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Abstract 

 

As services grow in importance in the world economies the importance of understanding 

innovation in services grows increasingly important. Furthermore, emerging markets are 

mostly in the beginning of building the more sophisticated part of the service economy and 

face many challenges in doing so. 

 

This master thesis aims to feel a gap in understanding social innovation from a 

management perspective, as well as understanding the interplay between stakeholders in 

achieving innovation for emerging markets. 

 

By structuring the analysis around a microinsurance case in Kenya this paper seeks deeper 

understanding of the characteristics of service innovation, it seeks the answers what the 

success factors are in the value chain of microinsurance, and what technological convergence 

means for the insurance industry in general. To reach success an innovative approach to 

business models has shown to be necessary and this paper looks at how different stakeholders 

together can reach success in developing and implementing a new service in emerging 

markets. 

 

This paper investigates the following by utilizing frameworks in services, convergence, 

collaboration and research based view, as well as how to develop new business models. 

 

The findings show that drastic cost reductions and cultural barriers are challenging the 

companies to (re)design their services. The converging bases of knowledge from the various 

stakeholders, combined with managerial creativity, are the solution to enter the emerging 

markets. To achieve sustainability, stakeholders will need to open their innovations with the 

partners and design business models with distinct revenue streams that avoid asymmetric 

information. 
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Kilimo Salama 

 

I. Introduction 

A. Background and motivations 

Services play a key role in our economies. The sector now accounts for over 70% of total 

employment and value added in OECD economies, and also accounts for almost all 

employment growth in the OECD area (OECD, 2005). 

If developed markets can be used as an indicator for where developing markets are 

heading, one can expect to see services increase its share of developing economies in the 

years to come. Understanding service innovation can thus provide valuable information about 

how this development can be mastered and consequently help drive growth in emerging 

markets.  

Hence service innovation in general, and insurance innovation in particular, has yet to 

receive enough attention in academic literature that fully explains its potential and difficulties 

in everything from value creation to value capture, i.e. how to innovate in order to result in a 

viable business.  

 

Insurance remains one of the main drivers of social and welfare improvement. The role of 

insurance has always been to supply cover in order to diminish risk. In the beginning of the 

twentieth century, a new dimension emerged, when insurance did not only cover isolated 

simple accidents, but also began covering risks inherent of life itself. Such new protections 

include for example health, unemployment and retirement.  

 

Insurance mainly expanded and is today vastly adapted in affluent societies. Yet, 5 billion 

people are still living with an income of less than 2 dollars a day, a massive largely 

unaddressed low-income market that has come to be labeled the “bottom of the pyramid” 

(Prahalad, 2004). Until recently it has been a challenge difficult to overcome for the insurance 

industry to address this vast population in a constructive and profitable way.  
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Microinsurance is intended to do just that. It aims to protect those with the lowest incomes 

against a wide variety of risks, e.g. farmers against drought or excessive rain, with a setup that 

is easy and beneficial for the client at the same time as it is sustainable on its own merits as a 

business. 

Microinsurance is growing fast. Current International Labour Organization (ILO) figures 

show that, in Africa alone, the number of microinsurance policies rose 80% between 2005 and 

2009. In India, there are now individual portfolios insuring over a million people. Although 

these numbers may seem impressive they are small in relation to the potential market.   

In 2006, according to a paper from the Munich Re Foundation (Loster and Reinhard, 

2010), statistics show that only 80 million people, fewer than 3% of the population, in the 

world's 100 poorest countries had microinsurance coverage. Lloyd (2009), yet another 

insurance company, estimates in their report that the potential market size for microinsurance 

lies between 1.5 and 3 billion policies!  

 

The low-income market has largely been ignored so far because multinational companies 

did not recognize what potential the emerging markets may bring in the future. The poor are 

usually perceived as those who cannot afford expensive and complex products/services and 

those who would not use advanced technology. Yet, people with low incomes are perfectly 

willing to pay for a good product. This has been illustrated by the rapid adoption of cellular 

phones in Africa. The industry underestimated the masses, first their willingness to use a 

larger amount of their disposable income to purchase the phones and then their eager to find 

and adopt new ways to apply the technology at hand. 

According to Prahalad (2004), the bottom of the pyramid is a “sandbox for innovation” 

that brings many opportunities for new product development in emerging markets. However, 

the companies have to change the way they innovate and operate in order to successfully 

target the market of the poor. Changes in costs, quality, scale of operations, and the use of 

capital in the companies are all changes that the market at the bottom of the economic 

pyramid requires from these companies. 

 

Innovation is cited as a prerequisite when dealing with the challenges faced in emerging 

countries in particular, such as a steep rise in population combined with an increased wealth 

in these areas. In agriculture the demand will steadily increase at the same time as climate 

change will have a negative effect on agricultural output (McKinsey Global Institute, 

November 2011). Increased productivity instigated by advances in technology, in 
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combination and leveraged by services, is expected to ease this challenging development. The 

role of services has yet to receive enough emphasize and is to be understood fully. 

 

B. Research problem 

A large literature has been developed around weather insurance, microinsurance for low-

income people, as well as financial services for emerging markets in general. We found that 

this literature can be sorted into two categories: a very large part of the literature is describing 

the principles of financial services for emerging markets and the benefits that such services 

would have on the sustainability and growth of the lowest-income people. The second 

category of literature includes case studies describing (pilot) projects in various areas around 

the world. 

We think that there is a gap in understanding the evolution of financial services from a 

business point of view. The literature so far is mainly descriptive and analyzing the cases in 

their contexts, thus management and economics tools could significantly contribute to the 

existing literature. 

 

In particular, we identified two recurrent elements in the current literature. The first one is 

the need, in most cases, for insurers to form partnerships with governments, communities or 

non-governmental organizations. The partnerships indeed enable to identify opportunities, 

support initial research and may be able to provide a low cost means of distribution. But as 

Lloyd (2009) reports: “it also requires a shift in thinking. NGOs will need to understand that 

the primary motivation for commercial engagement is profit, and insurers will need to 

understand that, for NGOs it is about development.” Lloyd thinks that microinsurance can be 

a win-win situation. It is just a question of adjusting the way people work. Reaching for a new 

mindset and new solutions can move forward – as highly innovative models coming out of the 

developing world are already being seen. 

The second recurrent element in the literature is the key role played by technology. As the 

World Resources Institute (2007) noticed, “technology does two key things that help drive the 

development of financial services: it cuts costs, and bridges physical distance.” Such 

examples of technology use in microinsurance are smartcards to collect information, 

payments via mobile phones, and barcode stickers for illiterate clients. Communication and 

information technologies particularly have had underestimated and sometimes unforeseen 

impacts in developing countries. The Economist (2009) concluded in its Mobile Money 
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Survey: “new uses for mobile phones could launch another wave of development”. The 

mobile phones penetration in developing countries is growing fast enabling new areas of use 

based on the spread technology as a platform. At the beginning of the century, subscriptions 

for mobile phones in developing countries stood at a few hundred million. In 2008, there were 

other three billion subscriptions. Actual ITC statistics provided by the International 

Telecommunication Union (ITU) shows that in 2012 over 5 billions mobile-cellular 

subscriptions in developing countries. 

 

As we mentioned earlier, we think that the current literature is lacking analysis from a 

business point of view. The International Labour Organization also noticed that the research 

on this topic undertaken thus far concludes that microinsurance is a work in progress and 

much more progress is required to really provide value to poor households. They therefore 

launched the Microinsurance Innovation Facility (MIF) in 2008 with the aim to consolidate 

existing knowledge and stimulate new learning. 

Understanding the business concepts of microinsurance projects would indeed increase 

the availability of quality financial services. The MIF thus developed a research program 

divided in three main areas: 1) client value and impact, 2) demand, and 3) supply. They 

further included specific sections for health insurance and for agriculture insurance (including 

weather base index insurance) in the supply area because of the particularities of these two 

types of insurance compared to other products. 

Due to our business background on management of innovation, we got particularly 

interested on the supply side of microinsurance, as to understand how to expand access to 

valuable products in an efficient way. 

 

The MIF highlights that a first key is the supply value chain, exploring how providers can 

improve efficiency of business processes to expand access to valuable products.  

We saw earlier that needs of partnerships in microinsurance require a shift of thinking 

(Lloyd, 2009). Rajala and Westerlund (2006) further noticed that literature on business model 

focused on knowledge- and technology-intensive industries and recognized that there is a 

growing demand to study the business models and their characteristics in other, less 

technology-oriented industries and business contexts. 

There is hence a real need to understand the business model of the microinsurance 

industry. 
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The second key highlighted by the MIF is the importance of technology for the supply 

value chain of microinsurance. 

We presented earlier the opinion of experts on the role of technology in enhancing 

financial services delivery to the emerging markets, as well as mentioned some examples of 

such technological use in the insurance industry. At the origin of the convergence theory, 

Rosenberg (1963) suggests to investigate convergences in other industries as a verification of 

his theory: “A question of more contemporary interest is whether similar technological 

convergences are occurring in twentieth-century conditions; whether, for example, the 

chemicals and electronics industries are playing the same roles of information production 

and transmittal that machine tools played at an earlier stage in our history.” 

More recently, technological convergence has been broadly observed in the ICT industry, 

and as Hacklin (2007) notices, the question of generalizability of findings and transferability 

onto other industries has emerged among various studies. 

Convergence does not stop there; innovation of products and services is increasingly 

interrelated. The impact this has had for the spurring innovation in the insurance industry is 

needed to be understood further.  

C. Research objective 

To sum up, we find that there is a demand for understanding 1) the characteristics of 

service innovation, 2) what the success factors in the supply value chain of microinsurance 

are, 3) what the impact of technological convergence on the insurance industry is, and 4) what 

business model that is successful at providing insurance to emerging markets. 

This leads us to the main research question of our master thesis: 

 

How does the interplay between different stakeholders  

empower service innovation for emerging markets? 

 

Two important foci here are interplay and empower. Interplay refers to the act and react to 

that that is at play between the stakeholders. It aims to evaluate the collaboration of the 

stakeholders. Empower aims to capture the power that interplay has on services innovation 

and evaluate why it enables acceleration of innovation in emerging markets. 

 

In order to narrow the aspects of innovation that are investigated, four partial questions are 

formulated: 
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RQ1: What does innovation mean in the insurance industry? 

RQ2: What are the purposes for developing and using technology convergence, and how is 

technology actually used in developing markets? 

RQ3: What are the motivations for developing collaboration between different industries? 

RQ4: How can the value of a collaborative network be captured in a business model 

framework? 

 

The research objectives pursued in order to answer the research questions are: 

 

RO1: based on existing literature, formulate a set of assertions concerning the value 

creation of a collaborative network 

RO2: develop a set of methodological frameworks based on the above-mentioned 

assertions to guide practitioners in capturing this value in an innovative business model 

 

This paper is aimed at all those interesting in the challenges of service innovation as well 

as those with an interest in the economic and social development of the bottom of the 

pyramid. It can eventually provide a framework for decision takers to develop innovative 

business models and strategies. This research is methodologically enriching the existing 

literature in these fields. Further, it may inspire professors in innovation to pay more attention 

to the financial innovation, and service innovation in general, in their syllabus. 

D. Delimitation 

We immediately had a clear interest for service innovation. However, it is a quite broad 

topic, and we decided early to limit our scope to the insurance industry. The main reason for 

this was the limited focus that the industry had been given so far with regards to innovation. 

 

The main geographical focus of this thesis is Kenya, Africa. As Africa is part poverty 

stricken region that had showed other examples of innovation in order to enlarging the 

targetable customer base we found it suitable. Kenya came as a result of the case selection, 

since Kilimo Salama (currently) is a local initiative in this country. 

 

There were many other cases about micro-insurance initiatives in other countries, 

however they had often enjoyed questionable success and did not go deep enough in the 
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processes of collaboration and convergence. We could have written a thesis with the aim to 

compare these initiatives, however it would have broadened the scope of our thesis beyond 

reasonable levels.  

Furthermore, our case is rich enough to be analyzed from different angled and although 

we focused on Kilimo Salama, we found it suitable to introduce Grundfos for generalization 

purposes. 

 

Due to the difficulty to access to intern information from the partners and get detailed 

information on the working processes and influences between the stakeholders, the 

collaboration analysis will be based mostly on public available information analyzed with 

relevant theories. 

 

We acknowledge the importance of the role that re-insurance play in also in this case 

involving an established insurance company such as UAP and the structure of the insurance 

industry in general yet we did not find it of critical importance to be analyzed in order to 

comprehend the root to our research question. 

 

Even though pricing is part of the business model analysis, the overall financial situation 

and KPIs are not addressed and analyzed in detail. Our aim was not to focus on the financial 

analysis, as we consider financial analysis an analysis of the result/outcome, and we would 

rather focus on the causes of the outcome. There is no doubt, that in a couple of years, it will 

be an interesting to focus on the financial evolution of these two innovation cases. 

 

We also decided to exclude the legislative drivers of innovation. In this thesis, we will 

neither deal with the influence tax or legal frameworks had or could have had on these cases. 

It we will briefly mention it in the innovation analysis, however, it will not be part of the 

wider research. 

 

Finally, we also excluded the social aspects. Indeed, sustainable growth is most often 

analyzed regarding similar initiatives in emerging markets which also carry a social agenda. 

We aimed to bring a focus on innovation and the business aspect as that also is the core of our 

expertise. 
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E. Structure of the thesis 

The master thesis is structured as follows: 

Chapter two starts with a review of the relevant literature that helps illustrate the case. The 

literature review is developed around three pillars. The first pillar covers literature on services 

innovation: it explains the differences between new product development and new service 

development. It then focuses particularly on innovations in insurance and then on agricultural 

insurance. 

The second pillar focuses on the need for a value creating network. Three research themes 

were selected as relevant to answer our research question: resource-based view, industry 

convergence and collaboration.  

The third pillar covers literature on business model. After having understood the need for a 

value creating network in the second pillar, we then focused on how to capture this value, it 

means, how to transform it as a profitable business. 

Through these three pillars, we then have enough knowledge to build a theoretical 

framework and analyze the cases to answer the research question. 

 

Chapter three presents the methodology of research design and research scope. The reader 

will understand why we decided an explorative case study approach, what are the strengths 

and the limitations. We then explain the selection of the two cases and how we conducted a 

data research with triangulation. 

 

The fourth chapter describes our market and industry focus, as well as the two selected 

cases. At the end of this chapter, you will have a good understanding of the Kenyan 

economics and the importance of agriculture and climate change in Kenya. After that, we will 

get familiar with the two cases that we selected, which represent innovations in Kenya leaded 

by two European companies.  

 

Chapter five will present the set of theoretical frameworks that will be used during the 

analysis. As for services innovation, the framework will be based on a own developed matrix. 

Afterward, three frameworks will enable us to analyze the convergence. As for collaboration, 

we will describe the relation between the partners within our own framework. Finally, the 

business model framework will be based on a canvas from Osterwalder and Pigneur.  
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We process through the business cases analysis within the chapter six, where you will find 

our findings and discussions. The chapter six is organized with the same four pillars as 

theoretical framework: 1) analysis of service innovation in insurance; 2) convergence of 

analysis; 3) collaboration and resource-based-view analysis, and 4) business model analysis. 

 

Chapter seven will conclude the thesis with a short summary and will highlight Kilimo 

Salama’s challenges. Further, theoretical and practical implications of our work will be 

formulated. 

 

Chapter height will provide you all relevant bibliography used during our researches. 

II. Literature Review 

A. Service Innovation 

1. Service innovation versus product innovation (NPD vs. NSD) 

Service innovation has until recently been given quite little attention in the academic 

literature. With regards to innovation the focus has been on New Product Development 

(NPD). New Service Development (NSD) has often been disregarded. Reasons for this are 

inherent with services’ characteristics. A service is often described as having the following 

characteristics: 

-          Intangible 

-          Heterogeneous 

-          Perishable 

-          Production and consumption are to some extent simultaneous activities 

-          More like a process or performance than an object 

-          Services are produced jointly with the customer 

(Kuusisto and Meyer, 2003; Levitt, 1981; Zeithaml, 1981; De Brentani, 1991; Ennew et 

al., 1992; Johne and Storey, 1998; Avlonitis et al, 2001; de Jong and Vermeulen, 2003) 

With regards to innovation in services it was previously believed that “new services 

happen” without any clear system or development processes (Menor, Tatikonda and 

Sampson, 2002). 



15  

 

Sundbo and Gallouj (1999) claim that a system of innovation does exist in services, 

although it is loosely coupled. Their writings also show that innovation in services is not a 

straight forward affair and includes many different actors that influence the process.  

Barras (1986) also contributes to the understanding of innovation in services with his 

innovation system that he terms the “reverse product cycle” where he compares the 

innovation system in services with the innovative product cycle in manufacturing. It consists 

of three phases. In the first phase the application of a new technology is designed to increase 

efficiency of delivery of existing services. During the second stage the technology is applied 

in order to improve the quality of services. Finally in the third stage, the technology assists in 

generating a completely transformed or new service. In this innovation system, the more 

radical innovations, if they occur, happen later compared to the traditional (read product 

innovation) view of an innovation system. 

Preissl (1999) claims that a large part of the poor understanding of innovation in services, 

can be attributed to the informal nature of research and development (R&D) in NSD. 

It may very well be the common practice of measuring innovation is to blame for 

innovation in services remaining quite elusive. Measuring innovation is often done by having 

a look at: 

-          R&D efforts, e.g. expenditures on R&D, number of employees 

-          Patents 

-          Sales of imitative and innovative products 

-          New product announcements 

These measurements are unfavorable for determining the level of innovation in services. 

As Preissl points out, the R&D department is often not the major innovative contributor in a 

service driven company. An R&D department may not even exist. 

Patenting a service is possible to a varying extent in different countries and is not widely 

used to protect intellectual property in many services industries. Therefore it is natural to find 

a large discrepancy between the numbers of patents awarded to product innovations in 

relation to service innovations. Finally, as a large part of innovations in services is in fact not 

products but processes (see figure 1), sales of products and new product announcements is a 

very misguided tool to use (Brouwer and Kleinknecht, 1999). 

Figure 1: Type of innovations introduced in services (Sirilli and Evangelista, 1998) 
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Another contributing factor to the lacking interest in innovations in services, and to the 

general perception that little innovation occurs in services, has been that the service industry 

has regarded itself as little innovative. There has often been a focus on “me-too” products, 

with development being reactive and defensive in nature. This owes to the ease of copying 

and little intellectual property protection in some service industries. Competitors have been 

identified as a more important source of ideas for new services than customers. A telling 

example is the banking industry, where about 80 per cent of banks view their competitors as 

the main source of new product ideas (Kelly and Storey, 2000). 

The same study also showed that the marketing department was the largest source of new 

ideas and the R&D departments’ contribution was far less important (see figure 2). 

Rank order Source 

1 Marketing 

2 Sales 

3 Competition 

4 Market Research 

5 Regulatory changes 

6 Operations 

7 Distribution channels 

8 Customer service 

9 Suppliers 

10= Customer suggestion 

10= Outside agencies 

12 R&D 

13 Overseas markets 

14 IT Department 

Table 2.1: Sources of ideas for last five projects 

(Kelly and Storey, 1999) 
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However, the reactive approach may be a thing of the past. Kelly and Storey (2000) found 

that firms that value proactivity also profits from this. New services make up 40 percent of 

total revenues in proactive companies and for reactive companies the number is solely 9 

percent. For all firms the failure rate remained about 30 percent. Companies are now realizing 

the potential and are trying to become more proactive and innovative. This leads to that the 

company is not merely relying on pull but more on a push effect. 

Information technology has been identified as one of the major driving forces service 

innovation (Kuusisto and Meyer, 2003). The problem is that it has also at the same time been 

identified as a main barrier to further innovation (see figure 3) (Kelly and Storey, 2000). 

Other surveys do also conclude that specific knowledge, especially technical knowledge 

creates a barrier to innovate. Furthermore, common denominators such as financial 

restrictions and insufficient market knowledge add to the pool of resources in short supply 

within the company (Sirilli and Evangelist, 1998; Preissl, 1999). 

 

Table 2.2: Barriers to NSD (Kelly and Storey, 2000) 

Barrier category 

identified 

Category as 

% of total 

mentioned 

Examples of barrier 

Information 

Technology 

22 Inflexibility of legacy systems; systems 

development speed; IT development resources; 
systems support 

Resources 20 Lack of resources; Lack of project management 

resources; constraints on headcount; time 

Knowledge, skills, 

capabilities and 
processes 

17 Understanding of NSD process; lack of creative 

people; screening of good new ideas; operational 
support capabilities; Identification of consumer 

needs 

Culture 15 Capacity to manage change; company culture; 
rewards; lack of entrepreneurial flair; attitude to risk 

Financial 11 Lack of financial resources; costs budget; financial 
objectives; payback period 

Other 16 Relationships, e.g. lack of good relationship with 
suppliers 

Strategy and direction, e.g. poor business planning 
Structure, e.g. ability to work across functions 
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2. Insurance Innovation  

Going one step deeper in our thesis delimitation, we now would like to narrow down the 

literature review to insurance innovation. 

Since literature on insurance innovation is far from abundant, the following 

conceptualization will guide our literature review: finance (1) does not only include banking 

activities, but insurance (2) as well. Microfinance (3) appears inherently as an innovation per 

se of finance. Consequently, and complementary to microfinance, microinsurance (4) appears 

inherently as an innovation per se of insurance. 

Figure 2.2: Relation of insurance innovation 

 

 

 

 

 

 

a) Financial innovation 

In a reference contribution on financial innovation, Tufano (2003) distinguishes six 

possible origins of financial innovations’ development: 

1) The presence of incomplete financial markets. New contracts then come and complete 

the lack of tools for specific risks or specific clients, in order to fit and answer to the 

different preferences. 

2) The problem of asymmetric information and agency relations. In this case, contracts or 

securities include some clauses which avoid the asymmetric information and better 

“control” the securities of financial managers. 

3) The research of minimization of transaction, search and marketing costs 

4) The risk management in a context of increasing financial globalization: greater capital 

mobility enables the financial intermediaries to considerably enlarge the scope of their 

activities, but also subject them to greater risks. Similarly, a greater volatility is 

perceived as a strong stimulating for financial innovation; 

5) The emergence of technological chocks: this origin is more commonly evoked because 

it is the case where “innovation” is related to the new information technologies or to 

new methods, such as risk evaluations for instance. 

6) The response to tax and regulatory forces 

Finance Microfinance 

Microinsurance Insurance 

1 

2 

3 

4 
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b) Insurance innovation 

 

A key reference in insurance literature is Farny (2006), who explains that innovation in 

insurance companies are linked to (1) new product ranges and new insurance products, and 

(2) process and operational methods through new production factors and/or new combinations 

of production factors. This includes new forms of corporate structure and process 

organization. 

In a narrow interpretation of "new" innovations affect only those parts assortment, 

products and processes that were previously not available or were not used. The modification 

of existing insurance products and utilized method is referred to as "development". Farny 

(2006) admits that the boundaries are blurred in practice. 

The innovation can be operated or imported either by all insurance companies market-

wide, or by individual companies.  

 

Farny (2006) developed a classification of insurance innovations based on his two main 

categories mentioned above. Figure 2.3 below is an attempt to conceptualize Farny’s 

classification. 

 

Legal frameworks are very important in innovation in insurance. Even though the 

deregulation of the insurance markets, there are strong legal restrictions in innovation in 

products and in products ranges. But the legal restrictions in innovation in process and 

operational methods are minor. Innovations in process and operational methods were hence 

usually more significant than innovation in products, showing mainly innovations in 

information technology and in sales process. 

  

Technology has long been recognized as a critical enabler of innovation. On one side, 

relationship that people have to technology is changing. The multiple uses of cellphones, and 

particularly smartphones, today is a good illustration. Quoting Josefowicz (2008), director at 

insurance Novarica, "Insurers that don't embrace innovative uses of technology that allow 

similar levels of access to and control over information are going to have difficulty attracting 

and retaining employees, distributors, and customers". On the other side, the amount of data 

available from new sources can significantly offer insurers more information about 
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prospective risks and claims. Using technology in a new way can help changing insurers' 

modeling and workflow practices to take advantage of those. 

Insurers' largest investments in technology these days are in speed-to-market, even if 

smaller investments have being seen in innovative areas like widespread use of wikis for 

internal sharing of knowledge and best practices, or the use of collaborative authoring spaces 

for rapid document creation by agents and distribution managers. 

 

Gorman (2008) highlights the three main current challenges on insurance market and 

explains that innovation is important to insurers to be able to answer these challenges. 

First, the demands of the current market are pressuring insurers. Innovation can provide 

the best opportunity for firms of all sizes to meet marketplace demands. 

Secondly, there is an increase in claims severity. Innovation can help achieving corporate 

objectives. 

Thirdly, there are new demands from regulatory and oversight groups. Innovation can 

help surviving in the current environment. 
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Innovations in products and in product ranges 

Innovation in process and operational methods 

Figure 2.3: Classification of insurance innovations 
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c) Microfinance as innovation 

Ivan Gutierrez, executive director of the non-profit association REDCAMIF, explains that 

microfinance appears inherently as an innovation per se, as an alternative to traditional 

financial systems that do not reach the poorest segments of the population. Innovation has 

always been a key aspect of microfinance that enabled a greater outreach and depth through 

specialization and diversification of the range of financial products and services offered.  

According to him, innovation in microfinance implies, among other things:  

1) the extension of the outreach of financial products and services, offered to micro  and 

small entrepreneurs, hence reducing risks; 

2) an increase in the competitiveness of current markets;   

3) the introduction of MFIs into new segments of the market;  

4) the overcoming of competition obstacles for the same products in different markets 

(diffuse over-borrowing signals);  

5) the exploitation of technological advantages for greater efficiency and scale economies;  

6) a repositioning of the strategy orientating towards new markets;  

7) a new portfolio orientation towards high rotation and profitability;  

8) the generation of a higher social impact in less time;  

9) the generation of synergies between financial and non-financial services;  

10) the extension of funding sources focused on specific products, services, programs and 

projects. 

 

Microfinance became a famous and loved topic among academics, students, as well as 

broader public, particularly after the Nobel Peace Prize 2006. Indeed, the prize was awarded 

in two equal parts between Muhammad Yunus and the Grameen Bank for their efforts to offer 

micro-credit to large population groups. Micro-credit plays a major part in breaking out of 

poverty and hence in creating economic and social development. 

Its complementary theme – microinsurance – is growing in the shadow.  

d) Microinsurance as innovation 

Similarly and complementary to microcredit, microinsurance can play an important role in 

helping communities in developing countries mitigate and adapt to climate change, and to 

provide the security needed to develop long term sustainability projects.  

If microcredit enables the launch of small businesses, microinsurance offers the possibility 

to recover resources once damage arrived. Suppose a person receive a microcredit to build his 
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small business, but due to a river flooding, his whole resources are destroyed? This person 

does not only lose his source of revenue but also his way to reimburse his loan. There is a 

growing literature showing that repeated asset losses and income shocks can conspire to keep 

poor households trapped in poverty (Barnett, Barrett and Skees 2008). 

According to a report from Lloyd (2009), microinsurance is a potential market between 

1.5 and 3 billion policies. Microinsurance is growing fast. Current figures from the 

International Labour Organization show that, in Africa alone, the number of microinsurance 

policies rose 80% between 2005 and 2009. In India, there are now individual portfolios 

insuring over a million people. 

In one of its “sigma” reports, Swiss Re (2010) divided the microinsurance market into two 

broad segments (Figure 2.4) based on the “consumption level” of the people and their “ability 

to afford premiums”. Their results show that people between the poverty line of $ 1,25/day 

and  $ 4/day are potential target segment of a commercially viable microinsurance market, 

and represent 2,6 billion people. The second segment for microinsurance includes people 

living under the poverty line of $ 1,25/day –referred to extremely poor population– who can 

access to microinsurance only with support from governments or NGOs. Thus, however, 

represent a further 1,4 billion potential clients.  

 

Figure 2.4: Potential market estimation of the global microinsurance market 
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Commercial insurers innovating in providing microinsurance can, besides profits, take 

advantage from reputation, risk-portfolio diversification, first mover advantages, market 

intelligence as well as apply innovation in other business activities or markets. 

 

If BOP customers are proposed financial services with appropriate design and process, 

encouraged with useful knowledge or training, then they proved to be a sustainable market 

segment, as shown through the success of microcredit worldwide. Therefore, there is no 

reason that the insurance field does not serve this low income markets. The products, 

processes and knowledge only need to be suitable for them. 

 

3. Agricultural insurance 

a) Barriers to entry on crop insurance markets 

As seen in the introduction, staggering statistics show that fewer than 3% of the 

population in the world’s 100 poorest countries had microinsurance coverage in 2006. 

The lack of insurance markets has not happened through inattentiveness. The reason for 

this can be found both in demand and supply.  

From the demand side, the lack of education makes that most of the people either do not 

know what insurance is, or do not understand it. Further, cultural barriers might block people 

as well: one could not understand why someone would wait a damage to give him money, 

since he could have a good benefice from getting the money now. The concept of insurance is 

hence lacking understanding for most poor people: why should you pay money for something 

that you can’t see, touch or feel? 

But since the focal point of our thesis is on the supply side of microinsurance, we would 

like to focus on entry barriers to insurance markets, or simply said, on the reasons why 

farmers have difficulty finding effective insurance. 

 

Morduch (2002) explains key insights that discourage one to engage in agricultural 

microinsurance. 

First, “moral hazard” is omnipresent. If farmers get insured, they are less likely to 

maximize their chances of successes through extra fertilizer, labor or other inputs. The fact of 

being insured hence raises the probability of losses. 
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Second, “adverse selection” is a natural dilemma. Farmers in the riskiest situation are the 

one that are most eager to purchase insurance. When insurers cannot tell beforehand who is 

more risky, they have to charge everyone the same price for insurance. The consequence of 

this is that “safer” farmers are often pushed further away because of it does not suit their 

willingness to pay. If insurers lowered prices, they might be able to attract a better pool of 

clients, but profit margins will fall if the improvement in clients is less than proportional to 

the price drop. Price differentiation could of course solve this problem, but the insurance 

company (at least at the outset) has little to go by when distinguishing the best prospects from 

the worst. 

The third issue is “financial”. It’s hard for insurers to provide crop insurance in a cheap 

way, since contracts are generally for small amounts and damages have to be assessed by 

insurers on an individual basis. Scale economies are thus limited. Morduch (2002) notes that 

this issue received less attention from academics because it is analytically less interesting, but 

nevertheless highlights that this issue is often critical in practice.  

 

Pilot projects around the world demonstrated that weather index insurance for farmers is 

feasible. But Goslinga (2010) explains that to scale it up, efforts are needed in two areas: first, 

making premiums more affordable, and secondly, developing new cost-effective delivery 

channels that are practical and relevant for farmers. 

b) Area-yield insurance 

Area-based yield contracts offer payouts when average area yield in a pre-specified area 

falls below a certain level. This area is usually at a county level or at a level large enough to 

avoid collusion and small enough to represent the physical and market conditions of any 

given individual farmer. 

In area-based yield insurance, therefore, the indemnity does not depend on the insured 's 

individual farm-level yield, which not only avoids problems of moral hazard, adverse 

selection and high transaction costs, but also creates the incentives for improving productivity 

at higher levels than the average area (county) yield in order to benefit further from any 

payout by the insurance (Wenner and Arias, 2003). 

 

Since the contracts are based on the yield in a specified area, rather than individual yield, 

such contracts foster competition among producers and encourage them to take measures so 

that their individual farm level yield may be above the average county-level yield. In the case 
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of the county-level yield falling below a certain level and triggering indemnity payouts, 

farmers that had higher than average farm-level yields would not only benefit from the 

payouts but also from the relative higher revenues from higher than average yields. 

 

An area based yield contract was first introduced in the United States in 1995 and was 

known as the Group Risk Plan (GRP). According to Risk Management Agency of U.S. 

Department of Agriculture, this Plan was a "dramatic departure from traditional approach to 

crop insurance protection", with less paperwork and generally less cost than their traditional 

multiple peril crop insurance. The policy was developed on the basis that when an entire 

county's crop yield is low, most farmers in that county will also have low yields. 

 

GRP bases coverage on the overall yield in a farmer's county rather than on that of the 

individual farmer's loss records, using a county index as the basis for determining a loss. 

Individual crop losses may not be covered if the county yield does not suffer a similar level of 

loss. This type of insurance is therefore most often selected by farmers whose crop losses 

typically follow the county pattern. 

 

Producers must choose one coverage level for each crop and county combination. The 

grower selects the dollar amount of protection per acre and one of the five coverage levels 

(70, 75, 80, 85, or 90 percent) of the Federal Crop Insurance Corporation expected county 

yield. The expected county yield uses for GRP is calculated using many years of county data 

from the National Agricultural Statistics Service (NASS) with an adjustment for the yield 

trend. Indemnities are paid when the NASS county yield for the insured crop falls below the 

trigger level chosen by the farmer. Indemnity payments are made around six months after 

harvest of the crop. 

c) Weather-based index insurance as innovation 

The essential principle of weather-based index insurance is that contracts are written 

against specific weather events or outcomes that are outside the control of either farmers or 

insurance companies. 

As Kang (2005) explains, “the innovation of such contracts is that insurance is linked to 

the underlying systemic risk defined as an index and recorded at a regional level (local 

weather station), rather than to the extent of loss (the resulting reduction in crop yields)”. In 
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other words, weather-based index insurance does not affect the economic incentive for a 

farmer to maximize production. The moral hazard barrier can hence be avoided. 

Premiums are fixed without taking into account the composition of the risk pool of 

farmers in the insurance scheme. At the same time, as long as weather parameters correlate 

sufficiently with yields, it will result in a substantial reduction in a farmer’s risk exposure 

(Hess, Richter and Stoppa, 2002). The adverse selection is hence minimized. 

 

Weather-based index insurance compares a measurable, objective, correlated risk (rainfall, 

temperature, wind speed, etc.) to yields. For weather parameters to correlate sufficiently with 

yields, a weather (rainfall) index should be carefully designed to give greater weight to the 

more important periods for rainfall in the crop cycle than those periods where rainfall is not as 

important to production (Bryla et al., 2003).  

Kang (2005) explains that there are three basic alternatives of contracts: a zero-one 

contract; a layered contract; or a percentage contract. While the simple contracts may be more 

attractive as they are easier to understand, the more complex contracts are more likely to offer 

the best risk protection (Skees, 2000). 

 

- Zero-one contract. In this contract, here is one limit level of rainfall where payments 

being, which we called “strike”. As soon as cumulative rainfall in a specific location is 

at or below this strike, this contract simply pays all liability (full face value). In other 

words, in years when the insured event occurs, all the people who purchased the 

insurance receive the same payment per unit of insurance. In all other years, no 

payments are made. 

The design of the zero-one contract design is attractive because of its simplicity. 

However, the major shortcoming is that premium rates would have to be very high. 

The policy may therefore have to be written for very low and infrequent events, such 

as once in 20 years or a 5 percent chance. 

 

- Layered contract. This contract is designed with multiple strikes and pays a fixed 

additional amount when each layer is penetrated. The following shows an example of 

a policy designed to pay one-third of the face value for three levels of rainfall: if 

rainfall is between 40 and 60 percent of the normal level, the insured might get a first 

payment of 1/3 of the face value; the next 1/3 would come if rainfall equaled 20 to 40 
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percent of normal; a full payment would come for rainfall below the 20 percent of 

normal level.  

 

- Percentage contract. This contract develops payouts as a function of rain below a set 

strike level. Payments would be calculated on the basis of percentage below a strike 

level rainfall. The percentage would be multiplied by the liability purchased. Hence: 

Payment = [(strike level - actual rain)/(strike level)] x liability 

 

The insurance industry has gained significant experiences with innovative crop insurance 

schemes for dry-land agriculture and low income markets. In order to scale up these 

experiences and motivate companies to join this business, there is a need for developing value 

creating networks. 

 

B. A need for Value creating network 

1. Resource-Based View (RBV)  

The resource-based model of the firm (e.g. Grant, 1995) advocates the view that 

organizations must build and maintain specific resources and capabilities to compete. 

Innovative products and processes are the result of these underlying capabilities and resources 

(Prahalad and Hamel, 1990). Moreover if a valuable resource is in the position of a large 

number of companies, it cannot lead to a competitive advantage. The resources need to be rare 

as well as valuable (Espino-Rodriguez and Padrón-Robaina, 2006). However, companies will 

not necessarily end up with the same resources. Resource homogeneity is being prevented by 

imperfect mobility, imperfect imitability, and imperfect substitutability (Das and Teng, 2000). 

This view is consistent with the understanding that the capability to innovate is acquired 

cumulatively and is path-dependent (Pavitt, 1991). The reasoning for path-dependency 

originates from the thinking that past and accumulated experiences influence a firms’ 

absorptive capacity of external knowledge. The scope within a firm innovates is therefore to a 

large extent limited to existing and past activities (Bröring, Cloutier and Leker, 2006).  A 

problematic result of this reasoning is that it would entail that firms will find it difficult to 

innovate in areas where they have not grown the capability to do so (Taylor, Quitas, Storey 

and Fowle, 2000). 
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Kelly and Storey (2000) also finds a main barrier to innovation in service firms to be a 

lack of expertise within the firm. They argue that when firms innovate it is vital to have 

NPD/NSD expertise in-house. The solution they suggest is proactive hiring policies or that 

through the development of expertise. 

The resource model does not however suggest that all resources required for innovation 

have to be possessed or must be internal to the organization (Taylor, Quintas, Storey and 

Fowle, 2000). Teece, Pisano and Shuen (1997) described dynamic capabilities such as “the 

firm’s ability to integrate, build and reconfigure internal and external competencies to address 

rapidly changing environments” to be key for gaining a competitive advantage.  

To bridge the gap in resources available, one can obtain them by acquisitions or 

engagement in strategic alliances (Espino-Rodriguez and Padrón-Robaina, 2006). According 

to Kogut (1988) there are two possible reasons firms forge alliances. They do this either to 

acquire the other’s organizational knowhow, or to maintain the firm’s own knowhow while 

benefiting from another firms resources. 

Foray’s recombination model (1993) does a lot to explain how innovation can occur 

without necessarily possessing all resources in-house. In contrast to the radical innovation 

model, which is driven by the principal of absolute novelty, and the incremental innovation 

model, which is driven by improvement i.e. the main characteristics are retained while 

replacing some secondary characteristics, the recombination model innovation is defined as 

follows: 

·         It retains all the known characteristics of a product 

·         It recombines these different characteristics 

·         It favors the systematic reutilization of “components” 

·         A small difference may possibly be added 

The model does not produce ruptures in terms of new technologies; it rather sees a 

continuous and cumulative production of knowledge. The model however demands more in 

terms of architectural knowledge in order to accommodate and absorb all the knowledge 

already existing in the company’s surroundings (Gadrey, Gallouj and Weinstein, 1994). 

 

Bingham and Eisenhardt (2008) argued in relation to RBV theory that a “competitive 

advantage stems from both the characteristics of individual resources as well as the linkages 

among the resources”, this seems ever more relevant as more industries seem to be in 

convergence. 
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2. Industry Convergence 

Schumpeter (1934) indicated in his work that innovation is simply a rearrangement of 

existing resources (Harianto and Pennings, 1994). Service innovations are often intangible 

new ideas or a combination of existing ideas, which are sometimes combined with a physical 

artifact, which together offer the client a new value proposition (den Hertog, van der Aa and 

de Jong, 2010).  

What we are talking about is convergence. The exact definition of convergence has 

according to Hacklin (2007) often been vague and the multitude of existing definitions in 

literature has resulted in a rather ambiguous comprehension. Lind (2004) even argued that the 

term has been embraced without reflection over its deeper meaning and what is more - its 

implications. 

An overview of the definitions is given in the following table 1. As Hacklin (2008) 

explained, we are aware that the definitions mostly indicate the same, or even might be 

reformulating each other. Nowadays, researchers do not attempt to introduce another generic 

definition of technology convergence but rather try to understand the implications of the 

phenomenon. 

 

Table 2.3: Overview of convergence definitions in literature 

Author Definition Scope 

Adner and 

Levinthal (2000) 

„a process in which the common domain is an 

application domain in which one of the two antecedent 

technologies is already applied” 

General 

Bally (2005) „the growing together of technologies which 

fundamentally alters the boundaries of previously 

distinct industry and market sectors and merges them 

into a new competitive environment” 

General 

Bauer, Weijnen, 

Turk and Herder 

(2003) 

„processes that blur the boundaries and/or reduce the 

differences between activities, industries, nations and 

regions” 

General 

Choi and 

Valikangas 

(2001) 

„the blurring of boundaries between industries by 

converging value propositions, technologies and 

markets” 

General 
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Guilhon (2001) „the process by which the application of the same 

scientific concept allows the putting together of two or 

many fields of activity” 

General 

Lind (2005) „a market/industry definition generated by 

technological change” 

General 

Nordman (2004) „enabling technologies and knowledge systems that 

enable each other in the pursuit of a common goal” 

General 

OECD (1992) „the growing overlaps between the technologies, 

services and firms active in each sector” 

General 

Pennings and 

Puranam (2001) 

„convergence between previously disjointed markets 

can be viewed as the erosion of boundaries that define 

and isolate industry-specific knowledge” 

General 

Doorn (2006) „'Converging technologies' point out emerging 

interactions between previously separate fields of 

research and technological development. Such shifts 

result in qualitatively new technological possibilities, 

with potentially revolutionary impacts.” 

General 

Hacklin (2007) „the transition of knowledge convergence into a 

potential for technological innovation, allowing inter-

industry knowledge spillovers to facilitate new 

technological combinations” 

General 

European 

Commission 

(1997) 

„the ability of different network platforms to carry 

essentially similar kinds of services, or the coming 

together of consumer devices such as telephone, 

television and personal computer” 

ICT 

Wirtz (1999) „dynamic approach or partial integration of different 

communication and information based market 

applications” 

ICT 

Yoffie (1996) „the unification of functions – the coming together of 

previously distinct products which employ digital 

technologies” 

ICT 

OECD (1992) „blurring the technical and regulatory boundaries 

between sectors of the economy” 

ICT, media 
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Fransman (2000) „the blurring of borders between telecoms, computing 

and media” 

ICT, media 

Thielmann 

(2000) 

„a process of interaction between firm environment 

respectively competitive structure as well as corporate 

strategy, which leads to a structural connection 

between previously disparate markets” 

ICT, media 

Borés et al. 

(2003) 

„a process by which the telecommunications, 

broadcasting, information technologies and 

entertainment sectors […] may be converging towards 

a unified market” 

ICT, media 

 

From these definitions, we understand that convergence can be either a process, or 

technology, value propositions, markets, knowledge systems, that enable each other in the 

pursue of a common goal and leads to a structural connection between previously disparate 

markets.  

 

The convergence of the grand sectors, services and manufacturing is something that needs 

further attention in the innovation literature. So far the two sectors of “services” and “non-

services” have been treated differently; this however becomes unsatisfactory when they 

converge (Kuusisto and Meyer, 2003).  It is services and non-services interdependence which 

is important in the creation of new services delivery possibilities. 

Furthermore, also the evolution of technological innovation – depends centrally on the 

combination of material and non-material innovation. We are moving away from a model of 

innovation that puts all the emphasis on artifacts and technological innovation; and towards a 

model which sees innovation in terms of changes in market relationships but with major 

artifacts and technological dimensions (Metcalfe and Miles, 2000). 

 

In convergence one can make a distinction between supply-side and demand-side 

convergence (Pennings, 2001): 

- In supply-side convergence the application of technologies crosses different industries 

on the input side. An example of this is the combination of GPRS mobile phone technology 

together with an autonomous weather station.  
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- Demand-side convergence is observable in a market pull situation. Here several needs 

are satisfied in one transaction. An area where this can be observed is the trend to combine 

business and social aid, e.g. microfinance and microinsurance. 

 

Convergence offers many new opportunities, but it also demands a lot from the innovator. 

The sharing of technologies does not only create new industry segments but formerly distinct 

industries end up with new interfaces (Bröring and Leker, 2007).   

Idea generation in converging industries has been identified as a problem, due to a limited 

familiarity with the relevant knowledge needed for framing and understanding related ideas. 

As discussed in relation to RBV theory, industry-specific resource accumulation and path 

dependency can hinder development in convergence. Path-breaking innovation in converging 

industries is therefore better explained by the degree to which existing market or 

technological trajectories are followed or whether they are abandoned.  

As a result, external knowledge is needed and a vital dynamic capability is to be able to 

integrate external knowledge and competencies. Another complicating factor in converging 

industries is not only that there may be competence gaps on the technical side but also on the 

market side (Böring and Leker, 2007). A company must reassess how the product or service 

should be presented to the market and how to pursue a suitable sales strategy.  

 

To address the competencies and knowledge gaps firms need to extend the boundaries of 

their skills. This extension will often necessitate inter-firm networking (Harianto and 

Pennings, 1994). A study by Bröring, Cloutier and Leker (2006) showed however that even if 

an industry may converge, it does not necessarily mean corresponding convergence of front 

end activities regarding idea generation and selection is found. This requires us to look into 

how collaboration is conducted. 

3. Collaboration 

The decision to collaborate resembles that of a make-or-buy decision framed to a large 

extent in terms of transaction cost economics. A firm turns to collaboration in order to acquire 

resources and skills that are not found internally and which cannot be produced. The firm 

does this when the advantages overweigh the possible hazards with this engagement (Powell, 

Kopul and Smith-Doerr, 1995). 
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Firms can collaborate in many areas of the business, and increasingly collaboration is seen 

in ever more complex tasks including innovation. Tether (2002) found in his analysis that co-

operative arrangements for innovation were more common amongst firms that introduced 

innovations that were not solely new to the company, but also new to the market. It has also 

been found that the R&D intensity or level of technological sophistication in various 

industries is positively correlated with the intensity and number of alliances in those sectors 

(Powell, Koput and Smith-Doerr, 1996). Furthermore, Tether (2002) suggests that the 

growing complexity of technologies, with increasing speed to market and the globalization of 

markets are the underlying reasons for a growing number of collaborations.  

 
When an industry is complex and expanding, as is often the case when convergence 

occurs, then sources of expertise are naturally widely dispersed. As a result the locus of 

innovation will be found in networks of learning, instead of solely in individual companies. 

As has been touched upon, this means that a company is pooling resources with another 

entity, which consequently involves hazards (Powell, Koput and Smith-Doerr, 1996). Not 

only can changing technological as well as commercial aspects lead to potential 

complications, the inter-dependence created between firms can exacerbate these. It has also 

been found that collaboration between large and smaller companies can lead to additional 

conflicts (Lawton Smith, Dickson and Lloyd Smith, 1991). As Das and Teng (2000) mention, 

firms have difficulties working together when they are too different in organizational cultures, 

managerial practices, strategic organizations, and technological systems.  

 

Thus, innovation management in general and in services in particular is to a high degree 

about managing relations, since innovation is often the outcome of interactive processes 

(Lundvall, 1985). Previous studies (Mowery et al., 1996; Lane and Lubatkin, 1998; Nieto and 

Quevedo, 2005) emphasise how the absorptive capacity of a firm - i.e. the ability to recognize 

the value of, assimilate and apply external knowledge (Cohen and Levinthal, 1990) - 

influences both the possibilities for collaborative relations and the likelihood of a successful 

outcome of knowledge-based relations. Absorptive capacity - measured in terms of share of 

turnover devoted to development activities as well as share of employees working with 

development activities, employee qualifications, how the development activities are 

organized, as well as in-house R&D activities - is an important resource for building up the 

ability to recognize the value of, assimilate and apply external knowledge (Vinding and 

Drejer, 2006). 
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Relations do not only include people employed in the particular project. The fact that 

services are often being ‘created while they are being provided is a case for why customers 

should be included and involved in the innovation process (Metcalfe and Miles, 2000). Tether 

(2005, 2006) have found that collaboration and especially by including customers can lead to 

successful service innovations. The advantages of working closely with customers can be that 

they (1) provide complementary knowledge, e.g. technical knowhow, (2) that they help to 

better help get performance-price right, (3) provide a better understanding of user behavior, 

and (4) increase the chances that the innovation will be accepted within the same user 

community (Shaw, 1994).  

 

What can be read from this is that co-operation with customers on innovation is more 

likely to occur when developing something more novel or complex or when the market is new 

or poorly defined. 

 

“Companies forge partnerships for many reasons, and partnerships are becoming a 

cornerstone of many business models.” (Osterwalder et al., 2010) 

C. A need of Business Model Innovation to capture value 

“Whenever a business enterprise is established, it either explicitly or implicitly employs a 

particular business model that describes the design or architecture of the value creation, 

delivery, and capture mechanisms it employs. The essence of a business model is in defining 

the manner by which the enterprise delivers value to customers, entices customers to pay for 

value, and converts those payments to profit. It thus reflects management’s hypothesis about 

what customers want, how they want it, and how the enterprise can organize to best meet 

those needs, get paid for doing so, and make a profit.” (Teece, 2010) 

 

What Teece is describing above is what Baden-Fuller and Morgan (2010) calls the 

business model – a recipe. The business model is a reflection of a firm’s strategy and its logic. 

A business model lays the foundation for how a company operates and in the end how it 

intends to create value for its stakeholders (Baden-Fuller et al., 2010).  

A business model is not an end in itself. An innovative business model is a compliment to 

innovation in products and services, methods of production, and distribution or marketing 

(Zott and Amit, 2007).  
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1. Definition of Business Model 

Porter (2001) criticized the concept of Business Model explaining that this concept is 

lacking a clear definition and is similar to talking about strategy. Tapscott (2001) also 

recognizes that the term Business Model is often ambiguously used: “often the term “business 

model” is used more or less synonymously with “business strategy””. Hedman and Kalling 

(2001) also noticed that the term Business Model is often used to simply describe the core 

elements of an activity.  

Indeed, when attempting to grasp an inclusive definition of business model from existing 

literature distribution, one may observe confusion in the terminology between strategy and 

business models. An overview of the definitions is given in the table 2.4. 

 

Table 2.4: Overview of business model definitions in literature 

Author Definition 

Afuah (2004) „A business model is a framework for making money. It is the set of 

activities which a firm performs, how it performs them, and when it 

performs them as to offer its customers benefits they want and to earn a 

profit.” 

Amit and Zott 

(2001) 

„A business model depicts the content, structure and governance of 

transactions designed so as to create value through the exploitation of 

business opportunities” 

„A BM is the architectural configuration of the components of 

transactions designed to exploit business opportunities. The transaction 

component refers to the specific information, service or product that is 

exchanged and/or the parties that engage in the exchange. The 

architectural configuration explains the linkages among the components 

of transactions and describes their sequencing.” 

Chesborough (2007) „The BM is a useful framework to link ideas and technologies to 

economic outcomes„ …. „It also has value in understanding how 

companies of all sizes can convert technological potential [e.g., 

products, feasibility and performance] into economic value [price and 

profits]”…. „Every company has a BM, whether that model is 

articulated or not.” 
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Chesbrough and  

Rosembloom (2002) 

„In the most basic sense, a business model is a model of doing business 

by which a company can sustain itself – that is, generate revenue” 

„The essence of the idea is “how you get paid”, or “how you make 

money” with a taxonomy of alternative mechanisms” 

Eden and 

Ackermann (2000) 

„The ability to link competencies to aspirations forms the business 

model.” 

Hamel (2000) „A BM is simply a business concept that has been put into practice. A 

business concept has four major components: core strategy, strategic 

resources, customer interface and value network’… (elements of the 

core strategy include business mission, product/market scope and basis 

for differentiation. Strategic resources include core competencies, key 

assets and core processes. Customer interface includes fulfilment and 

support, information and insight, relationships and pricing structure. 

The value network consists of suppliers, partners and coalitions).” 

Linder and Cantrell 

(2000) 

„The BM is the organisation’s core logic for creating value.” 

Magretta (2002) „BM’s are stories that explain how the enterprises work… BM describe, 

as a system, how the pieces of a business fit together, but they don’t 

factor in one critical dimension of performance: competition’….’ a 

good BM has to satisfy two conditions. It must have a good logic – who 

the customers are, what they value and how the company can make 

money by providing them that value. Second, the BM must generate 

profits. ” 

Osterwalder et al. 

(2004) 

„A blueprint of how a company does business. It is a conceptual tool 

that contains a set of elements and their relationships and allows 

expressing a company’s logic of earning money. It is a description of 

the value a company offers to one or several segments of customers and 

the architecture of the firm and its network of partners for creating, 

marketing and delivering this value and relationship capital, in order to 

generate profitable and sustainable revenue stream.” 

Osterwalder et al. 

(2010) 

„Business model describes the rationale of how an organization 

creates, delivers, and captures value.” 
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Petrovic et al. 

(2001) 

„BM describes the logic of a business system for creating value that lies 

behind the actual processes.” 

Skarzynski and 

Gibson (2008) 

“The BM is a conceptual framework for identifying how a company 

creates, delivers and extracts value. It typically includes a whole set of 

integrated components, all of which can be looked on as opportunities 

for innovation and competitive advantage.” 

Stewart and Zhao 

(2000) 

„BM is a statement of how a firm will make money and sustain its profit 

stream over time.” 

Tapscott (2001) „Business model refers to the core architecture of a firm, specifically 

how it deploys all relevant resources” 

Timmers (1998) „BM stands for the architecture for the product, service and information 

flows, including a description of the various business actors and their 

roles; a description of the potential benefits for the various business 

actors; and a description of the sources of revenues  […] the BM 

includes competition and stakeholders.” 

Venkatraman and 

Henderson (1998) 

“The business model is a coordinated plan to design strategy along all 

three vectors [customer interaction, asset configuration, and knowledge 

leverage]” 

Weill and Vitale 

(2001) 

„A description of the roles and relationships among a firm’s consumers, 

customers, allies and suppliers that identifies major flows of product, 

information and money and the major benefits to participants.” 

 

Prior research has achieved a consensus on business models as a conceptual and 

theoretical layer between business strategy and business processes (Osterwalder 2004, Morris 

et al. 2005, Tikkanen et al. 2004 in Rajala and Westerlund, 2006). An effective business 

model creates the conditions for delivering a superior customer value and puts a firm in a 

position to capture it. 

2. Business Model Components 

Many studies identify a number of essential elements characteristic of different business 

models. For instance, Hamel (2000) explains the four major components of a business concept 

and the three “bridge” components that link them. Chesbrough and Rosenbloom (2002) 

recognize six elements of a business model. Osterwalder (2004) develops a nine blocks 
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business model canvas. Rajala and Westerlund (2006) reviewed the studies and identified 

three elements of business model, though expressed in different words. Based on Timmers 

(2003), they also recognize the importance of relationships with other actors in a business 

model. These canvas provide a “shared language” that describe how an organization works 

and shows the logic of intending to make money. They will be used in the analysis and be 

further detailed in the theoretical framework part of the thesis. 

The concept behind the identification of business models elements and the relationships 

between them shows that a business model is a dynamic system, not a collection of 

independent parts. Any change to one element is likely to have an impact on one or more of 

the others.  

Each of a business model’s elements is subject to repair or renewal. Every business-model 

design is vulnerable to obsolescence, even the most successful one. Proactive companies 

regularly innovate by reviewing their existing business models, it means, reviewing one or 

several of the elements. 

3. Business Model Innovation 

“Many companies get squeezed by strategy convergence – they are locked into one-

dimensional view of innovation and can’t imagine entirely new possibilities for differentiating 

business models.” (Hamel, 2000) 

 

According to Hamel (2000), a business concept innovation is the capacity of imagining 

different business concepts or new ways of differentiating existing business concepts. The 

variety of strategy within a specific industry or competitive area is the main goal of business 

concept innovation.  

 

Being innovative in establishing a Business Model is no easy task. A reason for why new 

entrepreneurial firms have proved successful in designing new Business Models is because 

they are less constrained by path dependencies and inertia compared to larger established 

firms (Zott and Amit, 2007). Furthermore, a company needs to be willing to experiment in 

order to find out if a new business model will be successful or not (Yunus, Moingeon and 

Lehmann Ortega, 2010). This runs especially true these days with boundary-spanning 

organizational arrangements and partnerships between different kinds of organizations such as 

Non-Governmental Organizations (NGO) and private companies (Zott and Amit, 2007).  
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One way of experimenting is to build upon what is already existing and using it in another 

way. One suitable approach is to analyze by systematically deconstructing and unpacking 

existing business models and thereafter to evaluate each individual element. By doing this one 

can unravel the essence of its functionality and move towards refinement or replacement of 

the building blocks (Teece, 2010; Skarzynski and Gibson, 2008).  

A similar approach is needed in network-based business model innovation. When 

engaging in innovation of a network-based business model a common understanding of the 

individual partners’ business models is deemed necessary. Further, the network partners need 

to change their own business models and adapt them to the overall network-based business 

model (Lindgren, Taran and Boer, 2010). 

4. Business Model Innovation for Emerging Markets 

Sometimes creating new growth requires not only entering the unknown market territory, 

but also the unknown business model territory (Johnson et al., 2008). The authors observe 

five strategic circumstances that call for the change of business model for the emerging 

markets: (1) the opportunity to reach the bottom of the pyramid by addressing the needs of 

large groups of potential customers by offering less expensive and complicated solutions, (2) 

the opportunity to wrap a new business model around a brand-new technology like Apple and 

MP3 (3) the opportunity to bring “job-to-be-done” focus where one does not yet exist, (4) the 

need to reject low-end disrupters and (5) the need to respond to an increasing basis of 

competition. 

 

 Eyring at al. (2011) discuss that implementing the domestic model into emerging markets 

can be a mistake for the multinational enterprises. Business models for the bottom of the 

pyramid cannot match the consumptive nature of existing top-of-the-pyramid strategies (Hart, 

1997; Hart and Christensen, 2002). 

 

De La Cruz and Kuznecova (2011) explains that multinational enterprises need also to 

build, consolidate and leverage learning from the “bottom up” where social contracts and 

social institutions dominate, because social performance matters. Therefore, it is insufficient 

for multinational enterprises to target the bottom of the pyramid relying on its global 

capabilities and worldwide learning (London and Hart, 2004). 

Firms entering low-income markets should pursue a strategy, which is based on 

organizations, institutions and knowledge in the external environment to be able to create a 
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competitive advantage (London and Hart, 2004). Customer value proposition is also a key 

here, and multinational enterprises should focus on affordability where expensive features and 

functions are replaced with less expensive ones and access such as portability as the main 

factors driving customer value proposition (Eyring et al., 2011). 

5. Business Model Innovation and notions of Value 

 

Value creation 

The resource based view assumes that the core sources of value creation are valuable, 

rare, difficult to imitate and non-substitutable resources that are embedded within a firms 

activities (Bowman and Ambrosini, 2000). A resource has also simply been defined as 

valuable if it satisfies a customer need (Bogner and Thomas, 1993; Verdin and Williamson, 

1994).  

Lepak, Smith and Taylor (2007) conceptualize the value process into two fields: (1) either 

a single universal concept or (2) a contingency perspective where value is created depending 

on the situation, what and who is being measured. They divide the contingency perspective 

into 3 categories: 

The individual as the unit of analysis – the focal process is the creative acts displayed by 

individuals and a select set of individual attributes, such as ability, motivation, and 

intelligence, and their interactions with the environment.  

The organization as the source of value creation - issues regarding innovation, knowledge 

creation, invention, and management gain prominence.  

The societal level - the level of entrepreneurship and macroeconomic conditions in the 

external environment, including laws and regulations restricting or encouraging innovation 

and entrepreneurship, come into play. 

 

Sanchez and Ricart (2010) adhere to contingency approach in their paper where they 

investigate sources of value creation in low-income markets. They argue that value creation in 

low-income markets depends on the nature of the business model. They introduce the 

distinction of business models in two categories: 

- The isolated business model, with which the company aims to increase the efficiency 

of its production factors to reduce their costs and improve its position versus 

competition (e.g. reverse reengineering, local supply chains, etc.) 
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- The interactive business model, where a company’s goal with innovation is to increase 

the willingness to pay among its customers by enhancing the value created and the 

capacity for customers to pay. 

As illustrated in Figure 2.5 the innovative approach of the business model in the case of 

the interactive business model has the potential of generating a higher value than the more 

traditional isolated business model.  

Figure 2.5: Sources of value creation in isolated and interactive business models 

 

 

 

The interactive business model does not only allow the company to gain a good 

competitive position but it may also bring with it a transformational impact in society. This is 

done by the fact that the business helps the customer achieve her or her goal at the same time 

as it is a profitable business for the company. Moreover, the interactive business model entails 

the development of partnerships, e.g. with NGOs, which in turn leads to a stronger 

relationship to its stakeholders, something that permits to build trust, identify unmet needs and 

give an adequate response to them. This is clearly illustrated in the case of Amanco 

Guatemala which teams up with a local NGO in order to gain local market knowledge and 

gain a foothold in the local communities (Sanchez and Ricart, 2010). According to the 

authors, the key issue in low-income emerging markets is the need to achieve common 

benefits for all the parties involved. Therefore, it is important to understand how the 

ecosystem (a socioeconomic community with different interacting actors to develop a specific 

project in a certain space) can modify the nature of business choices and consequences. 

The Pepsi Co/Lipton Partnership however shows that the significant value in finding a 

partner that understand key aspects of the business can create is not only reserved to 
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innovative business models in the emerging markets, but is applicable in developed markets 

as well (Hummel, Slowinski, Mathews and Gilmont, 2010).  

 

Value capture 

As shown, business models play a role in how a company creates value. Even more 

prevalent is the business models importance in how a company captures that value created 

(Amit and Zott, 2001). Businesses in emerging markets often claim to have triple ‘bottom 

line’ of financial, social and environmental benefits. Ultimately financial profit is regularly 

the one that matters (Yunus, Moingeon and Lehmann Ortega, 2010), and it will be the guiding 

principal in this paper when discussing value capture. 

Previous literature has tested whether it is more beneficial with an innovative or 

replicative approach in dealing with business models with results supporting both depending 

on the firm and industry it has been applied upon (Aspara, Hietanen and Tikkanen, 2009; Zott 

and Amit, 2006). This has been tested on single firm business models. As our case is based on 

a network-based business model our approach to the subject derives from the research made 

by Lidgren, Taran and Boer (2010) where various partners’ interest and commitment to a 

collaborative network is discussed in terms of capturing common values. We will look at the 

formation and innovative approach to the business model where one and every partner must 

ask itself – ‘what is in it for me’? 

 

D. Summary 

As service innovation is gradually being explored and more and more areas are being 

covered it remains poorly understood. The notion that service innovation ‘just happens’ has 

been replaced by a sense of system in the approach to innovation and the biggest change may 

well be companies change to a more proactive approach in terms of engaging actively in 

service innovation. This has been seen quite clearly in the insurance industry the last few 

years in its strive to develop and grow in emerging markets.  

As product and service innovation is becoming more complex, and especially with the 

overlapping between the two, firms seek to acquire knowledge in new ways. Largely there is a 

need to collaborate and absorb external knowledge. Innovation in the insurance industry is 

using ‘recombination’ in order to be innovative and applies mainly what exists in new ways.  

Converging industries are also seen as complex in everything from idea generation to 

competence gaps on the technical as well as the market side. Collaboration is often seen as the 
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answer, but it has been highlighted that this may help overcoming hurdles in bringing a 

product or service i.e. value creation, yet it may compromise the process of value capture. It is 

therefore of utter importance to see business model innovation as a compliment to innovation 

in products and services, methods of production, and distribution or marketing.  

III. Methodology 

A. Research Design 

1. Case Study Approach 

The research strategy of the present thesis is based on the case study approach 

(Eisenhardt, 1989). Merriam (1988) characterizes case study as a method generating 

“intensive descriptions and analyses of a single unit or bounded system”. Yin (2003) 

highlights that case study is relevant for investigating a “contemporary phenomenon within its 

real life context, especially when the boundaries between phenomenon and context are not 

clearly define”. 

 

A case study excels at capturing the complexity of a single case, and at bringing us to an 

understanding of a complex issue.  

A case study research can extend experience or add strength to what is already known 

through previous research. Case studies emphasize detailed contextual analysis of a limited 

number of events or conditions and their relationships. 

 

According to Yin (1984), the case study approach can be applied when the focus of the 

research is to answer “how” and “why” questions. The aim of a case study is to provide 

description (Kidder, 1982), test theory (Pinfield, 1986) or generate theory (Gersick, 1988, 

Harris and Sutton, 1986). 

 

In the research literature, two fundamental categorizations of case studies appear: Yin 

(1993) proposes three categories of case study based on the role of theory in the investigation, 

whereas Stake (1995) proposes three categories of case study based on the value of the 

investigation. 

 

Yin’s three categories of case study are: descriptive, exploratory, and explanatory.  
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- A descriptive case study is to provide a thorough description of the case, which Yin 

labels “descriptive theory”. It details all aspects of the case in its context. Descriptive 

cases require a descriptive theory to be developed before starting the project. 

- An explorative case study is conducted without an a priori theory or hypothesis 

guiding the researcher’s inquiry process. Therefore, the primary task of the researcher 

is to explore various aspects of, and relationships in, the case and to develop a new 

theory or explanation. 

- To the contrary, an explanatory case study starts with a theory of interest, sometimes 

multiple, mutually competing theories, making the case study a process of theory 

testing. Explanatory case studies may be used for doing causal investigations. 

 

The three categories might appear somewhat exclusive from one another, but they may 

overlap in an actual practice of case study research. 

In all of the above types of case studies, there can be single-case or multiple-case 

applications. Case studies can involve different levels of analysis (Yin, 1984).  

 

Stake’s classifies the case study as: intrinsic, instrumental, and collective. 

- An intrinsic case study is when the researcher has a particular interest in the case 

itself: the case under investigation presents innate value as the target of research and 

demands an in-depth understanding of it. 

- An instrumental case study is when the case is used to understand more than what is 

obvious to the observer: the case under investigation is chosen in order to “provide 

insight into an issue or to redraw a generalization”  

- A collective case study is when an instrumental case study involves multiple cases, it 

means when a group of cases is studied. Collective case study is usually used by 

researchers to examine a more general phenomenon or condition that requires a 

systematic and repeated investigation beyond just one individual case. 

2. Explorative Approach  

As little theoretical frameworks in the field of services innovation were available for 

addressing the research questions of our thesis, we developed an explorative approach to 

explore various aspects of, and relationships in, the case of Kilimo Salama. It allows our 

research design to be closer to the phenomenon than to predefined theoretical frameworks.  
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We have an intrinsic interest in the case of Kilimo Salama because, though index-based 

insurance is not unique to this case and other microinsurance projects developed worldwide, 

Kilimo Salama had a remarkable success in doing this. As mentioned in the delimitation, we 

will explore the second case, Grundfos LIFELINK, for comparison and generalization 

purposes. 

 

Such an approach is feasible in times when little is known about a phenomenon, and 

current perspectives seem inadequate due to little empirical substantiation, or if existing views 

conflict with each other or common sense (Eisenhardt, 1989). With respect to the context of 

industry convergence, this approach can be motivated by the fact that the phenomenon from a 

services innovation in emerging markets perspective still can be regarded as a rather new and 

diffuse field of research, with only few underlying theory models existing. 

 

As mentioned earlier, Yin’s categories may overlap in an actual practice of case study 

research, and our thesis will also significantly be a descriptive case study. 

The explorative approach of our research means that we provide insight and deeper 

understanding of business model innovation in emerging markets, but we do not provide 

strategic or operational advice for companies to follow as such. We do, however, treat certain 

managerial challenges and critical success factors that can be taken into consideration by 

managers wishing to engage in innovation for Bottom of the Pyramid, but with vast 

deliberation. 

3. Steps in case study research 

Researchers are advised to define an initial research focus before applying the case study 

approach. The researcher establishes the focus of the study by forming questions about the 

situation or problem to be studied and determining a purpose for the study. The research 

object in a case study is often a program, an entity, a person, or a group of people.  

Without a broad definition of a research question, researchers might lose themselves in the 

big amount of data (Leonard-Barton, 1988). 

We started our thesis by clearly defining our interest in understand services innovation 

and wanting to match product innovation theories with services. When we found the case of 

Kilimo Salama, we focused particularly on the strong interaction and interplay of the partners 

of Kilimo Salama. We wanted to understand what the innovations in this case mean and if the 

innovations could have taken place without the partnerships from various stakeholders. 
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To assist in targeting and formulating the questions, researchers conduct a literature 

review. This review establishes what research has been previously conducted and leads to 

refined, insightful questions about the problem. 

 

Besides the definition of an initial research question, a tentative construct can be helpful in 

the initial design of the theory-building process (Bourgeois and Eisenhardt, 1988). In a later 

stage, this construct, or conceptual framework (Baxter and Jack, 2008), can be further 

developed or adapted during the research process. 

 

The researcher investigates the object of the case study in depth using a variety of data 

gathering methods to produce evidence that leads to understanding of the case and answers 

the research questions. The evidence of the observations can be of qualitative and/or 

quantitative nature (Yin, 1984).  

 

Eisenhardt (1989) highlights that one of the major weaknesses of theory building from 

cases could be that the final result is “narrow and idiosyncratic”, meaning that “the theorist is 

unable to raise the level of generality of the theory”. 

In order to avoid that the findings are biased and limited, Eisenhardt (1989) suggests that 

“theory-building research is begun as close as possible to the ideal of no theory under 

consideration and no hypotheses to test”. 

 

When entering the research field, the overlap of data analysis and data collection might be 

a useful approach for researchers (Eisenhardt, 1989). Because researchers often do not know 

in advance which of the collected data will be useful in the future, Eisenhardt (1989) suggests 

that researchers should keep record of all the impressions that are made during the research 

process. Eisenhardt (1989) further proposes to ask the questions “What am I learning?” and 

“How does this case differ from the last?” in order to improve the data collection process. 

 

During the research process it might be useful under certain circumstances to alter data 

collection, especially when “new line of thinking emerges during the research” (Eisenhardt, 

1989). According to Eisenhardt (1989), an alteration of the data collection could under the 

mentioned circumstances provide new theoretical insights. 
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Important aspects of case study methodology are: how is the case study selected? How are 

the findings validated? How are generalizations made from a single case? 

4. Case selection 

The case of Kilimo Salama was chosen because of its learning potential and rich diversity, 

essentials attributes when conducting an explorative research (Eisenhardt, 1989). 

Johansson (2003) explains that if a case is purposefully selected, then “there is an interest 

in generalizing the findings.” A case may be purposefully selected in virtue of being, for 

instance, information-rich, critical, revelatory, unique, or extreme (as opposed to cases 

selected within a representational sample strategy used in correlational research) (Stake 1995, 

Patton 1990). 

5. Analyzing within-case data 

Analyzing data from case studies is considered to be a difficult task (Eisenhardt, 1989). 

As Miles and Huberman (1984) state: “One cannot ordinarily follow how a researcher got 

from 3600 pages of field notes to the final conclusions, sprinkled with vivid quotes though 

they may be.” As mentioned before, a huge volume of data can be a danger for every 

researcher (Pettigrew, 1988). 

In order to avoid confusion while analyzing the data, we already built the skeleton from 

the analysis. For each data coming, we then try to match to which of the four main theoretical 

areas the information could be useful. 

In order to build a theory based on the collected data, it is recommended to compare the 

emergent concepts or theories with a broad range of existing literature (Eisenhardt, 1989). 

According to Eisenhardt (1989), “conflicting literature represents an opportunity”. 

The literature review on innovation we conducted enabled us to down-select the four main 

themes that define the scope of our thesis: services innovation, convergence, collaboration & 

RBV, and business model. 

6. Reaching closure 

When does the iterating process between theory and data stops? Eisenhardt (1989) says 

that, in general, when the incremental improvement in quality is low, the closure is reached. 

The final product of a case study might be a concept (Mintzberg and Waters, 1982), a 

conceptual framework (Harris and Sutton, 1986) or propositions (Bourgeois and Eisenhardt, 

1988). 
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During our researches, we got difficulties in getting personal interviews with most of the 

stakeholders. Indeed, Kilimo Salama was suffering from their success and informed us that 

they had to limit the interviews, since they got an exaggerated amount of demands from 

students and researchers worldwide. Therefore, we based our analysis mostly from the 

available interviews in the press, crossed with official reports from the International Finance 

Corporation, personal interviews with Rose Goslinga from the Syngenta Foundation, and 

from official Kilimo Salama communications. We reached closure when we could not find 

further details and realized we had to limit our collaboration analyses, but reached enough 

data for the other parts of the analysis. 

7. The strengths of Theory Building from Cases 

The possibility to generate novel theory is a possible advantage (Cameron and Quinn, 

1988). Eisenhardt (1989) states that theory building from cases is less biased than theory built 

from incremental studies. Eisenhardt (1989) argues that the “constant juxtaposition of 

conflicting realities tends to “unfreeze” thinking”. 

Another advantage is that theory building from cases could lead to measurable constructs 

and/or to empirically valid theories (Eisenhardt, 1989). 

Eisenhardt (1989) concludes that: “Strong studies are those which present interesting or 

framebreaking theories which meet the tests of good theory or concept development (e.g. 

parsimony, testability, logical coherence) and are grounded in convincing evidence.” 

8. The “generalization from a single case” issue 

Generalization is the issue which case study methodology has been most questioned. 

Generalizations are analytical and are based on reasoning. According to Johansson (2003), 

there are three principles of reasoning: deductive, inductive and abductive. Generalizations 

can be made from a case using one or a combination of these principles. 
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Figure 3.1: Modes of generalization and reasoning within case study methodology 

 

 

Our thesis is a synthesized case of a successful services innovation on emerging markets. 

We aimed at understanding what innovation means for services and completing the literature 

on microinsurance with an analysis from an innovation management perspective. We hence 

reconstructed the case of Kilimo Salama from a scheme developed with management of 

innovation and business development relevant themes. The generalization was further 

consolidated with the comparison with a second case of services innovation on emerging 

markets.  

B. Research scope and case selection 

The literature review above directed us to theory generation in the area of New Service 

Development (NSD). In order to cover the issues brought forward with various theories, and 

to advance research, a qualitative research methodology was adopted. The choice of making a 

case study was justified on two grounds. First, the review of extant literature confirmed that 

NSD, in particular in the insurance industry and the emerging markets, is a fairly new area of 

research and there is a need of new theories to address all aspects. Qualitative methods such 

as case studies address theory building rather than theory testing (Adams et al, 1998). Second, 

in order to get to capture all the different angles there is a need to delve deep to gain a full 

understanding and grasp the full complexity. This has been done by focusing only on one 
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primary case and then by bringing in another supportive case in order to sharpen the validity 

of the findings. 

 

We chose Kilimo Salama as it includes the elements (service innovation, research based 

view, collaboration, converge and business model innovation) highlighted in our literature 

review. Furthermore, as most research with regards to service innovation had conducted case 

studies with companies in developed nations we sought to build theory that would be viable in 

the emerging markets. We chose a contemporary case as insurances targeting small-scale 

farmers in emerging markets has only been started to emerge recently and due to trial and 

error, older cases may have less relevance for developing good theory.  

 

Grundfos Lifelink was chosen as a supportive case for it similarities as well as its 

differences. First, Grundfos Lifelink is project driven by an organization from a developed 

country in a developing one. Second, the fact that both cases deal with projects in Kenya 

strengthens the findings. Furthermore, both cases have points in common. The use of mobile 

payment technology and the need to engage with local partners as well as being having an 

innovative approach to the business model are to be proven important in determining the rate 

of success. The fact that the two projects, Kilimo Salama and Grundfos Lifelink, are not 

operating in the same industry but targets a similar customer base, the poor rural population, 

was seen as important to generate results that would be allowed to be generalized.  

 

The organizations chosen might not be representative of the total population but they keep 

one of the goals of qualitative research, which is to portray the range and depth of the 

phenomena, which in turn is important to developing theory (Bonoma, 1985). 

IV. Industry, market and case descriptions 

A. Kenyan market 

 

Kenya is a leading economy within the East Africa Community (a trading block of Kenya, 

Uganda and Tanzania). It is also a key player in the Common Market for Eastern and 

Southern Africa (COMESA). As many developed economies, Kenya’s industry is an open 

economy. 
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1. Kenyan agricultural market 

The agricultural sector employs nearly 75 percent of the country’s 12 million workers (out 

of a population of 37 million people). Agriculture is the largest contributor to Kenya’s gross 

domestic product (GDP)
1
. 

The agricultural sector continues to dominate Kenya’s economy, although only 15 percent of 

Kenya’s total land area has sufficient fertility and rainfall to be farmed, and only 7 or 8 percent 

can be classified as first-class land. 

Not only the country’s economy but also the population is heavy dependent on rain-fed 

agriculture. About one-half of the total agricultural output remains non-marketed subsistence 

production. 

Small-scale farms, also referred to as smallholders, are particularly important: they are 

estimated to employ 60 percent of the agriculture labour force (GoK, 2002). It represents 80 

percent of the agriculture labour force, hence estimated to more than 7 millions workers. 

These smallholders produce about 70 percent of Kenya’s marketed output (GoK, 2005), and 

produce most of their own food. 

 

The GoK report 2002 further explains that, though the importance of Kenya’s agriculture, 

its full potential has not been realized. The low farm level productivity is explained by 

challenges such as high cost of farm inputs, limited access to credit and poor marketing 

infrastructure. Smallholders, specifically, are known to be resource poor and therefore operate 

below their potentials (Nyikal, 2000). 

A key to promote technology and the use of recommended farm inputs, and hence 

empower agriculture development (GoK, 2002), is the use of credit. However, credit is poorly 

used, because of its inadequate availability and accessibility. As we saw in the literature 

review, the high risks associated with agriculture makes potential creditors cautious about 

lending to the sector (Nyikal, 2007). 

2. Climate change impact on Kenya 

Kenya is a drought-prone country and Kenya has one of the lowest per capita water 

availabilities in Africa. Though situated on the equator, Kenya contains only a few pockets of 

high and regular rainfall (>2000mm). Arid and semi-arid lands (ASALs) cover 80% of the 

territory. In these areas, where annual rainfall varies from 200 to 500 mm, periodical droughts 

are part of the climate system. 

                                              
1 Cf. statistics from Kenya National Bureau of Statistics – Second Quarter 2011 GDP Release 
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Drought is one of the hurdles that may prevent Kenya from achieving the millennium 

development goals (MDGs), especially those related to poverty eradication, attainment of 

food security and promotion of environmental sustainability. 

 

Environmental changes due to climate change have become more and more obvious 

during recent years. The Chartered Insurance Institute recognises that climate risk has 

significant social and economic impacts. 

Each individual and organization has different requirements and opportunities to respond 

to climate change effects and impacts. 

 

Climate change is hardly measurable years over years, but is well measurable and 

noticeable over decades. The change is usually expressed in an increase of temperature and 

different quantities and patterns of rainfall. In Kenya, due to climate change, an increase of 

temperature by 0.5
o
C and an uplifting of thermal belts and thus agro-ecological zones by 

about 90 m have been observed over the last 20 to 25 years (Jaetzold et al., 2007). This has 

brought about several major impacts. Temperatures are further expected to rise by about 3-4
 

o
C until 2100, this being 1.5 times more than the projected global means (Seitz and Nyangena, 

2009). 

One of the major impacts of the climate change has been an increase of the occurrence of 

extreme weather events. The following table highlights the disaster trends in Kenya between 

1971 and 2003. 

 

Table 4.1: Weather Disaster Trends Between 1971-2004 

Year Type of disaster Area of coverage No of people affected 

2004 Drought Widespread 3 million 

2003 Floods Budalang'i 28,000 

2002 Landslide M,eru, Murang'a, Nandi 2,000 

2002 Floods Nyanza, Busia, Tana  River Basin 150,000 

1999/2000 Drought Widesspread 4.4 million 

1997/98 El Nino floods Widesspread 1.5 million 

1995/96 Drought Widesspread 1.41 million 

1991/92 Drought Arid/Semi Arid zones 1.5 million 

1985 Floods Nyanza/Western 10,000 

1983/84 Drought Widesspread 200,000 

1982 Floods Nyanza 4,000 
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1980 Drought Widesspread 40,000 

1977 Drought Widesspread 20,000 

1975 Drought Widesspread 16,000 

1971 Drought Widesspread 150,000 

Source: National Policy on Disaster Management 

 

Especially the incidence of droughts has increased and added to the risks of agricultural 

production. When weighted by impact on GDP, it appears that drought poses a substantially 

higher impact risk than floods. 

During the consecutive years 1984 and 1985, in Kenya there was a decline in crop 

production leading to a 12 percent drop in agricultural GDP leading to a decline in overall 

growth rate of GDP (Seitz and Nyangena, 2009). 

Fluctuations in rainfall lead to output and price volatility and periodic risk of famine. 

According to the same authors, a 10 percent reduction in rainfall in a particular year reduces 

growth 4-5 years later by one percentage point. 

 

Climate change is increasing the frequency and severity of many weather-related risks, 

increasing the number of smallholders extremely vulnerable to such natural disasters. 

 

3. Kenyan insurance market 

Of course, risks have always been inherent to agriculture. Whether the intensity and 

frequency of large disasters increase with climate change or not, farms have always faced 

various risks such as floods, severe droughts, crop diseases, invasive insects…  

Such risks are called covariate, because they impact all households within a regional area. 

As Hazell et al. (2010) explain, rural households have developed a wide range of methods for 

managing many of the more frequent and weakly covariate risks. Ex ante measures include 

crop diversification, farm fragmentation and share-cropping; ex post methods include using 

credit, temporary employment and savings. Communities also play important roles. Within 

communities, people pool risks among households; for example, they may share food stocks 

or rely on kin support networks. Among communities, risk-sharing arrangements help manage 

some of the more covariate risks affecting assets and seasonal production and income – for 

example, transhumant grazing rights among pastoral groups help protect livestock production 

and breeding animals (McCarthy et al., 1999). 
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At a micro level, a “social insurance fund” is hence created by the members of a 

community that pooled together resources. The “premiums” ranged from material to moral 

support or other payments in kind. From the fund, “drawings were made out” to support the 

few unfortunate members exposed to perils (Tsoukatos et al.,  2004). 

These household and community risk-management methods are surprisingly effective at 

handling risk, and they have enabled rural societies to survive over countless generations, 

even in many arid and semi-arid regions subject to severe drought. 

 

But these traditional risk-management methods have limitations. For instance, they are 

least effective at handling low frequency, highly covariate risks that affect many people 

simultaneously (Sarris and Christiansen, 2007). As a covariate risk, drought shows some of 

the most dramatic evidence of the failure of traditional coping strategies. 

 

The commercial insurance in Kenya developed closely relatively to the historical 

emancipation of Kenya as a nation (Throup, 1988). Tsoukatos et al., 2004, provide us an 

interesting historic of Kenyan insurance market development: 

With the conquest of Kenya as a British colony complete, settlers initiated various 

economic activities, particularly farming, and extraction of agricultural products (Huxley, 

1990). These substantial investments needed some form of protection against various risk 

exposures. British insurers saw an opportunity in this, and established agency offices to 

service the colony’s insurance needs. Prosperity in the colony soon justified expansion of 

these agencies to branch networks with more autonomy, and expertise to service the growing 

insurance needs. By independence in 1963, most branches had been transformed to fully-

fledged insurance companies (Maxon, 1993). 

In the forty years since independence, Kenya’s insurance industry has flourished, and by 

2002 had 41 registered insurers, 15 transacting general insurance business, 2 transacting life 

business, while 24 were composite insurers – transacting both life and general insurances. 

Kenya’s insurance industry leads within the East Africa Community, and is a key player in 

the COMESA region. The industry employs over 10,000 people, underwrites well over 

€300m premiums, and pays over €120m per annum in claims. 
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B. Kilimo Salama Case 

1. Kilimo salama case 

Kilimo salama (“Safe farming” in Kiswahili) offers an index-based agricultural insurance 

product, that covers farmer’s inputs in the event of drought or excessive rainfall, targeting 

rural small-scale farmers. The pilot-project was launched in Kenya in 2009 and in 2011 it had 

about 21,000 farmers enrolled in the program (www.microcapital.org).  

 

Kilimo Salama was developed by the Syngenta Foundation for Sustainable Agriculture 

(SFSA) and launched in partnership with Safaricom (the largest mobile network operator in 

Kenya) and UAP (a large insurance company based in Kenya).  

 

2. Syngenta Foundation 

Syngenta Foundation for Sustainable Agriculture (SFSA) is a non-profit organization 

established by Syngenta, which is a large agri-business company based in Switzerland. SFSA 

receives an annual endowment from Syngenta in order to develop research and products to 

support small-scale farmers in developing countries.  

The foundation works independently from Syngenta but when it sees fit, SFSA and 

Syngenta may partner on projects. In developing Kilimo Salama, SFSA and Syngenta 

partnered. SFSA developed the idea but Syngenta allowed it to access its product and 

distribution network (IFC Advisory Services).  

 

3. From Switzerland to Kenya 

Since farmers are heavily exposed to the weather and that the impact can be devastating, 

SFSA looked into how this could be mitigated. They wanted to find a solution that would 

allow farmers to have a more secure income less prone to fluctuations which hampered 

development and increasing prosperity. Indemnity-based insurance offers the advantage of 

covering losses from any type of damage since the cause is not the only determinant of the 

payout. However, insurance products face two issues when targeting developing nations. 

They cost structure is too high and many poor farmers have a negative impression of 

insurance, due to previous bad experiences and also due to poor and incompressible 

communication.  

http://www.microcapital.org/
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SFSA therefore laid out the vital building blocks in order to enable an insurance product 

suitable for farmers in developing nations.  

a) Index-based insurance 

First, it should be an index-based insurance. This was nothing new per se. Index based-

insurances had already been tried in a few developing countries such as India, Rwanda and 

Malawi. These programs had however never been very successful due to various reasons, e.g. 

high cost structure and poor distribution networks.  

b) Automated weather stations 

To deal with a high cost structure and also to make it credible the conclusion was made 

that it had to be a highly automatized process. Solar powered weather stations were chosen to 

collect the data on weather conditions (rainfall, temperature, wind speed etc.). These then 

communicate via GPRS to a databank. The data is then benchmarked against historic data and 

based on how great the deviations are from favorable conditions for farming in the area, the 

farmer living in the area receives a payout, regardless whether damages had occurred on the 

particular farmers crops or not.  

c) Mobile payment system 

Another issue with regards to the cost structure and a reality when doing in business in 

developing nations is the handling of money. Transaction costs need to be low at the same 

time as the system must be easy to use and offer a secure way of handling.     

Safaricom, offering a customer base of approximately 80% of the Kenyan population and 

also a mobile payment system (M-Pesa) turned out to be the perfect solution. The mobile 

payment system M-Pesa was adapted with an application making it suitable for Kilimo 

Salama.  

d) Insurance company 

In choosing UAP as the insurer SFSA got a strong established partner in the Kenyan 

insurance market and also an experience partner with knowledge in the agri-insurance 

business. UAP had already been active in this field and had been looking at how to target 

smaller farmers. UAP employed an agronomist which helped SFSA to tap knowledge that 

they were missing internally.  
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e) Distribution channels 

One of the most difficult issues facing Kilimo Salama was which channels to be used in 

order to get it to the end consumer. As mentioned, insurances had a bad reputation and poor 

farmers were very reluctant to sign up.  

The farmers needed to be educated about the benefits and the sales channels needed to be 

through a trustworthy party in the eyes of the end-consumer. The choice fell on the stockists 

that were the point of sales for grains and pesticides etc. These were local merchants which 

already had established relationships to the envisaged customers. SFSA knew from previous 

products that local channels were of utter importance. The sales personnel needed to speak the 

local dialect and not be seen as an “outsider”.  

4. The innovative purchasing process 

As mentioned, index-based insurances had been tried before but with limited success. 

Kilimo Salama’s innovative approach when it comes to the purchasing process it is a big part 

why it has seen results none of the previous attempts were able to deliver.  

 

By basing the system on an already established mobile payment system Kilimo Salama 

had an instant technology reach. The application that then was developed for the stockists was 

easy to implement and would only affect the selected few.  

The purchasing process goes like this: 

 The farmer goes to his or hers local stockist in order to buy some seeds or other 

inputs. The stockist can then offer the farmer Kilimo Salama coverage as a premium 

on the cost of the seeds. 

 If the farmer decides to Kilimo Salama, the stockist scans a bar code on the bad of 

seeds using the application, specially developed for Kilimo Salama, on their mobile 

phone. The app recognizes the bar code and sends the corresponding coverage 

amount to the insurance company (UAP). The app then tells the stockist the amount 

the farmer should pay him. 

 The farmer receives a text message in return with a notification containing the policy 

number and the items insured. 

 The stockist collects the premiums of several customers before it is automatically 

transferred via M-Pesa to UAP. 
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 When a payout is necessary due to unfavorable weather conditions the farmer 

receives a text message that they have a claim. The amount is then directly deposited 

on the customers M-Pesa account.  

 

Figure 4.1: Kilimo Salama Purchasing Process (Syngenta Foundation) 

 

 

5. Lessons learned 

The original set-up of Kilimo Salama has proven largely successful with all collaborating 

parties having proven to live up to expectations.  

It has so far been a profitable endeavor for Safaricom, who makes money on the 

transaction fees. Also the stockists’ are earning money as they receive a commission on 

premiums sold. 

UAP and Syngenta Foundation has yet to be profitable when it comes to Kilimo Salama, 

however they are expected to become so within the near future as the customer base grows. 

 

A few alternations have however been made mostly through vital feedback that has been 

received from the distribution channel, the local stockists.  

At first in order to promote the uptake of the product it was given away for free. The 

farmers are however highly suspicious of anything that is free and this policy was abandoned 

as result.  
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The pricing has also changed to some extent. The price is always specified and it is never 

included in the cost of the seeds or the fertilizer. The reason is that farmer prefers to know 

exactly what they are paying for and how much. 

A positive result of the success has been that farmers has asked for the Kilimo Salama 

coverage to be offered more a large range of products (initially it was also offer with maize 

seeds) and this has today been implemented (IFC Advisory Services).  

C. Grundfos case 

Grundfos LIFELINK is a subsidiary to the Danish company Grundfos that specializes in 

supplier pumps and pump solutions. The project was initiated in 2007 when Niels Due Jensen, 

Grundfos chairman of the board, visited a village in Thailand as part of a visit to the 

REWaRD program. He got an idea to investigate the possibility to develop a sustainable and 

profitable solution for serving water needs in areas with poor or lacking infrastructure.  

He saw it as important for the solution to generate profit and not be managed by an NGO 

as he saw this as a prerequisite for it to be sustainable on its own rights.  

1. From the idea board to the Kenyan market 

Grundfos saw early how they would realize the technical part of the endeavor. (1) It 

already had a series of pumps, especially the SQFLEX which was designed to work in 

difficult conditions and which has the possibility to function with solar panels or other local 

power sources. (2) Solar panels were seen as a suitable solution as energy source since 

Grundfos already had collaboration with Solartron, a Thai solar panel manufacturer. (3) The 

team assigned at Grundfos also early on found a water purifications supplier in Denmark.  

 

Yet the commercial aspect proved to be more difficult. First, Grundfos as a company had 

very little experience in engaging in business that targets clients at the “Bottom of the 

Pyramid” (BOP). They did not see the project as a charity one but it should be sustainable on 

its own merits and generate money. One researcher hired on the project had previous 

experience from the Telecom industry and quickly identified a mobile banking system called 

M-Pesa that was run by Safaricom, a Kenyan telecom company associated with Vodafone. M-

Pesa was already becoming a successful business in transferring payments and had a growing 

base of customers already using the platform. This gave LIFELINK the idea of using mobile 

technology as a payment system. This was later used, with a customized system developed by 

Grundfos on top.  



61  

 

A further issue that needed to be addressed was how to get local support and who was 

going to deal with that local support. Grundfos saw itself as a supplier of technical hardware 

and that the local business would be run by a local partner which help select suitable villages 

and be in contact with local water boards.  

This proved to be one of the biggest misassumptions that Grundfos made. The NGO had 

its own agenda and the villages chosen did not live up to the minimum requirements set out 

by Grundfos for the ‘water kiosks’. Grundfos also realized that their commercial model was 

still too expensive for the local communities and needed to be altered further.  

Grundfos from here on took on a more active role in governing the location of sites and 

negotiations of agreements with villages and local water boards.  

Grundfos changed from teaming up with existing “systems” to rather enroll people in its 

own design. They chose to hire two anthropologists to replace the NGO. 

In terms of funding of the ‘water kiosks’ it found out that water boards had resources for 

support of water supply initiatives and also the Danish Embassy was willing to help such 

initiatives. The investors were attracted by Grundfos who marketed their product as a 

platform for generation of local growth. The anthropologists developed a procedure for 

evaluating and negotiating with local communities. This is now implemented as a standard 

procedure.     

The figure below shows present structure of Grundfos LIFELINK and its stakeholders:  

 

Figure 4.2: Relation between Grundfos LIFELINK and its stakeholders 
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2. The product 

The Grundfos LIFELINK concept is based on an already existing Grundfos SQFlex 

submerible pump system. The pump system is powered by solar panels and has therefore an 

autonomous power source. The water is stored in a water tank placed on top of a steel tower.  

The system is then controlled via a computer-based system including an integrated 

communication and surveillance system. The water is led from the tower to the water tapping 

station, the ‘water kiosk’, via gravity. The water is dispensed from the tap when a pre-paid fob 

is placed in the key fob nest at the ‘water kiosk’. The pre-paid fob uses a RFID technology 

that Grundfos has developed. The fob is recharged via the mobile payment system M-Pesa.  

  

Figure 4.3: Illustration of Grundfos LIFELINK’s product 

 

 

V. Theoretical Framework 

In the first part of the analysis, we focus on the service innovation and discompose Kilimo 

Salama in a set of small innovations. In order to expose this decomposition, we built a 

theoretical framework that crosses the origins of financial innovation with the taxonomy of 

insurance innovations. As for the origins of financial innovation, we used the list developed 

by Tufano (2003). As for the taxonomy of insurance innovations, we used the classification 

from Farny (2006). 



63  

 

Crossing those two theories helps us developing a matrix where we intend to place the set 

of innovations found in the Kilimo Salama project. We aim to understand what innovation in 

insurance concretely means in this case, as well as understanding the market motivations for 

innovation. 

 

The second part of the analysis focuses on the convergence aspect of Kilimo Salama as 

well as of Grundfos. The convergence will be analyzed in two sub-parties: we first analyze 

the endogenous and exogenous drivers of convergence. Helped with the evolutionary stage 

model of convergence, we hence analyze the industry stage of convergence and the position 

of the two cases in the coevolutionary framework. 

Through these three models, we aim to understand what drove convergence and at what 

stage of convergence the two markets and projects are. 

 

The third part of the analysis focuses on the collaboration and RBV principles. We here 

analyze more deeply the role of each stakeholder in both Kilimo Salama and Grundfos 

projects. Apart of understanding the concrete tasks and roles of each stakeholder, an 

interesting point in this analysis is, understanding their divergent motivations and risks in the 

projects. 

 

Finally, the last part of the analysis combines the previous analyses points in a holistic 

design by drawing up the business models of the projects. The business models will be 

analyzed through the canvas developed by Osterwalder and Pigneur (2010). We finally review 

these business models with the unbundling concept and evaluation.  

A. Services 

We will analyze the service innovations in the cases of Kilimo Salama and Grundfos with 

the help of two models mentioned earlier in the literature review. 

The first model is the “origins of financial innovation” from Tufano (2003). Tufano drew 

a list of six elements that drive service innovation on the financial markets: 

 

1. The presence of incomplete financial markets. 

New contracts then come and complete the lack of tools for specific risks or specific 

clients, in order to fit and answer to the different preferences.  
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2. The problem of asymmetric information and agency relations. 

In this case, contracts or securities include some clauses which avoid the asymmetric 

information and better “control” the securities of financial managers. 

 

3. The research of minimization of transaction, search and marketing costs 

 

4. The risk management in a context of increasing financial globalization: 

Greater capital mobility enables the financial intermediaries to considerably enlarge the 

scope of their activities, but also subject them to greater risks. Similarly, a greater volatility is 

perceived as a strong stimulating for financial innovation; 

 

5. The emergence of technological chocks 

This origin is more commonly evoked because it is the case where “innovation” is related 

to the new information technologies or to new methods, such as risk evaluations for instance. 

 

6. The response to tax and regulatory forces 

Taxes and new (de)regulations can force or stimulate innovation.  

 

We would like to cross those six origins with the taxonomy of insurance innovation from 

Farny (2006), which we presented in the literature review. This combination of the two 

models could enable us to discompose the various innovative elements of Kilimo Salama and 

understand the driver behind these innovations. 

Our model hence takes the form of the matrix from Table 5.1. 
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Table 5.1: Decomposition of insurance innovation with their drivers 

  

The presence of 
incomplete 
financial 
market 

The problem of 
asymmetric 
information and 
agency 
relations 

The research of 
minimization of 
costs 

The risk 
management in 
a context of 
increasing 
financial 
globalization 

The emergence 
of 
technological 
chocks 

The response to 
tax and 
regulatory 
forces 

Innovations in products and in product ranges             

Insurance  

New coverage for new risks              

New coverage for old insurance risks              

New forms of insurance in the primary sector and in reinsurance              

New forms of (dis)savings              

New types of insurance contract              

New service and communication processes to customers and 
intermediaries 

            

Investment 
business  

New capital investment products              

Derivative financial products              

Innovation in process and operational methods             

Classified by 
types of 

production 
factors 

              

              

              

Classified by 
business 
functions 

Procurement             

Production of goods and services             

Markets             

Funding              
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B. Convergence 

Kilimo Salama is characterized by various industrial and technological convergences. 

Similarly to the decomposition of the innovation drivers, we would like to first analyze more 

specifically the drivers that motivate the convergences. 

1. Endogenous and exogenous drivers of convergence 

In his book “Management of convergence in innovation”, Hacklin (2008) drew a list of 

convergence drivers based on literature review. He distinguished endogenous and exogenous 

drivers, and we will use this framework to analyze the convergences within the Kilimo 

Salama and Grundfos cases. The following table presents his results and the base of our 

analysis. 

 

Table 5.2: Endogenous and exogenous drivers of convergence 

 

Endogenous drivers (firm-level) 

Andergassen et al. (2003) - firms' search for innovative opportunities in other 
economic sectors 

Lei (2000); Theilen (2004) - new technologies that link up individual products into 

a larger system 

Pennings and Puranam (2001) - new technologies are discovered which map onto 
needs already being satisfied by existing technologies 

Svendsen and Fai (2003) - firm diversification and increasingly broader 

technological scopes 

Yoffie (1996) - start-up firms providing managerial creativity 

 

Exogenous drivers (industry-level) 

Andergassen et al. (2003) - technical change, growth 

Andergassen et al. (2003) - the greater the number of sectors, the more the same 
knowledge base is shared and the more specialized is 

the economy: hence, the greater the probability that 
information spills over 

Antonelli (2001) - emergence of pools of collective knowledge 

Baer (2004) - augmenting connectivity and interconnectedness 
provided through common standards 

Baer (2004) - several multifunctional devices 

Choi and Välikangas (2001) - ubiquity of information 

Choi and Välikangas (2001); 
European Commission (1997); Lei 

(2000); Pennings and Puranam 
(2001) 

- deregulation 
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Choi and Välikangas (2001); 

Pennings and Puranam (2001) 

- growing similarity of demands across groups of 

consumers 

Johansson (2004); Rosenberg 
(1963); Theilen (2004) 

- underlying catalysator for information production 
and mutual transmittal 

Lei (2000) - growing opportunities for product bundling 

Lei (2000) - omnipresence of supplied product components 

Lei (2000); Theilen (2004) - legal chances 

Pennings and Puranam (2001) - homogenization of customer segments due to 

changing demographics 

Pennings and Puranam (2001) - product bundling, customer demand for "one stop 
shopping", i.e., a desire to obtain in a single 

transaction a product that satisfies multiple needs 

Pennings and Puranam (2001); 
Petrina, Volk, and Kim (2004); 

Theilen (2004) 

- globalization 

Prahalad (1998) - digitalization 

Svendsen and Fai (2003) - increasingly complexity of consumer demands, 
dispersion of technological areas 

Theilen (2004) - market-implied changes of existing value chains 

Theilen (2004) - societal change 

 

We will hence analyze the convergence in our two cases, and will try to identify the 

drivers for this convergence. We aim to understand the purposes of developing technology 

convergence and the role that technology is actually playing in developing markets. 

 

2. Evolutionary stage model of convergence 

After having understood the drivers of convergence in the cases of Kilimo Salama and 

Grundfos, we will analyze the evolutionary stage of these convergences. Indeed, 

technological convergences can blur the boundaries between the industries, and it is important 

to understand at what stage of the convergence the process is, in order to better understand the 

opportunities, collaboration behavior, and market threats.  

Hacklin (2008) has formulated four stages of an evolutionary convergence process, 

which is illustrated in Figure 5.1 below.  
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Figure 5.1: Evolutionary stage model of convergence (Hacklin, 2008) as outlined in Larsen et 

al., 2009 

 
 

 

1. The knowledge convergence stage 

Whereas knowledge bases were previously unassociated, distinct and isolated, spillovers 

emerge at this stage. This premature stage does not enter in a commercial phase, hence the 

business models are not intersected yet. Though the technologies are still separated, the initial 

core ideas of convergence are formed. 

 

2. Technology convergence 

At this stage, the knowledge convergence transits to a potential of technological 

convergence. The innovation aspect comes from the inter-industry knowledge spillovers that 

facilitate new technological combinations. Hence technologies are converging and forming 

new, previously non-existing technological domains.  

 

3. Applicational convergence 

Applicational convergence denotes the transition of technological convergence into 

opportunities for new value creation. The major challenge at this stage consists in creating 

applications that integrate together intersected technologies. 
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4. Industrial convergence 

Industrial convergence is an advancement of application convergence towards the level of 

industries. A new commercial platform is formed at the interface of two existing industries. 

This means that companies from previously distinct industries suddenly become competitors. 

 

Based on the analysis of the endogenous and exogenous drivers, we will then try to 

evaluate how deep in the convergence model the two cases can be located. This evaluation 

can provide information on the evolution of the projects and of the collaboration between the 

stakeholders. 

 

After having understood the stage of convergence, we will analyze the maturity of the 

firm, and it will enable us to position the firms within the co-evolutionary framework (Figure 

5.2) from Hacklin (2008). 

 

Figure 5.2: Framework for the co-evolutionary positioning of firms (Hacklin, 2008) 

 

 
 

 

Hacklin developed this co-evolutionary matrix based on his model of evolutionary 

convergence process. He simplified the stages by grouping technological convergence and 

knowledge convergence (early stages of convergence) as well as the applicational and 

industrial convergences (late stages of convergence). By crossing these stages with the firm 

maturity, Hacklin could group firms in four categories, in which they share a same 

configuration as well as similar strategic responses to convergence challenges. Each category 

got labeled based on the overall positioning of their members within convergence. Hacklin 

defined the four categories as such:  
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1. Pioneering disruptors: explore platforms 

2. Vertical attackers: exploit business model conflicts 

3. Platform consolidators: search for complementarities 

4. Reincarnating giants: complement or acquire Platform 

 

Positioning the stakeholders of our case studies in the co-evolutionary matrix will enable 

us to first, challenge Hacklin’s matrix in another case study, secondly, identify and generalize 

common classes among the stakeholders, and thirdly contrast the coevolutionary groups of 

convergence together. 

 

Having positioned the firms in this co-evolutionary framework will hence enhance our 

understanding of the convergence and of the interest for the stakeholders to participate to the 

Kilimo Salama and to the Grundfos Lifelink projects. Additionally, a direct and exclusive 

focus on stakeholders for observing interactions and interdependencies will provide a good 

knowledge to then analyze the interplay from collaboration & resource-based view 

perspectives. 

 

C. Collaboration & RBV 

As for the analysis of collaboration and resource-based view, our literature review did not 

enable us to identify a model or framework to use. We therefore drew our own skeleton 

divided in four parts:  

1. Partner selection 

2. Resource-based values 

3. Incentives 

4. Financial risks and profitability 

 

In the first part of the section, we will hence describe how the partners came together, how 

the selection took place and who initiated the relationship.  

The second part will then analyze the resource-based values of each stakeholder. 

On the third part, we will analyze the incentives for each stakeholder and try to understand 

to identify from a firm-level to an industry-level the motivations for developing collaboration.  

Finally, we will observe the financial risks of each stakeholder and try to estimate the 

profitability they benefit from the projects. 
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After the analysis of the collaboration, preceded by the analysis of convergence, we aim to 

have fully understood the need for a value creating network. The last section of the analysis 

will be to understand how an innovation in the business model is necessary to capture this 

value. 

 

D. Business Model 

In their book “Business Model Generation”, Osterwalder and Pigneur developed a 

“Business Model Canvas” as a flexible template for conceiving, completing and assessing 

business models. We appreciated the simple approach to business modeling because the easy 

applicability helps developing strategic thinking and holistic design. 

The business model canvas developed by Osterwalder and Pigneur is composed by nine 

building blocks. These elements are designed to provide a “shared language” that describes 

how a company works and shows the logic of how a company intends to make money. These 

nine blocks together constitute the value creating process for each distinct business model and 

form an interrelated “blueprint” for innovation. The aim is indeed to help organizations 

reflecting on their value propositions, value channels and how key partnerships are put 

together. 

The canvas covers the four main areas of a business: customers, offer, infrastructure and 

financial viability. The nine blocks are: 

 

1. “Customer segments” – Target one or more types of customers in this “heart” of your 

model. “Mass” markets and “niche” markets require starkly different approaches, while 

“segmented” customer bases share similarities, but their needs vary slightly.  

Companies with “multi-sided platforms” sell to two or more groups; for example, a credit 

card company cultivates businesses to accept its card as well as account holders to use it.  

 

2. “Value propositions” – These “bundle[s] of benefits” lead clients to do business with 

your company rather than with your competitors. Create value by inventing something new, 

improving your product’s “performance” or “tailoring” your offering to specific needs. 

 

3. “Channels” – Select the best “customer touch points” to communicate value and to 

distribute and sell your products and services. Internet sales, retail locations and wholesalers 

exemplify channels that enable customers to experience, assess and buy what you’re selling. 
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4. “Customer relationships” – Establish different ways to serve distinct market 

segments: “Personal assistance” from a service rep can coexist along with automated service 

or self-service. Amazon “co-create[s]” value for all its users with customer written product 

reviews. 

 

5. “Revenue streams” – These are the “arteries” of a business model; income flows 

through them from discrete sales or from ongoing payments such as rentals, licenses or 

subscriptions. Each type of revenue stream may demand a different “pricing mechanism,” 

either a “fixed” price or a “dynamic,” negotiated price. For instance, a “perishable” hotel 

room sells for varying rates, depending on season and availability. 

 

6. “Key resources” – These most important assets can take several forms – “physical, 

financial, intellectual or human” – depending on what a company does. They range from 

executive talent and intellectual property rights to physical plant and credit lines; key 

resources may be “owned or leased.” 

 

7. “Key activities” – Company personnel routinely perform critical tasks that engage 

customers and turn a profit. For example, a manufacturer produces an item, a consultancy 

solves problems and companies like eBay and Visa manage “platform/ network activities” 

that link various groups. 

 

8. “Key partnerships” – Joining with other entities can expand or protect your market 

share in a highly competitive industry: Consider supplier links, joint ventures and “strategic 

alliances.” Tactical partnerships with rivals, or “coopetition,” can lessen risk or provide 

savings. Companies also can reduce costs or gain access to vital resources by outsourcing or 

subcontracting. 

 

9. “Cost structure” – Whether yours is a “cost-driven” or “value-driven” business, – 

offering low-priced services like discount airline tickets or creating exceptional value like a 

top hotel – determines your model’s cost structure. Outlays represent “fixed and variable” 

expenses; bigger companies can pursue economies of scale and “scope” from large-scale 

production and distribution. 
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In the next part, we attend to apply Osterwalder’s business model canvas to the case of 

Kilimo Salama. 

VI. Analysis and findings 

A. Analysis of service innovation in insurance 

1. Kilimo Salama 

As mentioned in the theoretical framework, this part of the analysis aims to develop 

expertise related to services innovations in insurance. The Kilimo Salama case will be 

decomposed in smaller set of innovative aspects. 

Table 6.1 resumes our findings. 
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The presence of 
incomplete financial 
market 

The problem of 
asymmetric information 
and agency relations 

The research of 
minimization of costs 

The risk management in 
a context of increasing 
financial globalization 

The emergence of 
technological 
development 

The 
response to 
tax and 
regulatory 
forces 

Innovations in products and in product 
ranges 

            

Insurance  

New coverage for new 
risks  

            

New coverage for old 
insurance risks  

An agricultural weather 
insurance was lacking + 
an affordable insurance 
for low-income farmers 
was lacking (1) 

Farmers had developed 
mistrust of the insurance 
industry from past 
dealings. Trust building 
was necessary with trials. 
(2) 

As transaction costs for 
small-scale farmers are 
the same as for large 
farms, they should be 
reduced for premiums to 
cover these transaction 
costs. (3) 

Benchmark of cases (4) 
Automatic weather 
measurements with 
weather stations (5) 

  

New forms of insurance 
in the primary sector and 
in reinsurance  

Weather-index-based 
product as a new 
solution, it had never 
been used in Kenya 
before (6) 

Area-based yield 
contracts don't depend on 
individual farmers, 
therefore they create 
incentive for improving 
productivity (7) 

New kind of contract 
with participations of 
companies to pay the 
premiums (8) 

Research and financing 
through an European 
Foundation for the 
Kenyan market (9) 

Weather stations send 
reports every 15 minutes 
automatically, and data 
are saved in databases 
(10) 

  

New forms of 
(dis)savings  

Kilimo Salama is an 
insurance linked with 
products such as seeds 
and fertilizers (11) 

With new way of 
measuring damages and 
establishment of a 
"growth" model, there is 
no moral hazard (12) 

New way of measuring 
damages and 
establishment of a 
"growth" model (13) 

Probably the role of 
reinsurance, but out of 
scope in this thesis 

Premiums and payouts 
are automatically 
transfered via the M-
PESA technology (14) 

  

New types of insurance 
contracts  

There was a need in 
developing attractive 
contracts for farmers that 
had mistrust in traditional 
insurance schemes + 
subscription via barcode 
scanning targets illeterate 
clients (15) 

With combination of 
insurance protection with 
the purchase of 
agricultural material, 
there is no adverse 
selection (16) 

There is no requirements 
any more for inspectors 
to visit yield. Therefore, 
procedures save very 
large costs. (17) 

Probably the role of 
reinsurance, but out of 
scope in this thesis 

The contract is 
electronically signed and 
immediately transmitted 
to the insurance and to 
the farmers (18) 

  

New services and 
communication processes 
to customers and 
intermediaries 

Need to sell the insurance 
via local stockists to gain 
the trust of the farmers 
(19) 

Fully automated 
processes: from policy 
subscription, to payments 
of payouts, via weather 
data transmission… (20) 

Mobile phone payment 
system avoiding field 
surveys, paperworks and 
middlemen. (21) 

Probably the role of 
reinsurance, but out of 
scope in this thesis 

GPRS and M-PESA 
enabled new processes of 
payment via Smartphone, 
client data transmission 
and communication path 
with clients (22) 

  

Investment 
business  

New capital investment 
products  

            



75  

 

Derivative financial 
products  

            

Innovation in process and operational 

methods 
            

Classified by 
business 
functions 

Procurement 

Need of convergence 
with the 
telecommunication 
industry (23) 

Only farmers willing to 
adopt improved farming 
techniques were eligible 
for insurance (24) 

Weather station 
drastically reduce 
monitoring costs, thereby 
allowing even very small 
farms to be insured (25) 

Syngenta Foundation 
financed $ 4.000 per 
weather station. The 
project was hence 
initiated and partly 
financed by a Swiss 
NGO to develop 
agriculture in Africa (26) 

Solar technology was 
used for solar panels on 
the weather stations to 
procure the data for the 
index calculations (27) 

  

Production of goods and 
services 

Bundle between 
insurance and inputs 
products for the farm. 
(28) 

Kilimo Salama combined 
insurance products with 
appropriate training for 
the farmers (29) 

Kilimo Salama strategy 
is entirely designed to be 
cost-effective (30) 

The M-PESA platform 
globalizes the financial 
aspect with clients, 
stockists and insurance. 
(31) 

GPRS for SMS to clients 
+ M-PESA payment 
system (32) 

  

Markets 

Gain trust from the 
farmers by enabling 
purchasing on a "pay as 
you want" basis + 
avoiding involvement of 
government subsidies 
(33) 

Carefully select stockists 
to distribute the 
insurance, based on their 
reputation and 
certifications. (34) 

Kilimo Salama did not 
deploy insurers network 
but minimized costs by 
targeting the market 
through local stockists 
that simply add one more 
item in their shop (35) 

Will to extend to new 
countries in Africa and to 
duplicate the initiative on 
other continents (36) 

Emergence of QR-Codes 
as well as cameras on 
cell phones + easily 
automatism (37) 

  

Funding  

There is a problem of 
funding for the bottom of 
the pyramid solved by 
design a premium-
sharing arrangement. 
(38) 

Out of scope in this 
thesis 

Out of scope in this 
thesis 

Probably the role of 
reinsurance, but out of 
scope in this thesis 

Safaricom’s investments 
in an expensive national 
3G network serve rural 
markets (39) 

  

 

Table 6.1: Decomposition of Services Innovations within Kilimo Salama
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At first, Kilimo Salama insures weather risks. As weather risks are not new, there was no 

finding for the first category. Therefore the first line of our table is hatched. 

Rather, Kilimo Salama consists on a new coverage for an old risk: weather risks have 

always existed. Adequate rains reflect good agricultural years, whereas droughts or other 

adverse weathers conditions define bad years. 

 

Innovation happened because the financial market was incomplete to cover this old risk 

(cf. (1) in Table 6.1). Agricultural micro insurance can effectively reduce the impact of severe 

weather and can have a real impact on food security. For this reason, Rose Goslinga of the 

Syngenta Foundation for Sustainable Agriculture finds critical to develop affordable and 

relevant agricultural micro insurance. She further notices that farmers in Kenya generally do 

not have access to insurance for their farms.   

 

A first reason for this market to be largely underdeveloped came from the difficulty to 

reach farmers. Indeed, they had developed mistrust of the insurance industry from past 

dealings (2). Further, insurance is not part of their culture, and they were resistant to paying 

premiums on inputs. UAP Insurance explains that “many of the farmers who participated in 

the 2009 pilot program noted that, initially, they had been suspicious of promises that 

payments would be forthcoming and had expressed a general skepticism about insurance 

policies”. This problem of asymmetric information and agency relations let farmers take their 

own measures to mitigate risks, such as diversifying their crops. Rose Goslinga explains 

“Before Kilimo Salama, farmers had created their own risk mitigation strategy by basically 

growing three or four varieties of maize on their one acre: one short-maturing variety in case 

it doesn’t rain, a medium-maturing variety which takes a bit longer and needs more rain, and 

a long-maturing, high yielding variety just because. He’s not gambling, but he knows that 

farming is risky.” 

Therefore, the Kilimo Salama project gets farmers to trust in the program through trials 

with a small amount of seed, as well as education on business & finance via teaching days and 

talks on the radio. 

   

The second reason for the agricultural market to be underdeveloped is because insuring 

small-scale farmers was not cost-effective. Transaction costs to insure one acre farm are 

similar to insuring a 200 acre farm. But the transaction costs of the one acre farm would never 

cover the related transaction costs. Therefore it was necessary to innovate in a simple, 
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affordable yet sustainable product. Hence, minimization of costs was the core driver of 

innovation for this new coverage (3). It will later be explained in details how the reduction of 

personal site visits, simplification of payments via mobile phones as well as insurance range 

on “crop inputs only” enable this reduction of transaction costs. 

 

The context of increasing financial globalization also furthered the innovation. Indeed, 

though index-based insurance product was relatively new at that time, it had already been 

tried in some developing countries, including Rwanda, India and Malawi to insure against 

drought. The globalization and the benchmark of cases duplicate innovations (4). 

 

The emergence of technological development enabled this new coverage. Indeed, the 

rainfall measurements are done through local weather stations that compare the minimal 

amount of rainfall necessary for normal plant growth. The premiums and payouts of the 

insurance are calculated by comparing actual data to an index based on historical data. The 

new technology enables to install fully automated weather stations that are located within 

20km around the farms (5). It sends reports every 15 minutes on the rainfall measurements. If 

the needs for the crop are not met, all farmers insured under that station receive a payout. If 

the needs are met, none of the farmers receive a payout. (10) 

 

Hence, the new form of insurance of a weather-index-based product appears as the best 

solution to cover the need of the incomplete market. Kilimo Salama was a first: index 

insurance had never before been used in Kenya before the pilot project in 2009. (6) 

 

Through this new form of insurance, Kilimo Salama helps Kenya’s farmers to gain access 

to insurance. In 2007, the Kenya FinAccess survey found that 69% of Kenyans find insurance 

generally unaffordable (FinAccess, 2007). 

We saw in the literature review the advantages of the area-based yield contracts, which 

enable to solve asymmetric information and agency relations problems (7). This new form of 

insurance was first introduced in the United States in 1995. Kilimo Salama replicated this 

innovation. 

 

In order to make this new form of insurance affordable, Kilimo Salama innovated in 

developing a ‘premium sharing arrangement’, where the premium is shared between different 

companies (8). Indeed, input companies are interested in the farmer not losing income in case 
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of adverse weather events, because otherwise they could not buy products in the years 

following rains and crop failures. 

Farmers who buy Kilimo Salama buy it with fertilizer from MEA (a Kenyan fertilizer 

company), seeds from Seed Co Limited, and chemicals from Syngenta East Africa. Each time 

that a farmer purchases the insurance, these companies match the premium contribution for 

their input. 

The figure 6.1 illustrates this innovative premium-sharing-arrangement that minimizes the 

costs for the farmers. 

 

Figure 6.1: Principle of premium-sharing-arrangement (Kilimo Salama Factsheet, 2010) 

 

 

The context of increasing financial globalization plays a key role in risk management, 

since this new form of insurance was developed by a European Foundation, supported by 

multinational companies and organization, and implemented in Kenya. (9) 

The Syngenta Foundation innovated as well by linking the insurance with agricultural 

products such as seed and fertilizers (11). Indeed, the bottom of the pyramid – by definition – 

operates with a shoestring budget. Therefore, since they have only little capital to spare, 

overcoming the initial outlay to invest in higher quality seed or fertilizers is very risky. As 

Goslinga (2010) explains “As mentioned, insurance is generally a hard sell to farmers. If 

insurance is linked to products, like seeds and fertilizer, that a farmer already values and 

buys, he or she may be more likely to buy insurance.” After being covered by the insurance, 

the farmers will be able to invest in improved farm inputs even after a bad season. Jane 
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Gathoni, a mother of one and caretaker of two orphans, has farmed for the past 11 years on 2 

acres (0.8 hectare) of land and joined the Kilimo Salama program soon after its launch. When 

she received a payment for of her harvest, she said “This is a good idea because when you 

lose from a harvest, there is a fallback to help you buy farm inputs the next season. This really 

helps." 

As we saw in the literature review, one of the main needs for innovation is to avoid moral 

hazard. An innovation was therefore to develop a weather-based index insurance to link 

indemnity with an independent and neutral index that is not related directly to the individual 

farm-level yield. (12) As farmers have little incentive to neglect their farm once they have 

bought insurance because they receive no payout if the measured rains are sufficient, moral 

hazard is reduced. Kilimo Salama therefore developed indexes and growth plans for every 

insured seed. For instance, the index of a maize drought contract is generally divided into a 

three-phase contract, where different minimum rainfall requirements apply at each phase of 

crop growth. Goslinga explains “To ensure that contracts also reflect the frequency of 

rainfall, the phases are subdivided in blocks of 5 to 10 days for which a minimum level of 

rainfall is established. When measured rainfall is below the defined minimum threshold in a 

block, a payout is triggered.”  

The innovation also lays by the way how “growth” models are established and how 

damages are measured. The use of these indexes indeed serves the goal of minimizing the 

costs, since the growth models apply for every farm in the region. (13) Kilimo Salama 

determined these innovative indexes by using a model from the Water Requirement 

Satisfaction Index (WRSI) of the Food and Agriculture Organization of the United Nations 

based on local historical climate data, crop variety characteristics, as well as farmer 

feedbacks. 

Of course the emergence of technological development enables new forms of (dis)savings, 

since both premiums and payouts are automatically transferred via the M-PESA mobile 

payment service (14). Without this technological development, and the need for an easy way 

to transfer money, innovation would not have taken place. As Marco Ferroni, Executive 

Director of the Syngenta Foundation, says: “Also, payouts go directly to farmers, not to a 

middleman or a loan provider”. 
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A new type of insurance contract was also needed on this incomplete financial market, 

since farmers' lack of trust in proposed insurance schemes had posed a significant barrier. (15) 

There was therefore for innovating in a new type of contract. As James Wambugu, Executive 

Director of UAP explains “We believe Kilimo Salama can revolutionize insurance and make it 

accessible to farmers. By using the weather stations to verify local weather conditions, we are 

avoiding claims procedures that have created mistrust and led people to avoid insurance. As 

such, this strategy has the potential to make agricultural micro-insurance affordable and 

attractive for smallholder farmers and economically viable for insurance companies in 

developing countries that had previously written off the agricultural sector.” Further, a new 

contract signed by barcode scanning offers the possibility for illiterate clients to be target of 

insurance as well. 

We saw in literature review the risk of “adverse selection” where farmers in the riskiest 

situation are the one that are most eager to purchase insurance. By developing a new 

insurance contract based on weather-based index, Kilimo Salama fixed the premiums as a 

measurable, objective and correlated risk to yield. Therefore, they can minimize the risk of 

adverse selection. (16)  

Another need for innovating in a new insurance contract was to minimize the costs. 

Indeed, conventional crop insurances require field inspection at the time the policy is issued, 

as well as visits on site to estimate and confirm damages. Such procedures can be cost-

effective for large farms, but are far too expensive to be practical in places like Kenya, where 

most farming is done on small plots outside of rural villages. (17) 

Also the fact that the contracts are signed electronically through barcode scanning is 

innovating. It avoids expensive costs, since the process is immediate and avoids field 

inspection at the time the policy is issued. (18)  

One of the challenge for Kilimo Salama was to innovative in new service and 

communication processes to customers and intermediaries, since the mistrust from farmers 

towards insurance made the financial market incomplete. (19) Indeed, a survey conducted 

during the pilot project showed that 70% of insured farmers said they preferred to get 

insurance from their local stockist, whereas 20% said they preferred to get it from an 

insurance agent, the traditionally accepted point of sale for insurance. Therefore, Kilimo 

Salama sells the insurance exclusively via local stockists. Of course, this required Kilimo 
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Salama to think about new processes. As Goslinga (2010) explains “stockists needed training 

on the insurance product and on the registration and payout system. The stockists were 

guided through the transaction processes and given follow-up training once farmers started 

buying seeds and registering the product.” 

This new processes were only possible with fully automated processes, from subscribing 

the insurance policy, to getting the payouts, via transmission of weather statistics. Only these 

automatic, objective and independent processes could enable to avoid asymmetric information 

and agency relations (20). 

With no field surveys, no paperwork and no middlemen, transaction costs are minimal. 

(21) 

Using M-PESA combined with the automated weather stations allows farmers to quickly 

collect payouts with virtually no claims process and no need for an agent to visit the farm to 

confirm losses. (22). This was only possible with the emergence of new technologies such as: 

GPRS and M-PESA payment platform that enable transmission of client data and easy 

communication path with the clients, as well as data transmission from the weather stations. 

These innovations can also be classified by their business functions. 

From the procurement side, there was a need of convergence with the telecommunications 

industry to target the segment of little farmers. (23) This convergence will be deeper analyzed 

in the second part. 

Kilimo Salama carefully selected the area where to start the pilot project and selected a 

region where farmers had been trained in conversation agriculture techniques. Conservation 

agriculture reduces their vulnerability to climate risk. (24). Farmers in semi-arid regions need 

to use improved farming techniques to conserve the land and the water in the soil, thus being 

able to harvet any crop. In this context, farmers can secure an income from farming in normal 

years, and in years with extreme weather, insurance can step in. In the pilot project, in order to 

decrease moral hazard and adverse selection, only farmers who were willing to adopt 

conservation agriculture were eligible for insurance. 

From the production of goods and services, research minimization of costs is obvious. 

Kilimo Salama therefore based on index-based insurance with fully automated weather 

stations. With these fully automated weather stations, both the insurer and the resinsurer could 
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have confidence in the measurements being taken, as well as the assurance, that the data 

would be available in time. The farmer does not need to show proof of crop damage. "This is 

a very innovative way of determining where there was a crop failure from lack of rainfall or 

excess of rain", said John Barorot, Safaricom's chief technical officer. (25)  

The context of globalization played a major role in procurement. Not only did Syngenta 

Foundation initiated the project, but they also financed the weather-stations with an expense 

of $ 4.000,- per station. Kilimo Salama is therefore an initiative partially financed by a Swiss 

NGO with the mission of increasing productivity and securing food in Africa. This is called 

financial globalization (26).  

The emergence of new technologies also enabled the innovation within procurement. The 

technology of solar panels for the weather stations that enable the insurance to easily 

implement weather stations in the regions and easily provide the data to measure the indexes. 

(27) Solar energy means low operating costs, ease of maintenance, carbon neutral, and zero 

footprint. 

The innovation was to link the insurance with inputs products for the farm. (28) The pilot 

project in the region of Nanyuki showed the success of this program: the average amount of 

seed insured has risen from 2 kilograms per farmer to 4 kilograms. Also, while initially 

farmers were mainly purchasing insurance only for seeds, they are now purchasing it for 

fertilizer, as well—for an average of 50 kilograms of fertilizer per farmer. 

The problem of asymmetric information forced Kilimo Salama to propose training and 

communication to the farmers, to avoid farmers to feel cheated in years with no payouts. (29) 

Kilimo Salama therefore developed brochures for farmers in their local languages to illustrate 

how index insurance works and what it would and would not cover. They further organized 

training sessions conducted by NGOs and Ministry of Agriculture extension staff. They also 

made campaign with mass media and radios. Goslinga explains that the training was pivotal in 

the pilot project: 90% of insured farmers participated in training, and 96% reported that the 

training made insurance understandable. 

Kilimo Salama needed to drastically reduce costs to be able to price products and services 

at a low-level. As Marco Ferroni, Executive Director of the Syngenta Foundation says “We 

have in Kilimo Salama a micro-insurance strategy that will work. By utilizing state-of-the-art 

risk management tools, revolutionary mobile phone technologies, and the knowledge and 
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expertise of farmers and rural business men and women, we have developed for the first time 

a model for providing farmers with reliable, low-cost cover from the vagaries of extreme 

weather.” (30) 

The M-PESA platform globalizes the financial aspect of the Kilimo Salama project, since 

one single and global system is used for every clients, stockists and insurance.(31) 

The production of goods and services was possible with the emergence and market 

penetration of GPRS to send SMS to the clients, as well as the M-PESA payment system. (32) 

As Rose Goslinga explains “M-PESA was the main reason we picked Kenya. Everybody has 

an M-PESA account in Kenya, which means all of a sudden everybody has a bank account. 

Now we can send money, even really small amounts, via SMS to individual people.” 

Another aspect of innovation to target this incomplete market of poor farmers build trust 

by allowing farmers to purchase policies for relatively little cash out-of-pocket and on a "pay 

as you plant" basis. (33) Further, partnering with agricultural companies that sponsor 

premiums enabled Kilimo Salama to avoid dependence on government subsidies and thus 

increased trust among farmers. 

To penetrate the market via stockists and avoid asymmetric information, it required 

Kilimo Salama to carefully select and train the stockists. (34) During the pilot project for 

instance, only 6 of about 30 stockists in the area were selected to distribute the insurance, 

based on their reputation and certifications. This selection got approved from both UAP 

Insurance and Syngenta Foundation. 

Targeting the market of small farmers in Africa was deeply correlated with the challenges 

of costs minimizing. Therefore, the innovation took place by not deploying traditional 

networks of insurers prospecting. Rather, Kilimo Salama uses the same stockists that simply 

have one item more in their shop. (35) As Goslinga (2010) explains, “for a stockiest, 

distributing insurance makes sense as well: their revenue and turnover are closely related to 

climatic circumstances because their clients buy products only when it rains. Without rains, a 

stockist’s turnover simply halts.” 

As we saw in the introduction of microinsurance, the market is huge and can represent 2 

to 3 billion policies. The financial globalization happening is characterized by the will to 

extend to new markets, new countries. It is also very likely that the initiative will be replicated 
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on other continents if the requirements are met (availability of historical weather data, etc).  

(36) 

The market penetration was only possible with the QR-Codes that are scanned with the 

cameras of the cell phones and through the easily automated processes. (37) The pilot project 

demonstrated that some farmers tried more than four times to send their registration code per 

SMS, often failing from spelling errors. With the new technology of QR-Codes, the process in 

simplified and enable a better market penetration, also among illiterate clients.  

We understood that the market was incomplete for small farmers because of the funding 

aspect. Goslinga explains that “Previous experiments in micro-insurance for smallholder 

farmers have relied on subsidies or funding from international aid institutions, leading to 

questions about their ability to be scaled-up and sustained over the long term.” The 

innovation happened by designing a premium-sharing arrangement (38). Particularly the 

inputs companies have an interest in the farmers’ not losing income in case of bad weather, 

since they also suffer with their clients when rains and crops fail. Therefore, the inputs 

companies pay part of the premium according to their interest, as we saw illustrated earlier in 

figure 6.1. 

The emergence of technology significantly enabled the funding. Betty Mwangi, Chief 

Officer of New Products Division at Safaricom explains that their investments serve rural 

markets: “We are happy to support a project that organizes a complex business 

administration over our expansive national 3G network. The close link to rural shops and 

farmers insures that thousands of farmers will have fast, efficient, and reliable service and 

shows that there is great potential for many other applications that link mobile technology 

with the needs of farmers and people in rural areas. This is the kind of innovation that 

underwrites our market leadership.” (39) 

2. Grundfos Lifelink 

The framework used to analyze Kilimo Salama was specific for insurance, as we based on 

Farny’s insurance innovation list. Therefore we will not detail the innovation services from 

Grundfos within the same framework. We will only make parallels between the two cases and 

highlight that the six origins of financial innovations from Tufano also apply on services 

innovation in the Grundfos case. Indeed: 
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1) The presence of incomplete (financial) markets 

As for crop insurance that is lacking for poor and small farmers, the innovation in the 

Grundfos LIFELINK case happened because of an incomplete market of water supply. Indeed 

the initiator of the project got the idea by seeing areas with poor or lacking water 

infrastructures and having the will to serve this market. 

Jamie Skinner, from the International Institute for Environment & Development 

comments on the water market in Africa: “Across rural Africa, some 50,000 water supply 

points have failed, representing a waste of US$215-360 million. It seems simple and obvious 

but it needs to be said: there is little point in drilling wells if there is no system to maintain 

them. Every day that a borehole does not provide safe water, people are obliged to drink from 

unclean pools and rivers, exposing them to water-borne diseases.” 

 

If we look at the innovation from business functions point of view, we notice that the 

procurement also required Grundfos to converge with the telecommunication industry and the 

solar technology. There is a clear parallel with the Kilimo Salama case.  

Regarding the production of goods and services, there was a need for Grundfos to 

highlight the advantage of safe water, since the bottom of the pyramid was not used to pay for 

water. Villagers usually collect water from free hand-pumped well or from sources such as 

lakes and rivers.  

Gaining trust is not a challenge in this case, as water is a basic need understood by 

everyone. However, the challenge of funding remains very similar. Indeed, Grundfos wanted 

the project to generate profit and not to be dependent on NGO or governmental subsidies. The 

aim was to guarantee sustainability and to be able scale. 

 

2) The problem of asymmetric information and agency relations 

One of the challenges in the Grundfos LIFELINK case, similarly to Kilimo Salama, was 

to design a sustainable revenue management system. We mentioned in the previous part the 

choice from Grundfos LIFELINK to partner with Safaricom and its M-PESA system. The M-

PESA system preserves from asymmetric information, since it is secure, user-friendly, closed 

and transparent. It enables Grundfos LIFELINK to collect 100% of the revenue in a simple 

way. It is also a great tool for transparent wage payment. 

Asymmetrical access to pricing information is a weakness of rural markets. Intermediaries 

can buy cheaply of resell it at a higher price. In order to avoid this, having access to the same 
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information is crucial. The high mobile phone penetration in Kenya and the apps that require 

a low level of literacy to understand provide farmers with the required information. 

 

3) The research of minimization of transaction, search and marketing costs 

Once again similarly to Kilimo Salama, Grundfos LIFELINK faced the challenge to price 

the water supply at a low price in order to target this market. Reaching a low price required a 

research to minimize the costs. With this goal in mind, the Smart Card –the electronic pump 

key- is an important innovation. One Smart Card enables to draw water, distribute water to 

e.g. school, clinic and farms, transfer e-money as well as transfer wage to water vendor. 

Similarly to Kilimo Salama, Grundfos LIFELINK takes advantage of economy of scales 

of transactions costs. Indeed, they avoid paperwork and expensive procedures. The vendor is 

remunerated on wage, which minimizes marketing expenses. Also solar energy means low 

operating costs and easy maintenance. 

 

4) The risk management in a context of increasing financial globalization 

The risk management in the case of Grundfos LIFELINK is out of scope in this thesis. We 

will only mention the similarity of globalization since the project was also initiated by a 

European company to develop projects in Africa. Regarding risk, we can also mention that the 

M-PESA system sends automatically the data from every payment transaction to the Grundfos 

servers located in Denmark. With this information, we cannot deny a risk management, but 

the discussion and motivations for this theme will not be further elaborated here. 

 

5) The emergence of technological chocks 

The implementation of the water supply system depends entirely on M-PESA mobile 

payment system. It guarantees a risk-free and cashless payment. The process is quite simple: 

villagers buy an electronic pump key to access to safe water. Villagers can recharge the pump 

keys with M-PESA as need, days and nights, seven days a week. The minimum recharge is 

$1.25, which pays for at least 20 jerry cans of water. Payments flow directly to the system 

account and are immediately visible on Grundfos servers as well. M-PESA system account 

then pays for maintenance and repays the community loan for the well.  

 

6) The response to tax and regulatory forces 

Even if we did not try to analyze tax and regulatory forces in this thesis, we can perfectly 

assume the effect it could have on innovation. For instance, if a government decides to 
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regulate water collection with for instance a law forbidding collecting impure surface water 

source such as a lake or river, then it is likely that the industries will innovate provide 

solutions. 

Another example would be if a government decides to provide tax benefits to villages 

pumping safe groundwater. Then an innovation is likely to happen, and a business model 

would develop to benefit from both governmental subventions as well as possible water 

pricing. 

 

 

The decomposition of the innovation within the cases enabled us to understand the 

importance of the process by which different technologies and knowledge are merging 

together to pursue a common goal: delivering crop-insurance to bottom of the pyramid 

farmers. This process is called convergence, and we would like now to understand the 

implications of this phenomenon. 

B. Convergence analysis 

We noticed in the case of Kilimo Salama that we can hardly talk about one convergence, 

rather from a set – or a combination – of various convergences. 

We think it is important to be able to analyze the various convergences separately. The 

importance or the priority of the convergences will not be a discussion here; therefore no 

ranking should be interpreted through the order of the nominations. Further, as 

(micro)insurance remains the main goal of these convergences, we will relate the 

convergences to UAP, though we know –but won’t detail– a convergence between for 

example the stockists and the telecommunication industry.  

1. A set of convergences 

The first and obvious convergence, previous to Kilimo Salama, but playing a key role in 

this project, is the convergence between the telecommunication industry and the banking 

services through the mobile payment function. This is a typical ICT convergence, or with 

Yoffie’s (1996) definition, the unification of functions – the coming together of previously 

distinct products which employ digital technologies. 

But as mentioned in the literature review, there is a need for further attention to 

convergence of services. Thus we will focus of the services convergences that are inherent to 

the Kilimo Salama project. 
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A first critical convergence takes place between UAP and the telecommunication industry, 

as the M-PESA system developed by Safaricom is the bridge between the farmers, stockists 

and UAP. M-PESA was already developed, used and increasing its market penetration before 

the Kilimo Salama project started. Kilimo Salama cooperated with Safaricom and further 

developed its own application for cellphone that is compatible with the M-PESA system. 

Kilimo Salama app is the visual interface for the farmers, and is the technological interface 

that links to the M-PESA servers. 

In the Grundfos Lifelink case, a similar convergence takes place. Grundfos Lifelink 

indeed uses M-PESA as payment system. Grundfos also developed its own application above 

the M-PESA structure that serves as visual interface for villagers. 

 

Convergence also happens between the insurance industry and the scientific market of 

meteorology. We observed an erosion of boundaries that define and isolate industry-specific 

knowledge. Indeed, whereas UAP is getting knowledge on weathers risks and frequency, the 

Kenyan Meteorological Department is getting know-how in calculating weather-based index 

for crop-insurance damages and payouts. Therefore, as defined by Pennings and Puranam 

(2001), we face here a convergence between previously disjointed markets. This convergence 

is seen as an innovation because of the changes in terms of market relationships.  

 

We further noticed a convergence between the insurance industry and the stockists’ 

industry. Through the data collection, we questioned several times if the relation between 

UAP and the stockists is to be seen as a simple business relationship, or if we face a 

convergence as well. Due to the blur of the boundaries of the stockists’ knowledge and the 

growing overlaps of their functions, we considered we are facing a convergence. Stockists 

were indeed trained in conservative agriculture, but in insurance and crop-insurance as well, 

and got further trained on M-PESA and the telecommunication services. Nordman (2004) 

describes convergence as enabling technologies and knowledge systems that enable each 

other in the pursuit of common goal, and Bauer and co. (2003) describe convergence as 

processes that reduce the difference between activities. Crossing these two views on 

convergence, we decided that the collaborative network appearing between the insurance 

industry and the stockists’ industry is seen as a convergence.  
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We further noticed a convergence between UAP and Syngenta Foundation. As mentioned 

in the literature review, firms are often lacking familiarity with the relevant knowledge 

needed for framing and understanding the processes around convergence of ideas and goals. It 

appeared in the case that UAP had already an interest in providing agricultural insurance for 

farmers. However, Kilimo Salama was born with the cooperation with Syngenta Foundation. 

We therefore take this relationship as a convergence of knowledge systems. Syngenta 

Foundation itself could not provide insurance, since they are no insurance company. 

However, they can provide knowledge in idea generation, they can network, they can raise 

money from international investors, and they have enough knowledge to support the 

coordination of the project. 

 

Having observed these convergences, we now would like to focus on the endogenous and 

exogenous perspectives of the convergence, thus, analyze how inflections come from internal 

or external factors of the firm. 

 

2. Drivers of convergences 

Whereas the firms’ searches for new opportunities in other economic sectors are visible 

elements of action and reaction leading to convergence, other factors at the market, economic 

or industry level can influence the interaction between different stakeholders. The table 6.2 

represents the endogenous and exogenous drivers of convergence listed by Hacklin (2008) 

completed with our findings within the case of Kilimo Salama and Grundfos. 

 

Table 6.2: Drivers of convergence in Kilimo Salama 

Endogenous drivers (firm-

level) 

Kilimo Salama Grundfos 

- firms' search for innovative 
opportunities in other economic 

sectors 

UAP Insurance wanted to 
serve new clients and new 

coverage’s (endogenous to 
UAP) 

Grundfos wanted to 
deliver water-supply to 

the bottom of the pyramid 

- new technologies that link 

up individual products into a 
larger system 

New technologies enable to 

harmonize client data within 
the insurance company 
(endogenous to UAP) 

New technologies 

enable a centralization of 
data through the 
worldwide companies of 

Grundfos Group (ERP-
Systems) 
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- new technologies are 

discovered which map onto 
needs already being satisfied by 

existing technologies 

The 3G network enables 

more transactions and is faster 
than the previous GPRS 

technology (endogenous to 
Safaricom) 

The solar technology 

replaces the traditional 
electricity, and is a 

crucial driver for the 
Grundfos Lifelink case. 

- firm diversification and 

increasingly broader 
technological scopes 

Telecom is now also 

offering payment-systems 
(endogenous to Safaricom). 

Agro-chemical companies are 
know becoming part of 

insurance premiums 
(endogenous to the input 

companies) 

The core business 

from Grundfos is the 
manufacturing from 

pumps. Grundfos looks 
for diversification of 

applications of pumps. 

- start-up firms providing 
managerial creativity 

Though Syngenta 
Foundation is a foundation 

and not a firm, we noticed that 
Syngenta Foundation covers 

this function within Kilimo 
Salama project 

Grundfos Group 
place innovation as core 

business advantage and 
employ 50 R&D 

engineers dedicated to 
OEM solutions 

Exogenous drivers 

(industry-level) 

Kilimo Salama Grundfos 

- technical change, growth Mobile network, mobile 

services and solar technology 

Solar technology and 

mobile services 

- the greater the number of 

sectors, the more the same 
knowledge base is shared and 

the more specialized is the 
economy: hence, the greater the 

probability that information 
spills over 

There is currently a large innovation wave on 

applications (Apps) for cellphone, having dynamic effects 
on services provided. There is a greater number of sectors 

converging to Applications technology, there was 
therefore a greater probability that the insurance and 

water-supply industries converge to the applications as 
well. 

- emergence of pools of 

collective knowledge 

Emergence of pools of 

knowledge on microcredit and 
microinsurance. For example, 

the Microinsurance Network, 
or ILO's Microinsurance 

Innovation Facility… 

Collective knowledge 

shared and combined 
between  by the more 

than 80 Grundfos 
Group's companies in 

more than 55 countries. 

- augmenting connectivity 
and interconnectedness provided 

through common standards 

M-Pesa becomes a 
standard in Kenya, with high 

market penetration, and is very 
easy to use for end-clients 

M-Pesa becomes a 
standard in Kenya, with 

high market penetration, 
and is very easy to use 

for end-clients 

- several multifunctional 
devices 

A cellphone is a payment 
system, a subscription form, as 

well as a source to obtain 
weather information 

A cellphone is a 
payment system and an 

alert system for reporting 
issues. A pump station is 

a pump + a chip scanner 
+ an intelligent system 

- ubiquity of information Automated weather 

stations enable the capacity to 
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be everywhere at the same 

time 

- deregulation Insurance needs approval 

from authorities. Goslinga 
mentions that the Kenyan 

regulatory authorities were 
also willing to allow such a 

product on the market. 

 The local water 

boards allow Grundfos to 
become a water supplier 

and charge for a public 
good 

- growing similarity of 
demands across groups of 

consumers 

 Acceptance and demand 
for mobile services. 

Acceptance and demand for 
productivity enhancing 

products and services 

Similarity of demand 
on safe water supply 

across Base of the 
Pyramid on every 

continent 

- growing opportunities for 
product bundling 

Bundling agro-products 
with insurance 

  

- omnipresence of supplied 
product components 

Omnipresence of 
Safaricom + large area of 

retailers 

 Omnipresence of 
Safaricom 

- legal chances 
Out of scope Out of scope 

- product bundling, customer 
demand for "one stop shopping", 

i.e., a desire to obtain in a single 
transaction a product that 

satisfies multiple needs 

Bundling agro-products 
with insurance sold at the 

local stockist 

  

- globalization International network from 
partners to enable the project 

in Kenya 

International network 
from partners to enable 

the project in Kenya 

- digitalization Digitalization of processes The electronic 
channels enable 

digitalization of clients 
data, consumptions 

statistics and 
transactions 

- societal change Motivation for "social 

economy", "social 
development", and "micro-

credit"+ cultural change in 
Africa with "insurance" 

concept 

Growing interest for 

sustainability 

 

Endogenous drivers can push a company engaging in convergence to early-mover 

advantages. These companies are more likely to enter into new markets and to benefit from 

competitive advantages compared to competitors. 
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Exogenous drivers of convergence can accelerate that a company is forced to enter into a 

converging technology approach to innovation. (Larsen et al, 2009) 

 

Syngenta Foundation/Kilimo Salama as well as Grundfos illustrate in the table above clear 

impact of endogenous and exogenous drivers which have led them to first take action to seek 

further knowledge and their success has been aided by the development in other industries as 

well among the target population and later customer base.  

 

The four stages of an evolutionary convergence process can provide companies to 

strategic vision and strategic planning in adapting to the new market boundaries. The 

evolutionary stage model of convergence can therefore be viewed as an exogenous driver of 

the ongoing adjustment to the market and should thus be a strategic pursuit for innovative and 

knowledge-intensive firms (Larsen et al, 2009). 

3. Evolutionary stages of convergence 

The convergence between the Kenyan Meteorological Department and UAP insurance 

focuses on underlying knowledge coming together. The two companies are sharing their two 

distinct knowledge bases. No technology has been associated (yet). They share the knowledge 

but keep their own distinct value chains. The commercial phase of this convergence is not 

entered (yet) because their business models are (still) not intersected. According to Hacklin 

(2008) framework, we qualify this convergence as “Knowledge convergence”.  

 

In the relationship between UAP Insurance and the stockists, we noticed a clear 

convergence of processes, showing opportunities of diversification for established stockists. 

From a market point of view, there are more players providing the same function of selling 

insurances. Both UAP Insurance and the stockists benefit from this new economic advantage. 

We qualify this convergence at the second step of the evolutionary stages of convergence: 

“technological convergence”. Technological, as seen in the definitions of convergence, can 

also refer to the processes, value propositions and knowledge systems. Hackling describes 

that at this stage of the convergence, “the cost of integrating the knowledge bases goes below 

the cost of keeping them separate, since it is all encapsulated within the emerging converged 

–hence same– knowledge base” (Hacklin, 2008).  
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We position the convergence between UAP Insurance and Syngenta Foundation at the 

second stage of the evolutionary stages of convergence. Indeed, there is already an inter-

industry knowledge base. They combined their knowledge for a common technology. We 

hesitated highly between the technological stage and the applicational stage. However, we 

noticed that their common technology is still not a standard, and though they designed a 

common business model, this one is still to be proven. Therefore, at this stage of the 

convergence, we qualify them as “Technological convergence” as well. However the 

probability for this convergence to position itself to the next stage of standards and new value 

creation is high. 

 

As for the convergence between M-PESA and Kilimo Salama, as well as M-PESA and 

Grundfos, they are clearly positioned as applicational convergence. As the technological 

convergence can be regarded as mostly explored and exploited by now, the company focuses 

on developing services that leverage the underlying advantages provided by the technological 

basis. The common technologies behind M-PESA became standards in Kenya, as observed 

through its high market penetration. M-PESA reached 14.9 million users. The service is now 

available to 82.4 percent of Safaricom’s 18.1 million subscribers, and accounts for 16 percent 

of revenue. Safaricom believes that M-PESA has potential for growth, including in areas such 

as micro-insurance, micro-saving and micro-credit. There are opportunities for new value 

creations, and the business models of different industries collide. 

 

In such a context, Safaricom has landed its M-PESA product in the industrial stage of 

convergence. Industrial convergence is an advancement of applicational convergence towards 

the level of industries. The dominant design is established and a new commercial platform is 

formed at the interface of the two existing industries of telecommunication and banking 

sector. This means that companies from previously distinct industries suddenly become 

competitors: M-PESA payment system is now a competitor to Visa, Mastercard and 

traditional banking payment system. 

 

The figure 6.2 resumes our findings. 
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Figure 6.2: Kilimo Salama findings on evolutionary stages of convergence 

 

 

The evolutionary stages of convergence process imply changes of industry over time in 

terms of business models, standardization, modularity and knowledge combinations. 

Converging technologies may impact market conditions in a radical, path-breaking, way. 

Companies reacting can benefit from opportunities, or can either threat their existence if they 

fail to respond to these changes. In order to build an adequate strategy to the convergence 

stage, companies can position themselves at a given stage of the co-evolutionary convergence 

process. 

4. Co-evolutionary positioning of firms 

All stages of the previous framework will create opportunities and challenges for the 

firms. By crossing the evolutionary stage of convergence with the age or maturity of a firm, it 

is possible to define segments that group firms sharing similar characteristics regarding 

strategic management of innovation and business development. 

 

To determine the position of the firms, we drew the following table 6.2 with their clusters: 

 

Table 6.2: Clustering partners to determine the co-evolution classes 

Convergence Stage of 

convergence 

Maturity Co-evolutionary position 

Safari
com 

Banking 
Sector 

Industrial 
Ma

ture 
Ma

ture 
Reincarnat

ing Giants 
Reincarnat

ing Giants 

Safari
com 

Kilimo 
Salama 

Applicatio
nal 

Ma
ture 

Ent
rant 

Reincarnat
ing Giants 

Vertical 
Attackers 

 UAP Insurance 

& Kenyan 

Meteorological 

Department 

 UAP Insurance 

& Stockists 

 

 UAP Insurance 

& Syngenta 

Foundation 

 

 Kilimo Salama 

& Safaricom 

 

 Grundfos & 

Safaricom 

 

 

 Telecommunica

tion & Banking 

sector 

(M-PESA) 
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Safari
com 

Grundfos 
Applicatio

nal 
Ma

ture 
Ma

ture 
Reincarnat

ing Giants 
Reincarnat

ing Giants 

UAP 

Insurance 
Stockists 

Technolog

ical 

Ma

ture 

Ent

rant 

Platform 

consolidators 

Pioneer 

Disruptors 

UAP 

Insurance 
Syngenta 

Technolog

ical 

Ma

ture 

Ent

rant 

Platform 

consolidators 

Pioneer 

Disruptors 

UAP 

Insurance 

Meteorolog

ical Department 

Knowledg

e 

Ma

ture 

Ma

ture 

Platform 

consolidators 

Platform 

consolidators 

 

As a result of the above table, and base on the framework from Hacklin (2008), it appears 

in our case study that Safaricom is at a stage of “Reincarnating Giants”.  

The analysis for Grundfos is very interesting. Indeed, if we try to position Grundfos 

Group, and its established maturity, then is Grundfos a reincarnating giant, innovating in 

water supply besides its manufacturing of pumps. However, if we take Grundfos Lifelink as a 

new, entrant, water supply company, then it belongs to the class of vertical attackers.  

The initiative of Kilimo Salama is seen as a vertical attacker in the microinsurance. 

UAP Insurance is currently positioned as platform consolidator. When the business model 

will be proven, and UAP Insurance reaches the breakeven point, then it will achieve the 

applicational stage and belong to the reincarnating giants. 

The Kenyan Meteorological Department is also a platform consolidator. 

The stockists can be seen either as pioneering disruptors or as platform consolidators 

depending on their age compared to the median age of the stockists in their sector. 

Finally Syngenta Foundation is positioned as a pioneering disruptor. Similarly to UAP 

Insurance, it will achieve the class of vertical attackers once the business model will be 

proven. 

 

The pioneering disruptors have a strategic focus on knowledge or technological 

convergence. They explore platforms and co-evolve with the system. They harness their 

attacker’s advantages, and shape, build, scape to the changes on the market.  

 

The vertical attackers are companies with specific assets, and may take advantage of their 

expertise. They exploit business model conflicts and may put pressure on existing companies 

when reaching the commercialization stage of the innovation. They are rule-making through. 

The companies can be more agile on the markets compared to established companies, because 

their capabilities and resources are more flexible. Their strategic advantage to protect their 
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innovation is to induce dependency or to exit. They harness their advantages and their 

managerial guidelines are to infringe, induce and achieve. The established mature companies 

have to play by the same rules as the entrant companies. 

 

Platform consolidators are mainly established companies that seek to diversify their 

products by exploring innovation through a converging technology perspective. They search 

for complementarities and internalize coopetition by searching internally how to create 

synergies. This organizational exploration is the process to rediscovering assets. If strategic 

learning is in place in the company, it will enable to grow in the convergence process. Hence, 

platform consolidators search, build and grow. 

 

The reincarnating giants are large companies with a strong foothold in an industry that 

complement or acquire platforms. They may invest in value network activities and become a 

strong networking partner in collaboration. They enter a cold-hearted commercialization and 

may seek contact with entrant and established companies to participate to innovation. At this 

stage, they may open up parts of the company to create opportunities in further convergence, 

but remain competitor on other parts of the company. They exploit their organization but keep 

rediscovering their assets. At their stage, it is also important to protect their innovation. 

Reincarnating giants managerial guidelines are therefore to search, leverage and protect. 

 

The figure 6.3 illustrates the strategic position of the partners within the co-evolutionary 

framework of convergence. 
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Figure 6.3: Positioning partners in the co-evolutionary framework 

 

The analysis of the convergences in the cases confirmed that external knowledge is 

needed for convergence. Companies engaging in innovation projects with converging 

technologies face challenges and gaps. It is therefore important to get appropriate external 

assistance and to collaborate with a common goal of commercialization. 

 

C. Collaboration and resource-based-view analysis 

1. Kilimo Salama Case 

a) Partner selection 

Syngenta Foundation for Sustainable Agriculture is an independent non-profit 

organization established by Syngenta, a large agri-business company based in Switzerland. 

Their mission is to develop research and products to small-scale farmers in developing 

countries. 

 

The importance of collaboration within our case study first shows up by the choice of 

region to try the pilot. After having drawn a list of factors required for the project to be 
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successful (such as sufficient weather data to develop an index, risk of drought, lack of 

government subsidies…), the Syngenta Foundation down selected several countries including 

Mali, Zambia, Tanzania, Ghana and Kenya. 

Kenya was picked as the best site to develop the product only after viable partners came 

on board. Hence, collaboration and serious partners drove the location of this innovation.  

 

At that time, UAP Insurance in Kenya had already employed an agronomist to develop 

products for large-scale farmers. They were also independently exploring the idea of 

developing products to reach small-scale farmers.  

The presence of an agronomist sent to Syngenta Foundation a signal that UAP Insurance 

was serious about developing its agriculture portfolio. This was a resource beyond pure 

insurance industry knowledge that Syngenta Foundation had identified as critical for success. 

UAP therefore became an ideal partner for this project with their experience in agricultural 

insurance policies.  

The product Kilimo Salama went through the UAP’s formal approval process: a proposal 

was written, approved by a technical committee and signed off with final approval by top 

executives. 

 

The Kenyan Meteorological Department has a secondary but important role in Kilimo 

Salama. It was a necessity for Syngenta Foundation and UAP that the Kenyan Meteorological 

Department joins the project. Besides providing historical data to calculate the index, their 

current role is to certify and approve the automated weather stations that are used by the 

program, and to transmit the data to UAP, which uses the data to calculate any payouts at the 

end of the season.  

 

As Kilimo Salama aimed at being a sustainable business an appropriate way to transfer 

money between the insurer and the insured was necessary. Safaricom is the largest mobile 

network operator in Kenya with 80% of the market. In addition it had also developed and 

successfully introduced a mobile banking system, M-PESA, in the Kenyan market which 

targeted the large unbanked population in Kenya. It therefore provided a tremendous network 

for reaching small-scale farmers which falls into the same category. The product approval 

went through Safaricom’s gate process, including developing the concept and requirements, 

attaining executive final approval, piloting and scaling.  
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The main challenge proved to reach the vast amount of farmers with regards to sales and 

marketing. The traditional way the insurance industry works by selling direct to the customers 

was early ruled out as inefficient both from an financial point of view due to the high cost 

structure that imposes as well as the limited reach such a network would have in terms of 

outlets. Yet another point was that insurance companies were poorly trusted among poor 

farmers and without building trust this project would fail to scale. 

 Kenya has much more stockists established than bank branches. They create a network of 

small businesses that are close to farmers and scattered inside rural communities. They were 

therefore chosen for the pilot project. Syngenta Foundation selected only 6 of about 30 

stockists in the area to distribute the insurance in the pilot project, based on their reputation 

and certifications. For the second phase of the project, Syngenta’s distributor helped the 

Foundation choose 50 dealers that were well established and had sufficient customer traffic.  

This allowed the project to scale fast without taking on large additional costs as the stockists 

were paid per insurance policy sold. 

Reputation, certifications and client base are criteria of seriousness for the Foundation to 

propose them to collaborate.   

 

CNFA/AGMARK is a non-for profit international organization which mission is to 

increase rural incomes by assisting farmers and rural entrepreneurs. During the pilot phase of 

the project, the important role of CNFA was to help identifying the certified stockists, help 

organizing training on index insurance, as well as help conducting surveys among pilot 

farmers and potential farmers. 

 

b) Resource-based values 

Though Syngenta Foundation is independent of Syngenta Company, Syngenta Company 

supported the Kilimo Salama project by provided access to its product distribution network of 

local agri-dealers. It was also a base of knowledge when it comes to the agricultural industry 

and profession in general. 

Syngenta Foundation however was in need of acquiring a lot of additional knowledge and 

resources in order to carry out a project of this scale.  

 

UAP Insurance had already developed products for large-scale farmers, meaning that the 

company had the available expertise in agricultural insurance that Syngenta Foundation was 
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looking for. That UAP also had hired an agronomist also made the interaction between the 

two easier as they (the agronomist and Syngenta Foundation) would speak a similar language. 

This would facilitate the exchange of knowledge between the two parties which was vital as 

they went on to develop a service offering to this new target audience. A substantial amount 

of new information would need to be translated into insights which would lead to an increased 

knowledge base critical for success.  

 

We mentioned earlier that insurance is generally hard to sell to Kenyan farmers. This was 

the first reason to link the insurance with the seeds and the fertilizers. As Rose Goslinga 

explains, the stockiest play the key role of explaining and selling the insurance. The stockists 

serve customers located near their stores and often cultivate close relationships with their 

clients. Since the farmer will already be visiting the stockiest and spending money there, 

convincing a farmer to spend a small extra sum on insurance there may be easier than if the 

farmer had to buy insurance at a separate specialized outlet.  

The stockist’s gave Syngenta Foundation access to local market knowledge such as 

consumer behavior and market potential. In return the stockist’s leveraged the research 

conducted by Syngenta Foundation and gained more knowledge about insurances. This 

resulted in a new product offering which reinforced the relationship they had with customers 

as the insurance is a service bought on a continuous basis and, if successful, is not a onetime 

transactional process.  

 

Safaricom’s strength was not only its tremendous network coverage, but its payment 

system M-PESA. This system makes the product affordable and convenient for farmers since 

many already have mobile phones. Safaricom has built up valuable resources in how to 

understand the customer behaviors and needs. This knowledge was leveraged when Syngenta 

Foundation based their payment method on the M-PESA system and developed a system that 

was easy to use and understand both by the stockists as well as the customers.  

 

c) Incentives 

Syngenta Foundation has a mandate by Syngenta AG to stimulate innovation and improve 

the business for small scale farmers predominantly in emerging markets. Syngenta AG will 

eventually gain from a broader customer base resulting in higher purchasing power among 

small scale farmers for the products offered by the company. 
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UAP had already ventured into the market of agricultural insurance. Based on existing 

practices in the insurance industry the market for its services was very limited in the markets 

where the company operates. UAP saw here an opportunity to expand the market greatly and 

build a prosperous market segment over time as the customer base grows both in numbers of 

premiums as well as building customer relationships with consumers with a potential for other 

insurance premiums as the farmers and their families improve their financial status from 

improved returns from farming. 

 

Safaricom gains instant benefits by having the payment system based on their system. The 

company generates revenues per transaction and the development costs for Safaricom were 

very low as most of the development was carried out by Syngenta Foundation.  

A clear additional benefit is that the whole ecosystem is built up around the users being 

subscribers to the Safaricom cellular services and which enables them to use the M-PESA 

system. As the importance for the platform grows, the more stickiness will Safaricom enjoy 

for its overall services.  

 

The stockists were first incentivized to sell the product by receiving a portion of the 

related profits. Moreover, their revenue and turnover are closely related to weather conditions, 

because their clients can only buy products when it rains. Some stockists also provide credit 

to farmers, so Kilimo Salama offers the stockists indirect coverage by protecting their clients 

and debtors. 

Furthermore, as Rose Goslinga explains “insurance can encourage stockists’ sales by 

making farmers feel more secure about investing in inputs in areas where the weather has 

been unpredictable. Moreover, when insurance is offered only by selected, certified, and 

trusted stockists, this arrangement can increase customers’ loyalty to stockists and increase 

sales to these businesses.” 

 

The input suppliers regard the insurance offer as a marketing tool. When they contribute 

premiums, they do this on the premise that the offer is exclusive to them and not offered by 

their competitors. Developing a premium sharing consortium was the basis for the Kenya 

drought insurance pilot launched in March 2009, and the consortium was expanded for the 

second phase, as many companies were keen to participate once they clearly saw its 

commercial advantage. 
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d) Financial risks and profitability 

The overall financial risk from the project Kilimo Salama is shared between Syngenta AG 

and UAP. Syngenta AG made the initial investment into Syngenta Foundation and Kilimo 

Salama by providing resources in terms of human as well as financial capital. UAP’s 

investment concerns the coverage of the premiums paid out when an event occurs. These are 

often larger than the collect revenue when a customer base grows rapidly and a return on 

investment is not calculated on a per year basis but on 10-20 years.  

In addition the International Finance Corportation (IFC), a member of the World Bank 

which promotes sustainable private sector investment in developing countries, supported the 

development and expansion of Kilimo Salama, the IFC granted $ 2.4 million to Syngenta in 

2010. 

Kilimo Salama is currently far from profitable. Financial literacy costs amount for 70 per 

cent of the total costs of Kilimo Salama, and taking into consideration that the program has 

already trained over 48,000 farmers. Taking out of the equation the financial literacy costs 

and despite the lack of numbers backing up some of the additional costs, the SF expects the 

program to break even by the end of 2013. To do so the program needs to reach certain scale, 

probably around the level of 50,000 customers. Nevertheless, reaching this target might be 

challenging due to the low renewal rates discussed in previous sections. 

As illustrated under the incentives for involvement in Kilimo Salama, Safaricom and the 

stockists gain almost instantly from their involvement as they earn per successfully completed 

sale and have both only a minimum investment to cover. This lowered the barrier for their 

acceptance and also guarantees their continuous involvement. 

2. Grundfos case 

a) Partner selection 

Grundfos set out a clear strategy for how the project should be implemented and 

highlighted areas where partners would be needed. Grundfos was a pump manufacturer and 

this project would turn it into a water supplier, quite a different role and therefore it first set 

up a separate team within the company to lead this project, later turned in to the entity 

Grundfos Lifelink. 

Grundfos already had an off-the-shelf pump suitable for the environment it would 

need to operate in. The water needed to be purified however and the company quickly found a 
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company in Denmark who specialized in water purification who could collaborate on this 

issue. The close proximity and the avoidance of cultural difference made this a smooth 

collaboration. 

Grundfos then needed off-grid power as the locations where the pumps would be 

installed were remote and lacked a reliable power supply. Grundfos could here leverage an 

already existing partnership with a solar panel manufacturer in Thailand. 

As a criteria was that the initiative should be financially sustainable on its own merits 

a payment system was also needed. A researcher with previous knowledge from the cellular 

industry quickly identified Safaricom’s m-banking system M-PESA as a potential solution 

and Grundfos therefore got in contact with Safaricom to pursue this possibility. 

Grundfos needed to engage with a local partner in order to market the service in 

Kenya. The choice was made to connect with a local NGO. A decision that later was reversed 

and Grundfos came to incorporate more resources and seek another kind of partnership with 

local water boards. 

b) Resource-based values 

Grundfos Lifelink is good case of what Foray (1993) named the recombination model. 

Grundfos makes use of existing appliances and repurposes them. They also go a step further 

by adding smaller differences, such as developing a payment system based on the M-PESA 

m-banking system.  

 All knowledge is built around the core expertise of Grundfos, delivering water in a 

reliable fashion.  

 The case therefore illustrates the importance of existing knowledge in product 

development that a successful company such as Grundfos possess, but it also a good example 

how difficult it is to engage in service innovation with limited prior knowledge.  

The pieces needed to develop the product were in place in a rapid manner and the fact 

that Grundfos is first and foremost and engineering company led to an efficient process in 

reaching this goal. However, the biggest step was for Grundfos to engage in retail of purified 

water. As pointed out by (Böring and Leker, 2007) technical gaps may not be the most 

difficult to overcome but the gaps on the market side. The sales strategy envisioned by 

Grundfos by collaborating with a local NGO and as a result the acceptance of the 

recommendations by this party led to wrongly assessed market opportunity and subsequently 

a failing service implementation as the targetable population was wrongly assessed.  
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What Grundfos realized was that a gap in the market understanding which was 

difficult to overcome by solely relying on an external partner. The company therefore made 

the decision to incorporate new knowledge by hiring two anthropologists in order to get a 

better assessment for the service it was set out to provide. This proved to be successful and 

also illustrates the core of RBV concept where an actor builds and maintains rare and valuable 

knowledge.  

The company was now better equipped when they dealt with local water boards which 

were critical to collaborate with in order to gain local knowledge as well as market 

acceptance. 

The end result was an accurate assessment of the market potential with water pumps 

installed in the right areas as well as a high adoption rate by having local support for the 

service offering.  

c) Incentives 

Grundfos set out to leverage an already existing product portfolio where they saw that 

they had identified an underserved market. Although the initiative would aid the development 

in the targeted communities by providing a safe water supply which would improve the health 

among the population, the goal was to do this by being profitable as Grundfos is a for-profit 

company and those are the guideline set of by its executives and board of directors. 

 The Thai solar panel manufacturer and the Danish water purifying company’s 

involvement remain as component suppliers with the simple understandable incentive to 

increase sales of an existing product line. They were therefore easy and predictable to 

collaborate with for Grundfos. 

 Safaricom’s m-banking application had so far enjoyed great success. The company 

was happy to see the reach and usage of this extended. The user pays a fee per transaction 

whereby Safaricom generates revenues. The initiative from Grundfos would then merely 

support this revenue stream as well as give more importance to the platform, consequently 

Safaricom saw few objections. As they saw it as a niche diversification to their existing 

product, M-PESA, they were happy to have Grundfos be in charge of further development 

needed. 

 The local channel ended up being the major issue for Grundfos Lifelink. The NGO’s 

incentives were not aligned with Grundfos original idea and therefore the choices made on a 

local level did not lead to success based on Grundfos criteria. It is a clear example of one of 

the major difficulties to collaborate with an external party when the core focus of the partners 
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is not aligned. Here it was a development agenda versus sound business rationale. By 

incorporating a large part of the knowledge base by hiring the anthropologists Grundfos also 

gained further control of the process. This happened to be a key move whereas the new 

strategy set out by the anthropologists for local engagement has been a success with profitable 

water towers resulting in new installations.   

d) Financial risks and profitability 

For the Grundfos the project of Grundfos Lifelink was a minor project which did not 

involve a major investment and therefore a minor financial risk. In contrast to the case of 

Kilimo Salama, Grundfos was also the only party who took any financial risk. It was 

responsible for procurement of existing components such as solar panels and water 

purification systems. It developed the design of the water towers and did also take on the task 

of developing the functionality on top of M-PESA.  

The major risk seen from the view of Grundfos was that the service of purified water 

would not be a profitable undertaking. This is also clearly shown in by Grundfos abandoning 

the initial projects with the local NGO in order to find new ways to make the project 

profitable in financial terms and not only a success with regards to social development. 

D. Business Model analysis 

A company needs to think about how and for whom to create value and then capture that 

value by earning an income from the customer who enjoys the increased value.  

Below are the nine building blocks for Kilimo Salama and Grundfos Lifelink and how 

they have approached each of these. Naturally there are differences as the service they offer, 

micro insurance and water purification, are not identical. However, both companies have 

many elements in common:  

1. Customer segments 

Kilimo Salama: The customer segment is clear: low income/small scale (BOP) farmers in 

developing nations 

Grundfos Lifelink: Also Grundfos has a clear segment: the poor rural population in 

developing nations that lack access to clean and safe drinking water.  

2. Value propositions 

KS: Micro insurance offers a form of financial security which enables the farmer to free 

up some of its savings and invest in order to get higher returns. The set-up with easy 
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accessibility through established channels and a low price makes insurance policies a 

possibility for low income farmers. The simplified scheme with simple and understandable 

coverage is also something that helps the farmer fully comprehend the value propositions.  

 

GL: Grundfos Lifelink offers the residents around the well an affordable and convenient 

way of access to clean drinking water, which is vital for a prosperous and healthy life. The 

system scores high including many elements e.g. top quality performance, highly usable and 

convenient design, and all of this is done to an affordable price in a highly accessible location.  

To the community and to investors this project should be seen as a generator of growth 

since it increases productivity by improving the health of the residents at the same time as it 

brings value to the village attracting people from the surroundings into the village. 

3. Channels 

KS: Stockists are used as point of sales in order to establish a reach and also in order to 

leverage upon their customer base and local recognition and credibility. As a large obstacle to 

overcome is convincing the client/farmer of the benefits of having an insurance policy, 

employees from Kilimo Salama compliment the stockists in teaching and training farmers the 

benefits with having such a policy. Through direct interaction with the customers through 

Kilimo Salama representatives and indirectly via stockists, feedback from customers is 

continuously being collected.  

Another important part of the purchasing experience is Kilimo Salama’s use of M-Pesa as 

the means of payment and premium transfer. It facilitates an easy and secure way of handling 

money benefiting both the company and the customer. 

 

GL: When the water tower has been installed and is fully functioning it is a highly 

automated installation operated by the customer. The payment system does, as is the case for 

Kilimo Salama, make use of the well established and trusted mobile payment system M-Pesa.  

Little marketing and direct customer support is required, focus is maintenance of the water 

tower system. 

4. Customer relationships 

KS: As insurance policies are something new to people in low income developing nations 

customers need a great deal of support during the purchasing process and also after point of 

purchase in order to retain the customers. Kilimo Salama therefore relies on personal service 
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from local stockists and in addition Kilimo Salama representatives are constantly touring 

around the country in order to educate farmers in the target zones and also to follow up on 

established customer relations. 

 

GL: Grundfos spend little time on customer relationship care when it comes to engage 

directly with the customer. Instead they work with local water boards in order to get 

permission to set up their water towers above wells and in turn leverage on the water boards 

credibility in the local community. 

5. Revenue streams 

KS: Kilimo Salama and UAP collect premiums and this is their source of revenue that 

occurs when seeds and pesticides are sold together with a weather based index insurance. For 

Safaricom revenue is attributed to fees collected from transfers using M-Pesa, which are 

linked to the development of the number of policies signed. The stockists earn per each bag of 

seeds and/or pesticides it sells which include an insurance policy. Although the revenue 

streams are not identical, they are transactional and all tightly linked to the number of 

insurance policies signed and all benefit greatly from its success. 

 

GL: The business is run by collecting transaction revenues from sales of pure water from 

the water towers. Safaricom collects transfer fees through their mobile money transfer system 

M-Pesa.  

6. Key resources 

KS: Physical: weather stations, M-Pesa mobile money system 

Intellectual: Patent in mobile technology, M-Pesa brand, Syngenta brand, Partnerships 

with Syngenta, Safaricom, UAP, stockists (especially there client network) 

Human: Kilimo Salama and stockists in sales; Kilimo Salama, UAP, Safaricom in 

development 

Financial: An insurance company requires deep pockets to start and to handle growth in 

the early years. 

 

GL: Physical: Water towers with all its components – pump, cleaning system, solar panels 

and payment system (M-Pesa and Grundfos Lifelink server).  

Intellectual: Grunfos and M-Pesa brands; Partnership with Safaricom 
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Human: Grundfos engineers, anthropologists 

Financial: Support from water boards and Danish and local authorities are vital in order to 

be able to offer the product at a sustainably attractive price. 

7. Key activities 

KS: Software development, sales, marketing 

 

GL: Pump development/engineering, negotiations 

8. Key partnerships 

KS: UAP for insurance know-how and financial resources; Syngenta for financial 

resources plus sales; Safaricom in order to make use of M-Pesa payment/money transfer 

system; weather station manufacturer in order to automate the process; stockists in order to 

distribute, market and sell the service. 

 

GL: Grundfos has key partnerships with suppliers of the filtering system and solar panels. 

For the payment system they have a partnership with Safaricom for the use of M-Pesa.  

It is also key for Grundfos to forged good partnerships with local water boards and 

authorities in order to be allowed to mount and run the water towers in the different villages. 

Grundfos had the initial idea to rely more heavily on partnerships, but has during the 

development process more and more abandoned this approach and are today more in control 

of the majority of the sides of the business. 

9. Cost structure 

KS: Kilimo Salama is a value driven enterprise that needs to be cost-driven at the same 

time in order to exist. Costs are kept at a minimum in all areas due to the fact that premiums 

collected are of such low value per customer. There are few personnel directly employed for 

Kilimo Salama and since the operations are highly automized variable costs are also kept at a 

very low level. Existing infrastructure and networks are utilized in order to leverage on 

existing resources and partnerships are preferred as an alternative in-house development to 

keep fixed costs at a minimal.  

 

GL: Even though cost plays an important role, Grundfos Lifelink offers something with an 

additional value that customers are willing to pay for instead of getting it for free at a lower 

quality. Grundfos has leveraged upon its previous knowledge in the pump industry and 
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applied that in a new geographical area, addressing a new customer. In developing markets, 

targeting poor people, cost is of essence as the financial resources are seriously restrained 

among the potential customer base. Consequently, there has been a strong cost focus in 

keeping both fixed and variable costs at a minimum. This has been done, without tampering 

with the quality of service. 

 

 

Kilimo Salama and Grundfos Lifelink both target a low income population living in 

developing nations. They offer their customer an improvement in live, especially with regards 

to increased security. Both companies have worked on increasing the convenience and made 

their services as easy as possible for the costumer to use and understand. Another common 

element is the low price point and the strive for affordability, which is crucial due to the 

environments where they have chosen to operate. Further similarities are found in key 

resources and to the amount key partnerships play a vital role for the success of the 

businesses. Kilimo Salama and Grundfos Lifelink cannot exist without continuous 

partnerships, whether it would be in development or operations. Last but not least, Kilimo 

Salama and Grundfos Lifelink could not offer their respective services without sharing of 

costs and financial resources. 

10. Unbundling 

There also similarities in terms of unbundling, but also some important differences.  

The theory of unbundling advocates that a business should focus what the company does 

best and then engage in partnerships where needed.  

Whereas Kilimo Salama is clearly focused on customer relationships and less on product 

innovation and not at all on infrastructure, Grundfos has a background as a product innovator. 

Grundfos had no intention to change this with Grundfos Lifelink and tried to partner with 

NGOs to take charge of customer relations and leave Grundfos still focusing on product 

leadership. This was highly unsuccessful since Grundfos and the NGO had not a common 

view of the endeavors business model.  

 

Customer insight has been highlighted by Osterwalder and Pigneur (2010) as crucial to a 

successful business model and consequently a successful profitable business. In the case of 

Grundfos Lifelink and Kilimo Salama this proves yet again to hold true. Grundfos saw the 

end-consumer as their main client, as infact an important customer to address was also the 
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local waterboards and communities as they are the facto gatekeepers. Grundfos distance from 

the end consumer as a product innovator also resulted in revision the price point at which their 

service offering would in fact be attractive to the end-consumer. 

Kilimo Salama, run by Syngenta Foundation, a NGO with local experience, proved itself 

successful in pinpointing the customer requirements quicker as result of its local presence and 

continuous interaction with the end consumer directly and indirectly through local 

wholesalers. 

11. Evaluating a business model 

As customer and markets develop, businesses are required to do the same. No business 

model is perfect over time. Constant evaluation and revision is mandatory.  

Grundfos learned its lesson and has today established a local presence funneling feedback 

to the mother company back in Denmark. The feedback primarily comes from the 

anthropologists that are still hired by the company and their interaction with the local 

communities.  

As mentioned, Kilimo Salama early on realized the importance of local feedback and they 

have therefore not ceased with their trainings and education of the local populations of the 

benefits of microinsurance as well as they continue to have a dialog with the local wholesalers 

that are the main point of sale for Kilimo Salamas microinsurance policies.  

VII. Conclusion 

A. Summary 

At the beginning of this thesis, we highlighted four gaps in literature that were formulated 

into four research questions. We will divide our conclusion with these four overall questions 

from the problem statement. 

1. The characteristics of service innovation 

To fill the gap in understanding the characteristics of service innovation, we focused on 

the insurance industry and came with the following sub research question: 

What does innovation mean in the insurance industry? 

To answer this question, we designed a framework by crossing two literatures on services 

and insurance innovation, which enabled us to decompose Kilimo Salama in a set of small 

innovations. 
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Our findings show that innovation within the insurance industry mainly takes place 

around processes. As the main procurement for the insurance industry is information, new 

technologies enable ubiquity of information. Further, insurance suffers from moral hazard and 

adverse selection. Therefore, process innovation with technologies and ICT enable to reduce 

those risks. Finally, and critically in the case of microinsurance, innovation takes place to 

reduce transaction costs. 

 

2. Impact of technological convergence on insurance industry 

We earlier understood the important role of process improvements with the help of  

technology to achieve service innovation. We therefore identified a gap in understanding what 

impact the technological convergence has on insurance industry. We therefore proposed a 

second sub research question: 

What are the purposes for developing and using technology convergence, and how is 

technology actually used in developing markets? 

We analyzed the convergence by first observing the endogenous and exogenous drivers 

that lead to convergence. Thereafter, we used the framework of the four evolutionary stages 

of industry convergence to analyze where our case were situated. Understanding the stages of 

the various convergences happening in Kilimo Salama and in Grundfos Lifelink enabled us to 

position the firms within the co-evolutionary framework. 

 

Our findings enabled us to articulate the main advantage of convergence, which is, that 

stakeholders do not start from zero, they do no start with nothing. Every firm has its own base 

of knowledge, which they share to achieve a common goal. In the case of microinsurance for 

instance, a success factor of Kilimo Salama was the ability to reuse an existing platform of m-

payment. The high penetration of mobile technology on emerging markets was particularly 

important here due to the lack of infrastructure and the search for cost reduction. We also 

understand that each stage of convergence mean threats, challenges and opportunities for the 

firms, which need to adapt and clearly define their strategies. 

However, the fact that the stakeholders do not start from zero but can also achieve a base 

by leveraging existing knowledge advances the pace of innovation and minimizes risk of 

innovation by going where the stakeholder has not gone before and subsequently the risk of 

not innovating, which in this case would leave a large market unserved. 
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3. Success factors in the supply value chain of microinsurance 

Our literature review highlighted a gap in understanding the success factors in the supply 

value chain of microinsurance. This gap led to our following sub research question: 

What are the motivations for developing collaboration between different industries? 

To answer this research question, we analyzed more deeply the role, the incentives and the 

risks taken by the different stakeholders of the two case studies.  

 

We understood that whereas the convergence for a company is strategic, the collaboration 

is rather pragmatic. The convergence aims to vision at the industry level. By looking at 

collaboration, we focus on the firm level. 

The major conclusion here is that the driving stakeholder/s needs to analyze the level of 

control that they are comfortable with before engaging other stakeholders. Not only should 

stakeholders be analyzed based on their capabilities but also based on their motivation and 

potential gain from collaboration. This seems to be a characteristic that is more critical, and 

also more difficult to analyze, in service innovation than product innovation as “components” 

are less visible, e.g. a non-aligned vision vs. a malfunctioning engine.  

 

4. Successful business model in delivering microinsurance 

Finally, we wanted to fill the gap in understanding microinsurance from a business 

perspective. We wanted to understand what business model is successful in delivering 

insurance to emerging markets and formulated the following research question: 

How can the value of a collaborative network be captured in a business model 

framework? 

The last part of our analysis enabled us to sum up the preview by drawing up business 

models of the two projects. We analyzed the business models with the 9 block canvas. 

 

Our findings show that we do not face a big sum which is split among the stakeholders, 

but we face a sum which is shared between different partners. The revenue stream is specific 

for each partner. Everything is clear, the rules are defined: it avoids conflicts. Members from 

the collaborative network cannot cheat, and do not even need to cheat. Capturing value within 

a business model means minimizing or erasing asymmetric information and coopetition. 
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5. Empowering service innovation from stakeholders’ interplay 

These four points of analysis was part of our main research question: 

How does the interplay between different stakeholders empower service innovation for 

emerging markets? 

 

Service innovation for emerging markets is particularly challenging because of the need 

for drastic cost reductions.  It also requires to (re)design the products and services to the needs 

of the market segments and to overcome some cultural barriers. 

Therefore, as every stakeholder is expert in its own sector and has dedicated resources to 

it, the share of their base of knowledge significantly helps overcoming challenges and 

accelerates innovation. For the collaborative network to successfully work, we highlighted the 

need for a leading entity providing managerial creativity.  

Empowering service innovation also requires the willingness of the partners to open their 

innovations and resources to partners.  

Avoiding asymmetric information and capturing the value of the innovation through clear 

distinct revenue streams is the key to success. 

B. Kilimo Salama – Challenges 

International Finance Corporation described about Kilimo Salama:“Index-based insurance 

is not unique to Kilimo Salama; this type of innovation has become increasingly popular in 

the developing world in recent years. Kilimo Salama, however, has distinguished itself by 

distributing and marketing its product with remarkable success.“ 

 

In order to achieve a great success in financial terms, Kilimo Salama needs a few more  

years. Firstly due to the slow process education and training the farmers. Secondly, because of 

time needed to achieve a large client segment necessary to reach financial break even for the 

insurer UAP Insurance.  

Linked to this challenge, it means that every partner needs to remain interested in the 

project during this extended period. 

 

Further, Kilimo Salama is still a young initiative and there will be a need for conducting a 

proper impact assessment connecting index based crop insurance with poverty reduction. It 

may become a challenge for Kilimo Salama to assess this link between micro-insurance and 
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poverty reduction, as there are other factors playing a role here, for instance, the improved 

seeds or agricultural tips.  

 

C. Theoretical Implications – Framework Kilimo Salama 

There are several well-documented advantages to the methodology of the case study, such 

as richness and depth, but also weaknesses pertaining to, amongst others, generalization.  

In other words, we know a lot about the two cases, but are far removed from knowing 

everything about the whole field of network-level business development and network-based 

innovation. 

The conclusions presented above should therefore be regarded as propositions for further 

research. Further researches could for instance aim to compare our findings with other case 

studies in services innovation on one side, and with other case studies in innovation for 

emerging markets on the other side. 

Further, the findings presented could be enriched and sharpened by the development of 

more rigorous theory on network-based innovation.  

 

D. Discussions 

Nowadays, many firms, foundations, school initiatives or private persons want to engage 

in social innovation. Sustainability and social innovation became two trends among 

anthropologic initiatives. However, we think that replicating an innovation or engaging with 

an existing initiative might have a bigger impact than starting a new project alone. Indeed, as 

mentioned in convergence, to start from a base of knowledge is key. Kilimo Salama faced 

challenges, and invested time and resources to solve these issues. The same happens in every 

project. However, when people start a new initiative independently, they may face problems 

that others already solved. Instead of using the knowledge from others, due to their 

independent initiatives, they will invest their own resources to overcome (or not) these 

challenges. 

Social innovation is great. Collaborative networks and knowledge sharing may have a 

bigger impact than selfish initiatives. 

 

Our master thesis can also be linked with the theory of region of innovation. Indeed, the 

innovation happens because innovation is here. It means that if there is innovation in a region 
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–such as  M-PESA– then it is likely that further innovation will occur in that region –such as 

Kilimo Salama and Grundfos Lifelink in Kenya.  

 

Our findings with regards to the need for convergence to deliver insurance in emerging 

markets may bring legitimacy in converging industries.  

 

Another aspect that we did not develop in our thesis is the implication of lead users. As 

Loster and Reinhard (2010) mention: “As a rule, programmes that come straight off the 

drawing board have little chance of succeeding. So, it is important to involve the people 

concerned in finding the right microinsurance solution. Cover has to be in line with the real 

needs and wishes of those exposed to the risks or people will not accept it and there will be no 

opportunity to develop it.” 

 

A further analyze could be done with the regional clusters’ theory from Michael Porter.  

 

Further, case studies or theory building in innovation in reinsurance may be interesting. 

 

The modularity theory in innovation is particularly interesting on new product 

development. However, we would be very interested in challenging this theory for services 

innovation. 

 

Finally, we also would be interested in understanding services innovation in relation of 

their protection. As Tufano (2003) explained: “While financial innovators do put services 

marks on their products and benefit from some first mover advantages, the extent of financial 

innovation has been a bit of an intellectual property puzzle, because both trade secrecy and 

patenting were thought to be impossible means of protection.” 
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