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An Innovative Model for Agricultural Microinsurance:
Restructuring to Overcome Obstacles and Build a
Sustainable System

Dr. Maha Mohamed Zaki Ali
prof.mahazaki@gmail.com

Abstract:

Microinsurance aims to provide protection to the poor against
specific risks in exchange for payment of regular premiums proportional
to the probability and cost of the risks involved. Although
microinsurance provides a useful tool to help poor people manage their
risks, there are some constraints that limit demand for it. The study
discusses the most important factors that may limit the demand for
microinsurance among low-income families in developing countries. The
most important factors reviewed by the study are: liquidity, lack of
confidence in insurance companies, cost, and the existence of
government support. The study then discussed the possibility of delaying
the payment of the premium until the end of the period when income is
generated and involving agricultural cooperatives and banks as
guarantors of the insured and as a distribution channel for microinsurance
products. Through a dynamic programming model and numerical
application, the study concluded that delaying premium payment has a
greater value than conventional premium prepayment as proportional
increase in initial wealth of a low-income client, which supports the
demand of microinsurance products. The most important
recommendation of the study is that microinsurance companies need to
understand the risks their customers' face, their causes, what they still
need to maintain financial stability and move towards growth, and
develop insurance products to protect the poor after the insured event
occurs.

Keywordes: microinsurance, dynamic programming, utility function,
liquidity constraints, agrricultural insurance.
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