degree of power and influence 
but a low stake in the outcome of the project.  The ‘players’ have both a high level of 
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power and influence and a high stake in the outcome.  ‘Bystanders’, on the other hand, 
have a low level of power and influence and a low stake in the outcome.  Finally, 
‘victims’ have a low level of power and influence but a high stake in the outcome.  Such 
a stakeholder classification exercise was undertaken from a supply-side perspective for 
each of the three potential provider models.  The results are presented below with a brief 
explanation of the classifications. 
 
4.1.3(a) Full Service Offered by NGO/MFI 
 
Under the full service NGO/MFI model, the central ‘players’ are the large NGO/MFIs 
that would offer a crop microinsurance product.  These include such organizations as 
BRAC, ASA and PROSHIKA which have been identified as the most important 
organizations in the current microinsurance market in previous research (Al Hasan, 
2007.)  In addition to exerting considerable power, these large NGO/MFIs would have a 
high stake in the outcome due to the fact that it is they who are implementing and taking 
full responsibility for plans.  Other ‘players’ include PKSF and industry professional 
organizations such as INAFI, which, though they provide supporting functions, have a 
vested interest in the outcome of the project due to a large investment of time, research 
and money.   Similarly, these other players are a powerful force in the microinsurance 
industry, able to negotiate with government to improve the regulatory environment and 
with reinsurers (particularly in the case of PKSF which was initially established by the 
government of Bangladesh.)  This role was confirmed in an interview with PKSF and 
empirical evidence demonstrated the same was true for INAFI, which is currently 
undertaking a massive life microinsurance project on this very basis. 
  
The ‘context setters’ in this model of provision include government bodies such as the 
Ministry of Finance under which the Microcredit Regulatory Authority operates.  Though 
this agency has a lot of power due to the fact that each NGO/MFI is required to register 
with them in order to operate in the industry, they have so far taken little by way of 
initiative of microinsurance, as was previously evidenced.  However, if the Microcredit 
Regulatory Authority becomes more involved in microinsurance, they may become a 
‘player.’  Similarly, the Ministry of Commerce under which NGO/MFIs gain their formal 
distinction as organizations exerts significant power but is not at all involved in 
microinsurance. 
 
Under the full service NGO/MFI model, the ‘bystanders’ include those organizations 
offering complementary capabilities such as the Ministry of Local Government, Rural 
Development & Cooperatives, the Ministry of Water Resources and the Ministry of 
Agriculture.  These organizations have little power over the microinsurance environment 
and little stake in outcomes, simply providing assistance and information where 
available. 
 
Finally, there are potential ‘victims’ in this model of provision.  Bearing in mind that 
there are around 1410 NGO/MFIs in Bangladesh, and that it is estimated that the top 20% 
of institutions account for 80% of the market (Al Hasan, 2007), it is understandable that 
the smaller NGO/MFIs exert little power and influence.  On the other hand, they have at 
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least an equal stake in the outcome of the project as the large NGO/MFIs.  Though their 
investments may not be as large, proportionally speaking, it can be assumed that they will 
be at least of equal significance.  These results are summarized in figure 4.2. 
 

 
Figure 4.2 Stakeholders in NGO/MFI Full Service Model 

 
 
4.1.3(b) Full Service Offered by Mainstream Insurance Companies 
 
The key ‘players’ in the full service model for mainstream insurance companies are the 
private general insurance companies (43 of them) and the public general insurer, SBC, 
that would implement the propose scheme.  These companies hold a great degree of 
power in the microinsurance industry, and in the insurance industry overall, due to their 
financial might and place of importance in the wider mainstream financial services 
sector.  Further, as the full service implementer in this case, they have a large stake in the 
outcome of plans. 
 
The main ‘context setter’ in this model of provision is the Ministry of Commerce, 
Department of Insurance, under which operates the Chief Controller of Insurance.  The 
latter has a great degree of power in so far as they are able to set premium levels through 
the Central Rating Commission, as described above.  Yet they have less at stake in terms 
of the outcome of projects.  Similarly, the Bangladesh Insurance Association, the 
professional arm of the insurance sector whose membership is 30 of the largest insurance 
companies (including both life and general insurers), holds a high degree of power as it 
links together these powerful players.  However, it too has little at stake in the outcome of 
a crop microinsurance plan. 
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As was described under the full service NGO/MFI model, the ‘bystanders’ of full service 
mainstream provision would also include the Ministry of Local Government, Rural 
Development & Cooperatives, the Ministry of Water Resources and the Ministry of 
Agriculture.  An additional ‘bystander’ is the Bangladesh Insurance Academy which has 
little power of microinsurance and a low stake in the outcome, yet can provide training 
and research as a complimentary capability for the mainstream implementers. 
 
There are no identified supply-side ‘victims’ under this model.  These results are 
summarized below in figure 4.3. 
 

 
Figure 4.3 Stakeholders in Mainstream Full Service Model 

 
4.1.3(c) Partner-Agent Model between NGO/MFIs and Mainstream Insurance Companies 
 
The ‘players’ under a potential partner-agent model include both the NGO/MFIs and the 
mainstream insurers.  These two were identified previously as holding both significant 
power and stake in outcomes.  Yet, it must be noted that these two dimensions have 
differing degrees amongst NGO/MFIs and mainstream insurers.  The question is, which 
has more power and which has a greater stake in outcomes?   
 
If power and the degree of involvement in outcomes is defined simply in financial terms, 
then the mainstream insurers would be the clear answer.  Yet, if one were to define power 
and stake from a different perspective, in terms of power due to greater client access 
(discussed further below) and the stake in outcome based on the motivations and goals of 
the stakeholder (also elaborated below), then the NGO/MFI would be the more important 
‘player.’  This issue proves to be both a potential problem as well as an asset of the 
partner-agent model.   

Context Players

Bystanders Victims

Degree of Stake in Outcome 

Level  
of  

Power  
and 

Influence 

Stakeholders in Mainstream Full Service Model

HIGH 

HIGH LOW 

LOW 

Min. Commerce, CCI 
Bangladesh Insurance 

Ass. 

Min. Local Dev. 
Min Agri, BADC, BARC 
Min Water, FFWC 
Bd. Insurance Academy 

Mainstream Insurance Co. 

N/A 



 40

 
On one hand, combining the financial power of mainstream insurers with the power 
gained from greater client access at the NGO/MFIs may result in a win-win situation (Al 
Hasan, 2007; Mechler & Linnerooth-Bayer, 2006.)  On the other hand, disagreement over 
the type of stake in outcome (either for financial gain or to achieve objectives of poverty 
reduction) may mean that the two players are unwilling to cooperate with each other.  In 
this scenario, governance under the partner-agent model may be an impossibility.   
 
This fact was highlighted in a discussion workshop where the invitees – mainstream 
insurers on one hand, and NGO/MFIs on the other – entered into a heated debate 
surrounding their respective commitment to the poor and motivations for offering crop 
microinsurance.  In fact, before even beginning this supply-side research, a Bangladeshi 
microinsurance expert stated that the partner-agent model will not work in Bangladesh 
and therefore it is not even worth considering.  This is certainly indicative of underlying 
problems with potential collaboration between the two players.  
 
Further, despite the fact that in interviews all mainstream insurers and 6 of 9 interviewed 
NGO/MFIs expressed that the best way to implement a crop microinsurance plan is under 
the partner-agent model, this was seen by both parties as the next step, after one party 
steps forward and takes the first initiative. One NGO/MFI interviewee summed up this 
problem: "collaboration is good but [mainstream] insurance companies are mostly profit 
seeking so goals are different and the plan would suffer under partnership."  Another 
NGO/MFI interviewee stated that after initial full service piloting, they would consider 
entering into collaboration with mainstream insurers.   
 
With respect to the ‘context setters’, the ‘bystanders’ and the potential ‘victims’, the 
partner-agent model combines stakeholders from both full service models.  These results 
are summarized in figure 4.4. 
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Figure 4.4 Stakeholders in Partner-Agent Model 

 
Given this examination of the relevant stakeholders and their respective classifications, 
several conclusions can be made with respect to governance. Notably, under any model 
of provision, improvement is needed with respect to the regulating environment.  Further, 
due to uncooperativeness between the key players under the partner-agent model, this 
method of provision does not seem likely, at least in the first stages of implementation. 
Nonetheless, it appears that good governance is possible under both full service methods 
of provision so long as the necessary improvements are made. One must also pay 
attention to the influence of donors under plans implemented by NGO/MFIs, to ensure 
that they are exerting a positive influence. 
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Key Findings: Governance 
 

I. Good governance of crop microinsurance is possible in Bangladesh. 
II. The most suitable provider with respect to governance is the NGO/MFI in a 

full service model. 
III. Bundled plans are less desirable from a governance perspective. 
IV. Index-linked plans are more desirable from a governance perspective. 
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4.2 Contribution to risk reduction 
 
This viability criterion, as it contributes to overall viability, is truly an interesting one.  
Intuitively, it should have the highest weight in consideration of overall viability, since, 
isn’t that the central concern of insurance in the first place?  
 
Yet, through an examination of case studies and previous research on viability of plans, it 
can be seen that long term contribution to risk reduction is rarely tested (Mechler & 
Linnerooth-Bayer, 2006). 
 
Within the supply-side theoretical framework, looking at provider and product design 
issues, the following is relevant for contribution to risk reduction: 

4.2.1 Type of provider & motivations and goals of provider 
The extent to which risk reduction will be achieved through crop microinsurance, 
depends first of all on the type of provider. In this research two providers are 
distinguished, that is to say NGO/MFIs and mainstream insurance companies. Given the 
broad objective of poverty reduction that NGO/MFIs have, as opposed to mainstream 
insurance companies whose main goal is profit maximization (through revenue 
maximization and cost minimization), it is assumed that crop insurance offered by the 
first would contribute to a greater extent to risk reduction. Even though some mainstream 
insurance companies stated their willingness to offer crop insurance for reasons of  so-
called Corporate Social Responsibility, NGO/MFIs focus on reducing overall 
vulnerability of poor farmers through supporting activities, as this is part of their 
mandate.  

4.2.2 Competencies: human resources and information 
Being well prepared for a flooding disaster contributes significantly to long-term risk 
reduction. For that purpose proper information on the risks and vulnerability is required, 
as well as prediction and warning of flood occurrences. In Bangladesh, this service is 
primarily provided by the governmental institution Flood Forecasting and Warning 
Centre (FFWC). In collaboration with the Bangladesh Meteorological Department, which 
provides the weather data, the FFWC aims at developing reliable daily forecasts of the 
water levels and flood extent in the country in the form of (inundation) maps and a daily 
flood bulletin. Nevertheless, they admit that although a network of weather and flood 
forecasting stations that covers all flood-prone areas is in place, sometimes there is a lack 
of manpower and a need for better information exists to prepare enhanced forecasts. 
Given that the majority of the floods are caused by excessive rainfall, rainfall forecasts 
have to be made more accurate. 
 
For the insurance providers the FFWC can play an important role. From the interview 
with the FFWC (see appendix 5) it became apparent that the institution has worked with 
private organizations before and is also willing to work with NGO’s/MFIs or mainstream 
insurance companies. Beside flood forecasts, it can produce flood risk maps of different 
areas in Bangladesh for the insurance providers to use. Moreover, they possess a 



 43

historical database on flood risks that could be relevant to providers to calculate the risk. 
When insurers have a good overview of the risks, they are able to develop a suitable 
product, avoiding issues such as moral hazard, adverse selection or insufficient risk 
spreading. Important to note is that the FFWC as a government organization will provide 
flood information free of charge, as their ultimate goal is to enhance people’s situation. 
 
A concern is that people need to be aware of the flood risks in their area in order to be 
effectively prepared when a flood occurs. They will be able to take adequate measures to 
minimize potential losses. The need for (raising) awareness is recognized by the FFWC; 
often they experience that individuals believe a flood is sent by God and cannot be 
forecasted. In addition, distribution of flood information to people in rural areas is 
difficult due to the fact that the FFWC does not control a dissemination mechanism. 
However, the situation is changing as the institution is increasingly able to use television 
and mobile telephones to give out forecasts.  
 
With respect to product design, the availability of information on flood risks is important 
to define which events are covered under the insurance contract and which are not 
covered. For an indemnity-based insurance, the insurer may decide to pay out claims only 
in case the government has officially declared the flood a disaster. Aftab, Brouwer and 
Brander (2006) show that many potential clients dislike such a condition in an insurance 
scheme. With an index-based insurance the insurer defines the physical trigger that 
should be reached in order to pay out claims, i.e. he defines when a certain event is a 
disaster and thus covered under the contract. This way, pay outs would not depend on 
whether the government declares the flood a disaster or not. 
 
Figure 4.5 summarizes how accurate flood risk and forecasting information helps to 
reduce risks. 

Figure 4.5 The role of information in reducing flood risks 
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Finally, in order to assess flood risks over the long term, the problem of climate change 
needs to be considered. Anticipated changes in weather-related events would increase the 
risks of flooding, particularly in a flood-prone country like Bangladesh (IPCC, 2001). 
This should be a concern to insurance providers that consider offering crop insurance 
against flood risks. However, a lot of uncertainty surrounds the available data regarding 
the impacts of climate change at this moment. Accurate calculations of the increase in 
flood risks are not obtainable. The issue of climate change and how it affects insurance 
provision will be discussed more extensively in the next paragraph. 

4.2.3 Choice of geographic location 
Risk reduction is more difficult to achieve in some geographic areas than in others. The 
map in figure 1.1 (Introduction) showed that Bangladesh faces different types of 
flooding: rainfall floods, river flooding, flash floods and tidal flooding. Given the areas of 
focus in this research (see Introduction) flash floods and tidal flooding can be excluded 
from analysis. Brouwer and Akter (2006) prove that a crop insurance scheme would not 
be viable in these areas, considering the demand and the type of flood risk. Due to 
different characteristics of geographic areas, such as flood type, the extent to which risk 
reduction could be met through structural measures as well as insurance differs. 
 
As mentioned previously climate change is expected to increase flood risks in certain 
areas through more intense rainfall and tropical cyclones. This would enlarge actuarial 
uncertainty in risk assessment of those areas, potentially causing an increase in premiums 
or, in the worst case, the risks would be considered uninsurable and a withdrawal of 
coverage would take place. Higher insurance costs could slow down the expansion of 
financial services in Bangladesh and thus reduce the availability of insurance for risk 
spreading. Consequently, people would yet again rely on government relief and 
rehabilitation programs after the occurrence of a flood (IPCC, 2001). This way, farmers 
would not be encouraged to take preventative measures to reduce risks, nor would their 
vulnerability be diminished. 
 
According to the IPCC (2001) more extensive access to insurance would enlarge the 
ability of developing countries to adapt to climate change. 

4.2.4 Level of specificity of product 
Whereas crop insurance can contribute to risk reduction, it may in some way also 
increase the risk in case it would trigger moral hazard. Interviews show that four 
NGO/MFIs have no experience with moral hazard and are not sure whether it would be a 
problem should they offer crop microinsurance. Six NGO/MFIs were not able to answer 
this question, partly because they were unfamiliar with the concept. All three mainstream 
insurance companies, however, are familiar with it.  
 
To minimize the chance of reckless behavior by the insured, the insurance scheme must 
promote preventative measures. However, many farmers are not familiar with possible 
measures to take, therefore education may be needed. The insurance provider may choose 
several options regarding the design of the product and the contract, and define the level 
of specificity.  
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Theoretically, moral hazard could be reduced through a number of ways, as was 
explained under product design issues in the Theoretical Framework. Including 
deductibles in the contract or requirements regarding preventative measures are two 
examples of specifying the contract. Nonetheless, four respondents from both NGO/MFIs 
as well as mainstream insurance companies predominantly thought of practical measures 
to minimize moral hazard. Intensive monitoring of clients was the solution most 
frequently mentioned. Other solutions were surveying claims and educating people. Only 
two respondents discussed product design options as an answer to this open question. For 
instance, introducing an index-based insurance or specifying requirements in the contract 
were brought up.  
 
Another issue with respect to the level of specificity of the product concerns the level of 
coverage, i.e. the number of crops that are insured. Obviously, multi-crop products would 
offer broader risk reduction, given that more crops are protected against flood risks and 
thus the vulnerability of the farmer would be reduced. But, covering more crops 
generates higher risks of damage and may not be as financially sustainable as a single 
crop product. Five NGO/MFIs and all three mainstream insurers indicated that during the 
beginning stages of implementation they would rather introduce insurance that is tied to a 
specific crop (e.g. the major crop that is grown in a certain area) than a general insurance 
plan that covers all types of crops. Insurance schemes for several crops could be 
introduced at a later stage. 

4.2.5 Alternatives and complements to microinsurance 
With respect to contribution to risk reduction, competing forms of risk reduction must be 
considered. For instance, will microinsurance displace ex-post forms of social security 
and ex-ante preventative measures that reduce the risks and vulnerability of farmers at 
this moment? However, as mentioned before, protective measures that are in place now 
are not sufficient to reduce the risks and vulnerability of farmers. For example, 
embankments in Bangladesh are often poorly constructed and lack maintenance which 
results in frequent breaches. 
 
In addition, the concept of living with floods is challenged by microinsurance. 
Knowledge of the local environment and experience with flood risks could be displaced 
in favor of a financial tool. This may not necessarily lead to risk reduction. On the 
contrary, it may increase the risk when, for instance, people that previously did not grow 
crops in certain areas because of the high flood risk, start to grow there after they 
purchase insurance coverage. After all, damage due to flooding will be compensated. 
This could be considered moral hazard. Therefore, the insurance contract must specify 
clearly the conditions that should be met, in order to avoid this situation. 
 
The FFWC addressed the concept of living with floods during the interview. According 
to them more intervention in the natural system increases the chance of a greater impact 
after a flood. So instead of building embankments, people should harmonize their lives 
and the cropping pattern with the natural system. Obviously, this is easier said than done 
in a densely populated country like Bangladesh. Insurance does not intervene directly in 
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the natural system; however, it also does not necessarily encourage farmers to change the 
cropping pattern according to the flood system, as has been described above.  
 
4.2.6 Path dependency 
Finally, there could be a risk of path dependency. This means that the flexibility in 
agricultural production to respond to risk reduction decreases when plans are tied to 
specific crops. Research by the Bangladesh Agricultural Development Corporation 
(BADC) may lead to new information regarding crops or the development of new crops 
that, for example, can grow outside the flood season. Nevertheless, farmers would be less 
likely to switch from the insured crop to a new crop that may be more suitable to grow 
under risky circumstances, if the new crop is not covered by insurance. Hence, insurance 
would not contribute to possible risk reduction.  
 
  
 
 
 
 
 
 

 
Key Findings: Contribution to Risk Reduction 
 

I. Risk reduction will be achieved to a larger extent when NGO/MFI provides 
crop microinsurance. 

II. Index-based crop insurance has a greater ability to reduce moral hazard 
than indemnity-based insurance. 

III. Multi-crop products offer broader risk reduction than single crop products. 
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4.3 Affordability: Demand versus need for risk protection 
 
The criterion of affordability is central to the issue of microinsurance in so far as the 
target clients are poor households who may not be able to afford traditional insurance 
products.  Therefore, the product must be designed so that the premiums are within reach 
of these groups. 
 
There is no doubt that, based on the categorization of insurance as a problem relating 
target clients, provider and product design issues, affordability is primarily a target client 
concern.  Target client issues are outside the scope of our study.  Yet, provider issues and 
product design issues, as outlined above, also influence affordability.  Of specific interest 
to the affordability criterion are the motivations and goals of the provider, the access to 
subsidies and donors, and certain product design characteristics including whether plans 
are bundled or voluntary. 

4.3.1 Type of provider, including motivations and goals 
Here, three separate motivations for offering crop insurance to mitigate crop loss have 
been identified, through research on the existing market for microinsurance products in 
Bangladesh, as well as previous experience with crop insurance in the country. These are, 
the traditional goal of insurance to maximize profits and minimize costs (Hazell, 1992), 
socially oriented objectives, such as poverty reduction (Al Hasan, 2007) and overall 
economic and agricultural sector improvements (L.M. Rahman, 2000).  
 
A single provider may simultaneously have all three goals in mind, or some combination 
of the three. Research shows that certain goals are more likely to be found at some 
providers than at others. 
 
Further, it has been found that certain motivations increase the likelihood of the crop 
insurance plan to meet the criteria of affordability. Thus, viability with respect to 
affordability of plans is linked to the type of provider offering the plan. 
 
Results show that affordability is of greater concern for providers whose motivation is to 
meet socially oriented objectives, such as poverty reduction, or providers who are 
interested in broader economic and agricultural sector improvements.    
 
Through interviews and literature (Al Hasan, 2007), it was identified that NGO/MFIs 
primarily focus on social concerns. In interviews, for instance, several NGO/MFIs 
mentioned that they would provide disaster microinsurance for crops to meet social 
objectives, even if premiums are too low for the scheme to be financially sustainable.  
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The goal of overall economic improvements or advancement of the agricultural sector 
similarly lends itself affordability of plans. It has been noted that farmers are unwilling to 
use more efficient and advanced agricultural technologies, which are inherently more 
risky than traditional farming methods, due to the fact that farmers are risk averse. Yet 
these technologies can lead to significant sectoral and overall economic improvements, 
particularly in Bangladesh where 60% of employment is generated by the agricultural  
sector (Bangladesh Bureau of Statistics, 2005). Microinsurance for farmers could reduce 
the overall level of risk they face and thus enable farmers to adopt the more efficient, 
modern technology (L.M. Rahman, 2000).  This in turn, will lead to advancement of the 
agricultural sector. Thus a provider may chose to make plans more affordable through 
lower premium rates in order to achieve this goal, at the expense of the traditional goals 
of profit maximization and cost minimization. Several studies confirmed that this was 
indeed one of the primary goals of the Sadharan Bima Corporation (SBC) in offering 
crop insurance from 1977 to 1994 (L.M. Rahman, 2000; P. Rahman, 2007).  Despite the 
fact that the claims continuously exceeded premiums throughout the existence of the SBC 
plan, the government insurer continued to offer the products with the hope of broad-
reaching agricultural sector improvements.   
 
Meanwhile, it was found in interviews that mainstream insurance companies in the 
private sector generally follow the traditional motivation, which is to maximize profits 
and minimize costs. This should come as no surprise considering that such companies are 
owned by shareholders who scrutinize financial performance as it relates to share price.  
Thus the affordability criterion frequently takes a back seat to considerations of financial 
robustness for mainstream private providers.  In fact, according to research conducted on 
the microfinance sector in Bangladesh, in general, it was found that, though target clients 
of all providers include both rural and urban poor, mainstream insurance companies 
usually give more emphasis to clients with regular income flows, thus precluding 
individuals with irregular or seasonal income (Al Hasan, 2007).   
 
Nonetheless, mainstream private insurers may consider affordability as a Corporate 
Social Responsibility objective. This was confirmed in interviews where mainstream 
private insurers raised this concern. In addition, in interviews, one of the mainstream 
private insurers cited that they would also consider affordability as it may improve the 
agricultural economy of Bangladesh. 
 
 

 



 49

4.3.2 Access to subsidies and donors 
There are several different types of subsidy and donor transfers that have been observed 
in the case of microinsurance, through an examination of case studies as well as in 
existing microinsurance plans in Bangladesh.  These have been categorized along a few 
dimensions: 
 
• The channel of transfer: direct or indirect 

Either directly to an individual insurer or through an intermediary to redistribute 
amongst insurers, such as PKSF, for example 

• The type of transfer: Financial support or expertise 
Financial transfers vs. research, technical expertise and support, etc. 

• The target of the transfer 
If financial, the target of the transfer might be to top-up premiums, to assist claims 
payments, to support reinsurance premiums, to support research at the insurer, to 
name a few.  If expertise, can vary from an education/awareness campaign aimed 
at insurance clients to assistance with product design, etc. 

 
It has been shown that subsidies and donors are often the cornerstone to disaster 
microinsurance schemes, worldwide, due to their contribution to affordability (Mechler & 
Linnerooth-Bayer, 2006).  Such transfers affect affordability in two ways.  Firstly, 
financial transfers to “top up” premiums allow insurers to offer the product to clients at a 
lower, more affordable premium rate.  Secondly, both financial and research transfers 
that help reduce an insurer’s costs may enable the insurer to subsequently lower 
premiums required.  
 
Interviews confirmed the need for subsidies and donors in order to meet the affordability 
criteria. All mainstream insurers identified that government subsidies were needed for 
them to be able to lower premiums in order to meet affordability concerns.  From 
interviews, NGO/MFIs expressed a similar need for subsidies and donors, though the 
channel, type and target of transfer was unclear.  In fact, in a discussion workshop, the 
question was asked of all participants, “what is the role of subsidies and donors for crop 
insurance?  What are the subsidies and donations for exactly? Premiums, claims, 
research?”  None of the participants was able to answer this question, directly. 
 
Of interest, of the seven case studies of disaster microinsurance in developing countries 
that were examined, only one currently operates without the assistance of subsidies and 
donors (see appendix 8 for a case study summary). The latter, the Network Leasing 
Corporation (NLC) of Pakistan, is perhaps able to do so due to fact that to date, no large-
scale disasters have occurred and thus the claims are only 1/3 of premium revenue 
(Mechler & Linnerooth-Bayer, 2006).   
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An examination of several annual reports from mainstream insurance companies and 
NGO/MFIs that are currently offering microinsurance products of some kind showed that 
the latter receives a large amount of donations, at least in terms of direct financial 
transfers. Therefore, with respect to access to subsidies and donors to meet the 
affordability criterion, NGO/MFI providers are perhaps in a better position. 
 
In sum, certain conclusions can be made with respect to the affordability criterion.  The 
ideal providers to meet viability with respect to affordability are NGO/MFIs due to their 
goal of poverty reduction and their access to subsidies and donors. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Key Findings: Affordability 
 

I. Affordability of crop microinsurance in Bangladesh is not addressed from the 
demand-side, in this report. 

II. From the supply-side perspective, some providers are able to offer  more 
affordable products than others. 

III. Products offered by NGO/MFIs are more likely to be affordable than those 
offered by mainstream insurance companies. 
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4.4 Financial Robustness  
 
Financial robustness of plans is certainly a supply-side issue.  In the traditional analysis 
of overall viability of insurance plans, it is often seen as the central supply side concern 
(for example, Hazell, 1992).  In order for a plan to be financially robust, the premiums 
received must exceed the costs of the plan.  This is highlighted in Hazell’s model, used to 
assess commercial viability of crop insurance plans across several countries throughout 
time (Hazell, 1992): 
 
(A + I) / P < 1 
 
Where A = average administration costs per contract 
 I = average indemnities (or claims) paid 
 P = average premiums collected 
 
Here, the cost of claims and the administration costs of plans are considered.  As 
mentioned previously, transaction costs also merit separate attention. It is interesting to 
note how these costs influence the financial robustness criterion depending on the type of 
provider and product design.   
 
Cost structures differ significantly along providers. Leaving aside the cost of claims, 
there are substantial differences between administration costs and transaction costs at 
NGO/MFIs and mainstream providers. 

4.4.1 Administration Costs 
A limited study of administration costs looked at the several Annual Reports from 
mainstream providers as well as NGO/MFIs.  Unfortunately, not enough data was 
available in order to develop a meaningful proxy for the level of administration costs that 
would be incurred by various potential providers under a crop microinsurance plan.  The 
basis for including this analysis, despite the fact that the products offered and size of 
client base differs between providers examined, is simply to demonstrate the difference in 
administrative cost structures and scale, and how they may influence financial robustness. 
 
In this brief comparison, administration costs were highest for a private mainstream 
insurance company, where the cost per client was 65% higher than at public mainstream 
providers and 39% higher than at NGO/MFIs (see table 4.3). 
 
Yet, the administration costs considered in this basic examination include the cost of 
reinsurance to the insurer. Through interviews, it was found that no NGO/MFIs currently 
hold reinsurance for their existing microinsurance plans.  Further, this is not uncommon.  
With the exception of one, at the seven case studies of disaster insurance that have been 
considered, none hold reinsurance. It is estimated that, should an NGO/MFI engage in a 
reinsurance contract for a potential crop insurance plan, their administration costs would 
change significantly. Two NGO/MFIs mentioned government funding as an alternative to 
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reinsurance, and one mentioned collaboration with other organizations. The other two 
had no alternative in mind. 
 
Administration costs can also be offset by subsidies and donors, something that was 
mentioned previously under the affordability criterion. When direct financial transfers 
from subsidies and donors are factored in, the lowest administration costs, by far, were at 
NGO/MFIs (see table 4.6). 
 

Comparison of General & Administrative Costs at Different Insurance Providers 
Values in Takas 

 

 

Microinsurance 
Mutual Entity 
(MIME) Pilot 

Project2 

Sadharan Bima 
Corporation3 

Green Delta 
Insurance 

Company Limited4 

Description 
Collective of 
MFI/NGOs offering 
Life Insurance 

The Bangladesh 
Public General 
Insurer 

An example of a 
Private General 
Insurer 

Administration Costs 
(excluding reinsurance) 12981000 377,446,837 268,631,676 

Reinsurance premium 
expense n/a 161,270,000 364,593,491 

Administration Costs 
(including reinsurance) 12,981,000 538,716,837 633,225,167 

Subsidies & Donors 12600000 69,216,624 n/a 
Admin Costs (offset by 
subsidies & donors)   381000 469500213 633,225,167 

Number of Clients 12,000 590,733 421,067 
Admin Costs / Clients 1081.75 911.95 1503.88 
Admin Costs (offset by 
subsidies & donors) / 
Clients 

31.75 794.78 1503.88 

Table 4.6 Comparison of general & administrative costs at different insurance providers 
 
This begs the question, how do administration costs influence overall financial robustness 
of a crop microinsurance plan? Using data previously gathered on both costs of claims 
and the willingness to pay for premiums in one flood-prone area of Bangladesh (Akter & 
Brouwer, 2006), we notice the following as it influences the results of the equation: 
 
(A + I) / P < 1 
 
Again, it must be reiterated that this is by no means a scientific study of administration 
costs. The purpose of this extremely limited calculation is simply to highlight how costs 
can change according to the type of provider, and as influenced by costs of reinsurance 
                                                 
2 Values based on Business Plan for Microinsurance Mutual Entity (MIME) Pilot Project (2007) for the 
year 2008. 
3 Values based on Annual Report 2005 for Sadharan Bima Corporation 
4 Values based on Annual Report 2005 for Green Delta Insurance Company Limited 
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and financial transfers from subsidies and donors (detailed calculations can be found in 
appendices 8 and 9). 
 
 

Comparison of Financial Viability 
 

Financial Viability NGO/MFI Example Public Insurer 
Example 

Private Insurer 
Example 

With no administration 
costs 

0.468 / 0.52 
= 0.9 

0.468 / 0.52 
= 0.9 

0.468 / 0.52 
= 0.9 

With administration 
costs  
(not including 
subsidies and donors) 

(0.30 + 0.468) / 0.52 
= 1.48 

(0.42 + 0.486) / 0.52 
= 1.74 

(0.26 + 0.468) / 0.52 
= 1.4 

With administration 
costs  
(including subsidies 
and donors) 

(0.01 + 0.468) / 0.52 
= 0.92 

(0.42 + 0.468) / 0.52 
= 1.74 

(0.22 + 0.468) / 0.52 
= 1.32 

Table 4.7 Comparison of financial viability 
 
In table 4.7, we see that, in this limited survey, financial viability, when administration 
costs are considered, is most likely still possible at NGO/MFIs only. This is due to 
financial transfers from subsidies and donors. Without these, it appears unlikely that 
financial viability is possible under any model of provision. 

4.4.2 Transaction Costs 
Mentioned previously as a theoretical concern, more than a contribution to the balance 
sheet equation, transaction costs may also influence the ability of a crop microinsurance 
plan to meet the financial viability criterion.  Under this type of cost, mainstream insurers 
– both private and public – are once again grouped under one heading.  The third method 
of provision, the partner-agent model between mainstream insurers and NGO/MFIs is 
once again introduced.  This is done in order to highlight how the different potential 
models of provision vary in terms of the dimensions of their transactions with clients.   
 
Considering transaction costs as arising from Regan’s (1997) dimensions of transactions 
under general insurance contracts, it has been shown that frequency of exchange, the 
complexity and exogenous uncertainty in the contracting environment as well as the 
importance of relationship-specific investments all contribute to increasing transaction 
costs. The relative significance of each of these at respective channels of 
provision/distribution is highlighted in the table 4.8 below: 
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Dimensions of transactions as three types of microinsurance providers 
 

Dimension NGO/MFI Mainstream Insurer Partner-Agent 
Frequency of 
exchange 

High Low High 

Complexity of 
contracting 
environment 

Low High High 

Exogenous 
uncertainty in 
contracting 
environment 

Low High Medium 

Importance of 
relationship-specific 
investments 

Low High High 

Table 4.8 Dimensions of transactions as three types of microinsurance providers 
 
The results of this table can be explained as follows.  It has been found that frequency of 
exchange is higher at NGO/MFIs, who meet with their clients on a daily basis (Al Hasan, 
personal interview, 2007). It is expected that this would be equally as high in a partner-
agent model where NGO/MFIs act as the agent.  Research shows that client interaction is 
less at mainstream insurers (Al Hasan, 2007).   
 
In contrast, the complexity of the contracting environment appears to be higher for 
mainstream insurers than at either NGO/MFIs or under a partner-agent model.  Relating 
back to discussion of the governance criteria, the mainstream insurers not only face 
stricter rules and regulations, but also corruption in the contracting environment reduces 
the ease of doing business. Under a partner-agent model, this would pose a similar 
problem. 
 
Exogenous uncertainty is less for NGO/MFIs who have more information about crop 
microinsurance clients and the local environment than do mainstream insurers. This is 
due to the NGO/MFIs’ greater access to clients which has been described in a previous 
section.  This increased client access has similar implications under a partner-agent 
model where the NGO/MFI acts as the agent. 
 
The importance of relationship-specific investments is highest for mainstream insurers 
and partner-agent model.  Regan (1997) lists relationship-specific investments as 
marketing and proprietary technology.  It has been shown that NGO/MFIs have a greater 
ability to educate their clients as to the benefits of insurance due to their increased client 
access and thus have less of a need for large-scale marketing projects.  Further, 
mainstream insurance companies are far more automated than NGO/MFIs.  A review of 
the level of automation at mainstream general insurance companies in Bangladesh shows 
that, though there are many improvements to be made, providers have invested in a wide 
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range of hardware and software applications to automate insurance operations processes 
(Ahmed, 2005.)  Under the partner-model, these same applications would be a significant 
contribution on behalf of the mainstream insurer, the partner (Al Hasan, 2007; Mechler & 
Linnerooth-Bayer, 2006.)  Yet they would also contribute to increased transaction costs. 
 
Interviews seem to confirm this theoretical study of transaction costs, though many 
interviewees were unfamiliar with the concept of transaction costs.  From interviews, two 
of the three NGO/MFIs that were able to respond stated that their transaction costs appear 
to be lower than those of mainstream insurers.  The two mainstream insurers that were 
able to answer the questions on transaction costs agreed with this assessment, stating that 
their transaction costs are indeed higher than at NGO/MFIs. With respect to partner-agent 
collaboration between NGO/MFIs and mainstream insurance companies, the mainstream 
insurers both agreed that collaboration would reduce transaction costs.  When asked why, 
one mainstream insurer suggested that this is due to the NGO/MFIs existing network in 
rural areas and client access. 
 
Thus, several conclusions can be made regarding the financial robustness criterion.  First 
of all, when administration costs are included, crop microinsurance may only be 
financially viable at NGO/MFIs due to their access to subsidies and donors. In addition, 
when transaction costs are considered, either a full service model offered by NGO/MFIs 
or a partner-agent model appear to be the most viable due to their treatment of various 
dimensions of transactions. 
 
 

 
Key Findings: Financial Robustness 
 

I. Given a limited study, financial robustness of crop microinsurance in 
certain areas of Bangladesh appears to be viable. 

II. This is conditional on the product being offered by an NGO/MFI able to 
offset administration costs with transfers from subsidies and donors. 
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4.5 SWOT analysis 
 
Now that an overview of viability from the perspective of governance, contribution to 
risk reduction, affordability and financial robustness has been examined, we will put this 
to a test through a SWOT analysis.  
 
The objective that will be analyzed on its strengths, weaknesses, opportunities and threats 
is a viable crop microinsurance scheme in Bangladesh according to the four criteria 
described above. 
 
Based on all considerations regarding provider and product design, the viability of many 
different products could be tested in this SWOT analysis. This means that, for instance, 
the strengths of one type of product could be a weakness for another type of product. The 
same holds if different insurance providers would be analyzed. However, it is beyond the 
scope of this research to provide an extensive SWOT analysis which considers all 
strengths, weaknesses, opportunities and threats of every possible crop insurance scheme. 
Rather, taking into account the results concerning the different issues that were examined 
in this research, the authors have chosen to test one product on its viability, for which 
they thought possibility for implementation would be largest. 
 
The crop microinsurance scheme that will be analyzed here has the following 
characteristics:  

• provision according to the full service model with an NGO/MFI as the 
provider 

• an index-based form of insurance 
• multi-crop coverage 
• production cost method to value crop loss 

 
Below the strengths, weaknesses, opportunities and threats with respect to this product 
will be described. The criteria of financial robustness and affordability can primarily be 
considered internal forces, and will therefore be analyzed under strengths and 
weaknesses. On the contrary, governance and contribution to risk reduction are primarily 
external forces and fall under the opportunities and threats. Nevertheless, this is not a 
sharp distinction – some overlap might exist. 

4.5.1 Strengths 
 
Human Resources and Information Capabilities 
 
It has been proven that NGO/MFIs have access to the necessary flooding and agricultural 
data to build crop insurance plans. A demand-side analysis also exists. 
 
Further, NGO/MFI personnel have experience working with target clients, something the 
mainstream insurers do not necessarily have. 
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With respect to product design, using the available flooding information, it has been 
shown that an index-based plan is preferred over an indemnity-based plan concerning the 
pay out of claims, because insurers and not the government determine when an event is a 
disaster (by defining the physical trigger). 
 
Costs of Plans 
 
NGO/MFIs have lower administration costs, especially when offset by subsidies and 
donors. They also have lower transaction costs due to differences in the dimensions of 
transactions. 
 
Index-linked plans also help reduce administration costs of plans, as evidenced by case 
studies. This is due to the fact that the information requirements for calculating individual 
claims is arguably less since NGO/MFI personnel do not necessarily have to visit each 
affected site after a flood disaster occurs and calculate individual damage costs. 
 
Access to Clients 
 
NGO/MFIs have greater access to clients due to a better penetration of target areas for 
plans, than do mainstream insurance companies. In fact, there are pre-established 
microfinance branches across all of Bangladesh (appendix 10 shows a map of the 
distribution of MFIs in Bangladesh). 
 
Additionally, NGO/MFIs have better relationships with target clients than do mainstream 
insurance companies. There is a greater degree of trust and reliability between the client 
and the NGO/MFI provider, in part due to the fact that the two have pre-established 
relationships. This relationship also suggests that the NGO/MFI provider has a greater 
ability to educate clients as to the benefits of insurance: a key factor considered under 
external opportunities/threats. Also, the fact that NGO/MFIs have pre-existing 
information on client portfolios, represents a strength in so far crop microinsurance plans, 
particularly those using a production cost method, require extensive knowledge of 
farmers’ growing cycles.  In turn, this client access also allows the NGO/MFI to be more 
flexible with respect to collecting premiums – a trait that clients will find more desirable 
than rigid payment plans requested by mainstream insurance companies. 
 
Client access is also expected to increase under multi-crop plans, as the latter will be 
desirable to a broader number of clients. 
 
Access to subsidies & donors 
 
Due to pre-established relationships with donors and their focus on poverty reduction and 
development goals, donors are more likely to contribute to NGO/MFI crop 
microinsurance.  Linking back to costs of plans, this is a key strength in so far as transfers 
from donors can decrease costs or top-up premiums. 
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Motivation and goals of provider 
 
NGO/MFIs’ broad objective of poverty reduction represents an opportunity for a 
significant contribution to risk reduction. NGO/MFIs aim at overall reduction of farmer’s 
vulnerability, whereas mainstream insurers do not pursue this goal.  

4.5.2 Weaknesses 
 
Human Resources & Information Capabilities 
 
NGO/MFIs have been shown to have weaker actuarial abilities to calculate probabilities 
of risks and determine appropriate premium levels, as well as less access to sophisticated 
claims processing software and technology.  However, this is perhaps not as big of a 
weakness as it seems, at first glance. Though index-linked plans, particularly when using 
a production cost method, do require significant data inputs, much of this comes for free 
from the FFWC. The main weakness is how the NGO/MFI is able to process this data, 
once they receive it.   
 
Access to clients 
 
The NGO/MFI provider, in general, may have greater access to clients.  However, not all 
NGO/MFIs are alike.  Some operate only in specific areas, and are highly localized.  This 
may inhibit their ability to properly pool risk. 
 
Additionally, the NGO/MFI is weaker than traditional mainstream insurance company in 
terms of mobilizing a crop insurance team to sell this new product. The NGO/MFI has 
few, if any, insurance experts within their organization. Their ability to attract experts is 
also lower, due to less competitive salaries than at mainstream insurance providers.   
 
Access to reinsurance 
 
Reinsurance is a key-component to the long-term viability of plans in so far as it protects 
the insurance provider against catastrophic losses. Since no interviewed NGO/MFIs 
currently have access to reinsurance, this represents a serious weakness. However, a few 
NGO/MFIs had an alternative in mind, i.e. government funding or collaboration with 
other organizations in order to overcome this weakness. 
 
Costs 
 
Though costs are also a strength of the NGO/MFI index-linked plan, they also represent a 
weakness for the type of multi-crop product addressed here. Because multi-crop products 
cover more, the risks associated with coverage increase. In general, it has been found that 
increased coverage leads to increase complexity, manifesting itself in higher costs.  The 
NGO/MFI insurer must be able to balance this weakness with other strengths. 
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Motivations and goals 
 
It has been shown that the motivations and goals of NGO/MFIs do not particularly focus 
on minimizing costs and maximizing profits, but rather comprise a social objective. This 
is an important consideration for long-term financial viability of plans, in case the 
product would be offered for a lower premium than would be necessary to make the 
scheme financially sustainable. It would thus represent a significant weakness.  

 
4.5.3 Opportunities 
 
Regulatory environment 
 
Even though at this moment the regulatory environment for NGO/MFIs remains weak, 
there exist possibilities for improvement, e.g. through the NGO’s professional 
organization INAFI. 
 
Demand 
 
Due to the high flood risks there is demand for crop microinsurance. Interviewees saw 
the existing market as an opportunity for introducing crop insurance. Also, previous 
research by PREM has shown that demand is there. 
 
Information capabilities 
 
Flood risk data has proven to be available free of charge to insurance providers. This data 
is a requirement for a proper design of the crop insurance scheme, in order to avoid issues 
of adverse selection, moral hazard and risk spreading. However, interviews showed that 
NGO/MFIs need to be made aware that this data is available. 
 
Stakeholder influence 
 
NGO/MFIs are dependent on donors to make this crop insurance scheme financially 
viable. However, donors could have considerable influence on the design of the scheme. 
This will be an opportunity for the NGO/MFI in case the donor is a knowledgeable 
institution and can provide help in designing and implementing the scheme. 
 

4.5.4 Threats 
 
Regulatory environment 
 
The regulatory environment of microinsurance is still weak. Till the implementation of 
the Microcredit Regulatory Authority Act (MRA Act) in 2006 microinsurance was 
unregulated and NGO/MFIs offered insurance under the name of “social security”. Even 
though this has changed now, NGO/MFIs are still uncertain whether the Act covers 
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microinsurance or not. Nevertheless, this threat has potential to turn into an opportunity 
over the coming years, when the MRA strengthens and improvements are made. 
 
Stakeholder influence 
 
Stakeholder influence may not only be an opportunity, but also a threat when, for 
instance, donors hold different objectives than the NGO/MFI. Given the great 
dependency of NGO/MFIs on donors, they would have no choice but to handle conform 
the donor’s wishes. 
 
Awareness of clients 
 
Both interviews and literature survey showed that farmers are perceived to have a low 
understanding of the benefits of insurance and its practices. For that reason fear exists 
that they will not purchase crop insurance. There is a need for education of farmers to 
increase awareness. 
 
Alternatives and complements to crop insurance 
 
Currently, alternative ways to deal with flood risks exist, which may compete with a crop 
microinsurance plan. For example, ex-post forms of social security, such as government 
relief, can be a threat. Especially considering the fact that farmers are more familiar with 
these methods for reducing risks and losses than with insurance. Yet, these alternatives 
are not sufficient to deal with the risks, as a result of which there is a need for a different 
risk management tool. 
 
Choice of geographic location 
 
Anticipated climate change could form a threat to the viability of a crop insurance 
scheme, given that flood risks may increase in certain areas due to more intense rainfall 
and tropical cyclones. Higher risks may no longer be insurable.  
 
 
Table 4.9 provides an overview of the strengths, weaknesses, opportunities and threats 
that have been described above.  
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 Helpful 

to achieving viable crop 
microinsurance scheme 

Harmful 
to achieving viable crop 
microinsurance scheme 

Internal 
Financial Robustness 
Affordability 

Strengths 
- Human resources & 

information capabilities 
- Costs of plans 
- Access to clients 
- Access to subsidies & 

donors  
- Motivation and goals of 

provider 

Weaknesses 
- Human resources & 

information capabilities 
- Access to clients 
- Access to reinsurance 
- Costs 
- Motivation and goals 

External 
Governance 
Contribution to risk reduction 

Opportunities 
- Regulatory environment 
- Demand 
- Information capabilities 
- Stakeholder influence 

Threats 
- Regulatory environment 
- Stakeholder influence 
- Awareness of clients 
- Alternatives & 

complements to crop 
insurance 

- Choice of geographic 
location 

Table 4.9 SWOT analysis of a crop microinsurance scheme 
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5 Conclusions and discussions 
 

5.1 Short summary and conclusions 
 
Due to high flood risks, the importance of agriculture to households’ welfare, and the 
high national poverty rate, farmers in Bangladesh are extremely vulnerable to flood 
disasters. Given that ex-post forms of social security and ex-ante preventative measures 
are largely insufficient to manage risk, there has been a call for crop microinsurance to 
assist in risk management, both for developing countries in general, and specifically for 
Bangladesh. 
 
This study has examined the potential for crop microinsurance in Bangladesh from a 
supply-side perspective, including provider and product design issues. Potential was 
assessed through the provider/product lens using four viability criteria: governance, 
contribution to risk reduction, affordability and financial robustness.  The results of this 
assessment were put to the test in a SWOT analysis, addressing strengths, weaknesses, 
opportunities and threats. Conclusions are drawn according to the problem definition 
below: 
 
From a supply-side perspective, to what extent can crop microinsurance to mitigate 
against flood risks be viable in Bangladesh, with respect to governance, contribution to 
risk reduction, affordability and financial robustness? 
 
With respect to the four criteria of governance, contribution to risk reduction, 
affordability and financial robustness, it has been shown that a crop microinsurance 
scheme can be viable in Bangladesh. However, different types of products and channels 
of provision exist, each of which brings along its own possibilities and problems. It has 
been shown that some types of products or providers are, in fact, more viable than others.   
 
Below, the key findings with respect to provider and product design options per criterion 
are repeated. 
 
Criterion Key findings 
Governance I. Good governance of crop microinsurance is 

possible in Bangladesh. 
II. The most suitable provider with respect to 

governance is the NGO/MFI in a full service 
model. 

III. Bundled plans are less desirable from a 
governance perspective. 

IV. Index-linked plans are more desirable from a 
governance perspective. 

Contribution to risk reduction I. Risk reduction will be achieved to a larger 
extent when NGO/MFI provides crop 
microinsurance. 

II. Index-based crop insurance has a greater 
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ability to reduce moral hazard than 
indemnity-based insurance. 

III. Multi-crop products offer broader risk 
reduction than single crop products. 

Affordability I. Affordability of crop microinsurance in 
Bangladesh is not addressed from the 
demand-side, in this report. 

II. From the supply-side perspective, some 
providers are able to offer  more affordable 
products than others. 

III. Products offered by NGO/MFIs are more 
likely to be affordable than those offered 
by mainstream insurance companies. 

Financial robustness I. Given a limited study, financial robustness 
of crop microinsurance in certain areas of 
Bangladesh appears to be viable. 

II. This is conditional on the product being 
offered by an NGO/MFI able to offset 
administration costs with transfers from 
subsidies and donors. 

Table 5.1 Key findings per criterion 
 
One type of insurance scheme was selected which, out of all options, best meets the 
viability criteria, and makes a practical assessment of available providers, based on the 
current state of microinsurance in Bangladesh. This scheme has the following 
characteristics: 
 

• provision according to the full service model with an NGO/MFI as the 
provider 

• an index-based form of insurance 
• multi-crop coverage 
• crop loss is valued using the production cost method 

 
The SWOT analysis highlighted how internal and external forces contribute to the 
viability of this plan with respect to governance, contribution to risk reduction, 
affordability and financial robustness. In fact, substantial strengths, weaknesses, 
opportunities and threats were noted.   
 
Though the SWOT analysis did not rank or weight respective internal and external forces 
in terms of importance, special attention should nonetheless be given to the weaknesses 
and threats. Since this is a new product that has been attracting considerable attention, 
one must be wary that perceived strengths and opportunities do not preclude serious and 
careful examination of these weaknesses and threats. 
 
Perhaps an interesting way to address weaknesses and threats would be to compare them 
with respect to each other, and assign priorities. Priority might be based on the extent to 
which the individual forces influence viability and the degree of complexity of the 
problem (less complexity would suggest it is more easily and quickly overcome). In 
doing so, it should be kept in mind whether the problems lie predominantly with the 
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product itself (the criteria of financial robustness and affordability – i.e. the internal 
forces) or with the wider context in which it operates (the criteria of governance and 
contribution to risk reduction – i.e. the external forces). 
 
Overall, it can be concluded that a crop microinsurance scheme in Bangladesh can be 
viable, to the extent that certain improvements have to be made in order to optimally 
fulfil the four criteria of viability. 

5.2 Overall applicability of results 
 
While it is useful to assess strengths, weaknesses, opportunities and threats by narrowing 
the focus to a single product and provider, it begs the question: how widely applicable are 
the results?  A widely applicable plan could be implemented across all of Bangladesh and 
would stand the test of time. Conversely, it could be that the plan discussed here is 
applicable for only specific geographic locations and only for the time being. Given that 
so many of the viability considerations and their SWOTs are based on the current 
situation, the latter is more likely true than the former.   
 
For instance, the full service NGO/MFI provider was selected due to current information 
that will not necessarily be true in the future, such as low trust and reliability between 
partners which disqualifies the partner-agent model (which has been seen to have many 
similar benefits to full service NGO/MFI), and lower costs due to large amounts of 
subsidies and donations. If mainstream insurers and NGO/MFIs were able to come to a 
consensus, or if subsidies and donations were taken away, the plan elaborated above 
would not be applicable in the future. 
 
It is certainly worth noting that this is by no means a drawback of the viability and 
SWOT analysis. Plans should be expected to change with time. Authors and case studies 
confirm this as best practice (Mechler & Linnerooth-Bayer, 2006; Brown & Churchill, 
2000). 
 
Similarly, the analysis treats the demand-side as a ‘black box’, ignoring differences 
between client profiles across the whole of Bangladesh. Further, there was little 
specificity of results with respect to geographic location of plans and their respective 
flood risks. Nonetheless, the choice of a multi-crop product is, in part, a recognition of 
the need for products with a broader-appeal. Yet, it would still be difficult to conclude, at 
this time, how widely applicable the results are in terms of geographic scale.   
 

5.3 Discussion and Limitations 

5.3.1 Caveats in research 
To assess the viability of crop microinsurance in Bangladesh research has been 
conducted, examining many different subjects and issues that play a role in the provision 
and product design of crop microinsurance. This has resulted in a comprehensive 
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overview. Nevertheless, there are certain limitations to this research that will be outlined 
below. 
 
First of all, a trade-off had to be made between considering all relevant issues or picking 
a single focus for thorough analysis. For example, looking at the supply-side, an option 
would have been to only analyze the costs of different insurance providers. However, the 
authors deliberately chose to take a broader view in order to present a complete viability 
assessment.  
 
Second, one of the main research approaches has been the collection of information 
through stakeholder interviews in Bangladesh. Due to time constraints, the number of 
interviews was limited. More interviews could have provided enhanced support for the 
results. Albeit a minor concern, another limitation with respect to the interviews was the 
language barrier between the respondents and the researchers. Also, the ‘willingness to 
please’ of respondents towards the interviewers should be kept in mind. However, it is 
difficult to assess to what extent this has taken place and has influenced the interview 
results. The authors assume respondents were being first of all honest in their answers, 
but perhaps wanted to emphasize their “good will”. 
 
Next, and in line with the first limitation described above, the study of administration 
costs for different providers was limited by the lack of suitable and readily available 
numbers for calculations. Instead, numbers that could be found through annual reports 
have been used as proxies. The authors are aware that this has been a rough method to 
estimate administration costs; however, it has only been used to highlight the differences 
in costs between the providers and was not meant to be a thorough analysis. 
 
Then, the main analytical method that has been used in this research, i.e. the SWOT 
analysis, has its own drawbacks which are identified in literature. These have been 
described in the Methodology section. 
 
Finally, one important issue that could be subject of discussion is the authors’ choice to 
analyze a crop insurance plan that was likely to be implemented, instead of the most ideal 
plan. However, in order to make the gap between this research and actual implementation 
in practice a bit smaller, the authors felt that this decision was the right one.  
 

5.3.2 Considerations for future research 
 
At this point, the most important research requirement would be to integrate the supply 
and the demand-side analysis with a focus on a specific piloting area in order to ready the 
product for implementation. Ideally, this would be done in close contact with the 
potential provider to assure that endogenous knowledge of the Bangladeshi environment 
is not lost through such a study.   
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Appendix 1 
 

NGO/MFI Interviewees 

Name Organization Designation Date of interview 
Mr. Mosharraf Hassain 
Mr. Aminul Islam 

BURO Director (finance) 
Project Manager 

8 May 

Mr. A.K.M. Shirajul Islam  BASA 
 

Executive Director  9 May 

Prof. Hosne Ara Begum TMSS Executive Director 3 June 

Mr. M. Abdus Salam GUK Chief Executive 2 June 

Mr. Iqbal Ahammed PADAKHEP Executive Director 24 May 

Dr. Ahsan Ali ASHRAI Executive Director 30 April 

Mr. Hasan Ali  PBK Executive Director 30 April 

Mr. Murshed Alam Sarker 

Mr. Anwar Hossain 

POPI Executive Director 8 May 

Mr. Taufiq Zahidur Rahman SHAKTI Coordinator 13 May 

Mr.Golam Touhid PKSF  Deputy General Manager 31 May 

Mr. Abdul Hamid Bhuiyan SSS  Executive Director 30 April 

Mr. Rashed Al Hasan INAFI Programme Officer 22 April-7 June 

Mr. Atiqun Nabi INAFI Executive Director 22 April-7 June 

    

Mainstream Insurer Interviewees 

Name Organization Position Date of interview
Mr. Nasir A. 
Choudhury 

Green Delta Insurance 
Company Ltd 

Managing Director & 
C.E.O. 

29 May 

Ms. Papia Rahman Green Delta Insurance 
Company Ltd 

Senior Vice President 29 May 

Mr. A.R. Bhuiyan 
Ali 

Sadharan Bima Corporation Director  22 May 

Mr. Abdus Salam Sadharan Bima Corporation Manager 21 May 

Mr. A.K.A.H. 
Chaudhuri 

Bangladesh General Insurance 
Company Ltd. 

Managing Director 30 May 

Mr. Mollah Md. Bangladesh Insurance Secretary General 29 May 
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Complementary Capabilities Interviewee 

Name  Organization Position Date of 
Interview 

Mr. Saiful 
Hossain 

Flood Forecasting and 
Warning Centre 

Executive Engineer 29 May 

 

Nurul Islam Association (BIA)  

Mr. Alam Bangladesh Insurance 
Academy 

Instructor 21 May 
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Appendix 5 
 
Summary FFWC interview, Mr. Saiful Hossain, 29 May 2007 
 
Both the FFWC and the Bangladesh Meteorological Department (BMD) are owned by 
the government of Bangladesh. The BMD has a mandate for meteorological weather 
forecasts, for example cyclones, rainfall and humidity, which are send daily to the 
FFWC. They collect data on rainfall and river stage through wireless communication 
systems, satellite images and information from India. Their software system is able to 
make forecasts for a few days (maximum of three days ahead, 5 days for the central part 
of the country). This results in flood extent maps, thana inundation maps and a daily 
flood bulletin. 
 
Four types of flood exist, that occur during different times of the year and in different 
areas: flash flood, cyclone flood, monsoon river flood and rain fed flood. 99% of the 
flooding is due to rain and not ice melting. However, rainfall forecasts are difficult to 
make with good accuracy for more than 48 hours in advance. Science at this point does 
not allow giving accurate forecasts. In addition, at this moment not enough information is 
available of the bigger catchment areas of the rivers (in India, China and Nepal). If 
information of the wider basin area would be available, better forecasts are possible. 
Reliability is the main characteristic of forecasting; activities are rather limited to what is 
in the FFWC’s confidence, than wrong information dispersed.  A few barriers to flood 
forecasting are recognized, e.g. the need to increase forecast time, more information for 
the border areas is required, people’s awareness of floods should be increased (at the 
moment, many still believe a flood is sent by God and cannot be forecasted) and the 
dissemination system (especially to people in the rural areas) has to improve. 
 
Some historical data of flood risks is available, but it is not so matured. Medium 
magnitude floods happen once every 5 years; catastrophic floods have a chance of 
happening once in ten years, but every year some sort of flooding occurs. If the 
inundation is limited to 20-25% of the country, it is considered “normal”. Climate change 
has a great potential to increase sea level, which will mainly affect the coastal zone.  Data 
collection takes place through weather stations and flood forecasting stations covering all 
flood-prone areas. Nevertheless, collection is costly and sometimes a lack of manpower 
exists. Technical support and funds are needed for R&D. 
 
FFWC has worked with private organizations before, they disseminate all their 
information. For insurance providers the FFWC would be able to produce risk zoning 
maps. These services would be free of charge, as the FFWC does not claim money as a 
government organization. Their ultimate goal is to enhance people’s situation. All 
insurers have to do is to write a letter with their plan and (social) objective, after which 
they will receive all data after permission from higher authority.  People in Bangladesh 
should harmonize their lives and cropping patterns with the flood systems to reduce risks 
(live with floods). The huge population and lack of land is a problem though. 
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Appendix 6 
 
 

NGOs / Microfinance Institutions(MFIs)

Individual NGOs / MFIs

Implementation, 
product 
development, 
delivery to clients, 
management of 
portfolios 

NGOs / Microfinance Institutions (MFIs) 
Stakeholder tree diagram for flood insurance in Bangladesh 

Foreign / Outside Donors

Palli Karma-Sahayak 
Foundation (PKSF)

Additional 
funding

INAFI Bangladesh

Promote 
industry 
standards, self 
regs. and 
transparency 

Eg: Licensing & 
registration

Complimentary 
Capabilities: data, 
R&D, education 

Ministry of 
Commerce 

Ministry of Local 
Gov., Rural Dev. & 

C ti

Ministry of Water 
Resources 

Ministry of 
Agriculture 

Office of Registrar of Joint 
Stock Companies and Firms 

Rural Dev. & 
Cooperatives 

Division 

Bangladesh 
Academy for Rural 

Development 

Flood Forecasting & Warning Centre 

Government of Bangladesh 

Regulations, 
monitoring, 

supervision & 
enforcement, though 

few specific rules
Ministry of Finance 

Microcredit Regulatory 
Authority Bangladesh 

Bank 
Microcredit Regulatory 

Act, 2006 
Society Act, 

1860 

Bangladesh Agricultural 
Development Corporation (BADC) 
Bangladesh Agricultural Research 

Council (BARC) 
Sub-level of Ministry

Performs activities of

LEGEND 
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Appendix 7

Flood Forecasting & Warning Centre 

Mainstream Insurance Companies 
Stakeholder tree diagram for flood insurance in Bangladesh 

Complimentary 
Capabilities: 
data, R&D, 
education

Ministry of Local 
Gov., Rural Dev. & 

C ti

Ministry of Water 
Resources 

Ministry of 
Agriculture 

Rural Dev. & 
Cooperatives 

Division 

Bangladesh 
Academy for Rural 

Development 

Bangladesh Agricultural 
Development Corporation (BADC) 
Bangladesh Agricultural Research 

Council (BARC) 

Private Sector 

Departmen
t of 

Insurance 

Government of Bangladesh 

Ministry of 
Commerce 

Bangladesh 
Insurance Academy

Chief 
Controller of 
Insurance 

Insurance 
Act

Central 
Rating 

Commission

Education, 
research & 

cert. for dealers

Sets 
premiums

Governance, 
supervision, 

licensing, 
regulations

Sub-level  
Performs activities of

LEGEND

Mainstream General 
Insurance Companies

Implementation, 
product 

development, 
delivery to clients, 
management of 

portfolios 

Eg: Green Delta 
Insurance Company Ltd.

Bangladesh Insurance 
Association

Professional 
Association of 

Insruance 
Industry

Eg: Sadharan Bima 
Corporation

Eg: Bangladesh 
General Insurance Co.
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Appendix 8 
 
See below. 
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List of Disaster Insurance Case Studies Consulted 

 
Plan Name Type of 

Provider 
Coverage Bundled/Voluntary Index/Traditional Reinsurance Subsidies 

& 
Donors 

NLC, 
Pakistan 

Partner-
Agent 

Asset on 
loan, 
multi-
peril 

Bundled Traditional No No 

NASFAM, 
Malawi 

Partner-
Agent 

Single 
crop, 
single 
peril 
(drought) 

Bundled Index-linked No Yes 

VimoSEWA, 
India 

Partner-
Agent 

General 
insurance, 
multi-
peril 

Voluntary Traditional No Yes 

HRHIP, St. 
Lucia 

Partner-
Agent 

Home, 
multi-
peril 

Bundled Traditional ? Yes 

WINCROP, 
Carribean 

Full 
service 

Single 
crop, 
single 
peril 

Bundled 
(except in St. Lucia) 

Traditional Yes Yes 

MSIF, 
Mauritus 

Full 
service 

Single 
crop, 
multi-
peril 

Voluntary Traditional, but 
individual 
determination 

? Yes 

BASIX, 
India 

Partner-
Agent 

Single 
crop, 
single 
peril 

Voluntary Index-linked Yes Yes 
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Appendix 9 
Example of General & Administrative Costs at a Full Service MFI/NGO Life Insurance Provider (Calculated from 

MIME Project Business Plan, 2007) 
Values in Takas 

  2008 Totals Used in 2008 
Salaries     
CEO 975000    
Technical Officers 1170000    
Insurance Officers 432000    
   2577000 2577000 
Staff Field Visits     
CEO 120000    
Technical Officers 240000    
Insurance Officers 84000    
   444000 444000 
Office Expenses     
Dhaka Office Equipment 240000  96000* 
Branch Office Equipment 360000  144000* 
Dhaka Office Rent 120000  120000 
Furniture 150000  60000* 
Office Equipment and Air Conditioning 150000  60000* 
Telephone & Mobile 100000  40000* 
Utilities & Maintenance 240000  240000 
Stationeries & Postage 180000  180000 
Miscellaneous operational costs at NGO level 360000  360000 
Board & Steering Committee Meeting 125000  125000 
   2025000 1425000 
Institution Building Expenses     
Discussion meetings with MFI/NGOs 75000    

Market study, demand & affordability analysis to help develop 
product 300000    
Insurance Education & Awareness at Client Level 1500000    
Technical Assistance including Product Design and Training 1400000    
Other Technical Assistance (DHAN Foundation) 1400000    
Software Development & Training 300000    
Training from abroad for HR development 600000    

Insurance Education & Training of Insurance Officers within 
Bangladesh 180000    
Organizing advocacy & experience sharing workshops 600000    
Documentation & Reporting 200000    

Advocacy, Promotional Services, Capacity building & Networking to 
get clearance from government authority and policy makers 1000000    

Participation of CEO and Technical Officers in national & 
international conferences 300000    
Website Management 120000    
Audit Fee 150000    
Registration Costs & Fee 200000    
Training for MFI/NGOs that will join MIME at a later date 210000    
   8535000 8535000 
Total Management Expenses Used in 2008   12981000 
Average expected clients in 2008   12000 
Management Expenses/Clients     1081.75 
* These values represent depreciation expense.  This is used as a proxy for the usage cost of the asset over the course of one year.  Depreciation was calculated 
using the double declining balance method, assuming a 5 year useful life for the asset: Depreciation = Net Book Value * 2/5 
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 Appendix 10 
 

Penetration of NGO/MFIs across Bangladesh - 2005 
 

 
Source: PKSF, 2006 
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Appendix 11 
 
 
 
 
 
May 31, 2007 
 
 
 
Subject: Invitation to attend Discussion Session on ‘Prospect of Crop Insurance in 

Bangladesh’. 
 

Dear ____________, 
 
Greetings from INAFI and PREM! 
 
International Network of Alternative Financial Institutions (INAFI) Bangladesh is going to 

organise a discussion session on “Prospect of Crop Insurance in Bangladesh”  in 

collaboration with Poverty Reduction and Environmental Management (PREM), The 

Netherlands on June 7, 2007(Thursday) at 3.00 pm at the Conference Room of Rose 
Wood Hotel. The objectives of the session are to analyse the potential of crop insurance 

from the supply side perspective. The aim is to enhance disaster coping mechanisms in 

order to reduce vulnerability of poor farmers who are at high risk of flood and disaster. 

During the discussion session your valuable comments and inputs will be helpful to 

further critically analyse the prospect of flood insurance in Bangladesh.  

It gives us immense pleasure to invite you as a resource person to join the discussion 

session and contribute by providing us with your valuable suggestions and comments. 

We would highly appreciate and value your presence.  

The attachment contains venue, timing and a detailed program list for the discussion 

session. For further information, please contact Mr. Rashed Al Hasan, Programme 

Officer, INAFI Bangladesh, Tel: 8853576, 8837983, Mob: 01819295289.   

 

Sincerely, 

 
Atiqun Nabi 
Executive Director 
INAFI Asia and Bangladesh  


