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1. Introduction 
"Given the scarcity of affordable and suitable risk management tools, when exposed to adverse 

shocks, low income households may be forced to reduce food consumption, take their children out of 

school, and sell productive assets, which then jeopardize their economic and human development 

prospects"1
 

While sudden and disruptive emergencies are never convenient, they are especially damaging to the 

poor. Because poor and socially excluded households have lower resilience levels than the rest of the 

population, such incidents can lead to a sudden disruption in the ability of the affected households to 

generate income and require a prompt reallocation of resources2. Savings accumulated over long 

periods of time can be erased overnight, but for many, even a lifetimes worth of savings may not be 

enough to cover losses in the event of a serious emergency. Disasters, emergencies and other 

unforeseen events can have a devastating impact on the livelihoods of poor people, exacerbating 

poverty and making it even harder to escape from3. In fact, dealing with the vulnerability of 

impoverished people to adverse shocks and their inability to cope with them has been identified as 

one of the core aspects in attacking poverty4.  

UNDP (2004) has argued that human and economic losses arising from disasters are a great 

hindrance to all other development initiatives and investments. This is especially true in countries 

with a high degree of human vulnerability, as it is this vulnerability, in combination with an elevated 

number of hazards that leads to disasters in the first place. It is therefore suggested that reduction of 

vulnerability and disaster risk should stand alongside development initiatives, and that development 

projects and programs should be reviewed in terms of the impact that the intervention would have 

on vulnerability and hazards. UNDP (2004:15) states that "reducing the number and effects of 

disasters means tackling the development challenges that lead to the accumulation of hazard and 

human vulnerability that prefigure disaster".  

From an economic point of view, it also makes more sense to prevent and/or limit the impact of 

disasters than to provide relief once it is too late. By applying a more proactive approach aimed at 

establishing precautionary measures and safeguards, much of the human suffering and economic 

losses that disasters bring about could be reduced or avoided.   

                                                             
1 

World Bank (2009:1) 
2 Cohen et.al. (2005)  
3
 Helms (2006) 

4 World Bank (2000) 
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Far too often, poor people have to trade in the few assets and resources they possess in order to 

respond to and cope with disasters, and it is also not uncommon that vulnerable people facing many 

hazards fall victims to successive disasters. When this happens, it can serve to feed a reinforcing 

circle of vulnerability that aggravates poverty, and that is nearly impossible to escape. Needless to 

say, this evil cycle is detrimental to both human and economic development over time. For this 

reason, it has been argued that a disaster is not a one-time event, but one in a series of recurring 

events that have a gradual cumulative impact on long-term development5.  

The Pressure and Release (PAR) and Access models developed by Wisner et.al. (2003), which 

together constitute the research framework applied in this thesis, seek to break down and explain 

this progression of vulnerability based on people's ability to access vital resources in the event of a 

disaster. Through this framework, the impact that disasters have on people's livelihoods can be 

analyzed, and the connections between the risks people face and the reasons for their vulnerability 

explored. 

Wisner et.al. argue that countering the progression of vulnerability and improving future coping 

strategies depends on people's ability and capacity to construct safeguards before a disaster occurs, 

as well as rebuilding these after one has taken place. Their ability and capacity to do so is again 

influenced by their access to social protection, as well as other social, economic and political 

resources. 

Ideally, if precautionary measures are taken to decrease vulnerability and the hazard that poor 

people face, disasters could be limited or prevented altogether, and the evil circle broken. In our 

thesis, microinsurance will be introduced and assessed in terms of its potential and viability as a tool 

for reducing vulnerability in a rural and remote area of Nepal. 

1.1 Microinsurance  
It is a paradox that while insurance can offer protection against disasters and emergencies, it is 

largely unavailable for those who need it the most6. Microinsurance (MI), an innovative insurance 

product based on the principles of microfinance, has emerged as a promising concept to provide 

some form of protection against the major economic losses brought about by disasters. Although 

similar to traditional insurance products in content and form, MI products differ from the former in 

that they target a fundamentally different customer segment. Churchill (2007) has defined MI as  “the 

protection of low income households against specific perils in exchange for premium payments 

                                                             
5 

UNDP (2004)
 

6 Helms (2006) 
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proportionate to the likelihood and cost of the risk involved”, a definition that has been widely used 

in MI literature.  

The idea of targeting customers at the "bottom of the pyramid" is not new; Prahalad et.al. (2003), 

among others, have argued that there is a great market potential in the low-income segment. 

Proponents of the "bottom of the pyramid" approach argue that private companies should treat and 

serve the poor just like they would any other consumer, but taking the specific needs and means of 

the poor into account. Accordingly, innovative product ideas, designs and adaptation become crucial 

prerequisites for success. 

Similarly, in a groundbreaking article, Khanna et.al. (2010) developed an analytical strategic 

framework for companies targeting emerging markets and developing countries. In this article, they 

also introduced the term "institutional voids" as a common term for the many uncertain factors that 

often characterize developing countries and emerging markets. Such institutional voids manifest 

themselves in e.g. infrastructural shortcomings, uncertain regulatory environments, inefficient 

judicial systems, etc. Khanna et.al. (2010) argue that private companies should regard institutional 

voids as pockets of entrepreneurial opportunities rather than as challenges. With a sound business 

strategy, combined with local market insights and knowledge, institutional voids can be filled and 

turned into a competitive local advantage for the company. 

In many countries, both in the developed and the developing world, there are institutional voids for 

social protection. Historically, the private sector has been instrumental in decreasing people's 

vulnerability by addressing some of these voids. Indeed, one could argue that the concept of 

insurance was in itself a response to an institutional void.  However, in many developing countries, 

access to formal insurance against emergencies remains uncommon among poor and vulnerable 

households, the insurance sector mainly serving only a few urban elites. This is a void that MI 

providers are seeking to fill.  

As technological innovations have revolutionized delivery channels and distribution networks, a 

better exchange of information and data about the low-income segments has become possible. MI 

has the potential to fill a void with extreme potential, just like other microfinance products have 

filled financial voids and revolutionized the way we think about financial services over the last 

decades. In chapter 4, the concept of MI, as well as the different forms of MI products will be 

described and discussed further. 
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1.2 Poverty and vulnerability to disasters in Nepal 
In terms of GDP per capita, Nepal is the second poorest country in South Asia (barely ahead of 

Afghanistan) and the twentieth poorest country in the world7. Since the end of a decade-long civil 

war in 2006, the country has been subject to incessant political turmoil, and the peace process 

remains fragile. Social exclusion and poverty remain widespread in large parts of the population. 

This, and other issues that caused the outbreak of the war are largely unresolved and the political 

situation remains unstable, stalling progress and development in nearly all areas, and slowing down 

economic growth8. 

 Outside of the Kathmandu Valley, Nepal remains a rather feudal society both in social, cultural and 

economic terms. Indeed, about 86 % of the population still lives in rural areas, and some 80 % are 

employed in agriculture9. Although poverty has been reduced from 42 % at the onset of the civil war, 

roughly one-fourth of the population of 27.5 million people still live below the national poverty line, 

according to a recent source10. Besides, a general reduction in poverty does not appear to have taken 

place. Upreti et.al. (2012) claim that reductions in poverty have been limited to certain geographical 

areas and groups, and the latest Human Development Report for Nepal similarly states that 

"decreases in poverty rates have been very unequal across the caste and ethnic groups"11. Aside from 

presenting evidence that poverty is still widespread in the country, the latter report also points out 

that disparities between urban and rural dwellers in terms of human development are high and 

increasing12. In a country where the vast majority of the population still lives in rural areas, this is 

particularly disconcerting.  

Although Nepal's poverty situation appears to have improved at a quite impressive rate, several 

sources also argue that these results can be moderated substantially depending on how one chooses 

to define and measure poverty in the country. Bhusal (2012) compares four different poverty rates 

that are all presently being applied in Nepal. These are the national poverty line, set by the National 

Planning Commission (NPC), and based on an estimated average cost of basic needs, the World 

Bank's poverty lines of $ 1.25/day and $2/day respectively, as well as the UN's multidimensional 

poverty index (MPI). The results of Bhusal's comparisons serve to demonstrate how the choice of 

definition makes a big difference when determining the proportion of the population living below the 

poverty line, and that the national poverty line and $ 1.25/day can downsize the dimensions and 

                                                             
7 World Bank database 
8
 Upreti et.al. (2012)

 

9  
BWTP (2009), Dhakal (2007)

 

10 Upreti et.al. (2012) 

11 
UNDP (2009:45)

 

12 UNDP (2009) GoN and UNDP (2011) 
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extent of poverty. Actually, if one would measure poverty in the country according to the World 

Bank's extended poverty line of $2 per day, Bhusal's figures show that a staggering 78 % of the 

population would be characterized as poor.  

What is certainly true is that given the limited resources at their hand, Nepal's many low-income 

households are especially vulnerable to disasters. To make matters worse, their country is exposed to 

several types of disasters due to its precarious tectonic, climatic, geographic and topographic 

situation. Among these are droughts, floods, landslides, windstorms, hailstorms, cold waves, disease 

epidemics, glacial lake outburst flood (GLOF), fires and earthquakes13.  

Especially droughts, hailstorms, floods and landslides are recurrent events that occur every year at 

several locations in the country, causing significant material and human losses. However, the perhaps 

most dangerous disaster threat to the country is that the entire landmass of Nepal lies in an active 

seismic zone. Historically, a big earthquake has affected the country every 80 years on average. It has 

been estimated that should a major earthquake affect Kathmandu valley, it would most likely cause 

at least 40,000 deaths, not even taking accounting for highly likely aftermath events such as e.g. the 

spread of waterborne diseases14. 

The vulnerability of the population to such disasters is exacerbated by rapid population growth, 

particularly in the cities, as well as haphazard and unplanned settlements. In the capital Kathmandu, 

buildings are increasingly being built higher and closer together, aggravating the city's vulnerability to 

disasters like earthquakes and fires. Due to lack of funding and political attention, few if any disaster 

preparedness plans exist and disaster management units such as fire brigades are usually 

coordinated ad hoc, with inadequate equipment that is usually outdated, dysfunctional or 

insufficient for the task at hand15. Indeed, it has been argued that the extent of natural disaster risk 

in Nepal is great enough to pose a problem for the development on country level, as such disasters 

continue to cause huge human and economic losses every year and endanger people's livelihoods16.  

1.3 The status of social protection in Nepal 
Until recent times, most of the formal social protection effort in Nepal relied mainly on a mix of aid, 

donor and NGO projects; the Nepalese government being largely unable to provide basic social 

services and security to the country's inhabitants17. Aasland et.al. (2008) stated that a massive 

expansion in the access to social services like education, health, nutrition and sanitation, among 

                                                             
13

 NSET (2008, 2011) 
14

 NSET (2008) 
15NSET (2008) 
16

 NSET (2011) 
17 Barrientos et.al. (2008) 
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others, would be needed to combat the increasing social exclusion and meet the Millennium 

Development Goals in 2015.  

According to more recent sources, social protection has indeed been receiving increasing attention 

from the national government since the end of the civil war in 200618. Notably, the interim 

constitution of 2007 even contains a paragraph asserting the right of previously marginal and 

excluded groups to social protection19. According to Das et.al. (2011), social spending has increased 

dramatically since 2006, and Koehler (2011) states that one can now at least to some extent argue 

that the government is now addressing social protection in a systematic way. 

However, many challenges remain, particularly in expanding the reach and coverage of welfare 

services, as well as improving strategies to target poor beneficiaries more effectively20. At present, 

the majority of the government's spending on social protection (57%) goes to financing social 

insurance initiatives that benefit specific employment groups through lucrative pensions schemes, 

the membership of which are limited to employees of the government and the formal sector21. Since 

the vast majority of Nepal's population works in the informal sector, they are excluded by design 

from these funds. Although the rest of the spending on social protection is targeted towards social 

assistance programs that have a more pro-poor profile, the number of beneficiaries for these 

programs is several times larger than that for social insurance. Recent figures from the Asian 

Development Bank (2012a) furthermore show that only 35 % of the population living in poverty is 

receiving some form of social protection payments. 

Due to the rather limited social protection coverage in the country, the resilience of households to 

external shocks and disasters still depends mostly on their socio-economic status22. Furthermore, 

poor and socially excluded households are worse off than others and rural dwellers, who often lack 

even the most basic forms of disaster protection measures and have little or no access to formalized 

social protection at all, are especially vulnerable. Upreti et.al. (2012) argue that in order to extend 

formal social protection to people working in the informal sector, the government should 

complement their own efforts by giving more attention and support for informal social protection 

mechanisms. According to their sources, such informal protection mechanisms exist in large numbers 

                                                             
18

 Upreti et.al. (2012), Koehler (2011) 
19

 Upreti et.al. (2012) 
20 Koehler (2011), Bhusal (2012) 
21

 Bhatta et.al. (2006), Baulch et.al. (2006), Upreti et.al. (2012) 
22 Bhatta et.al. (2006) 



 
 

10 

in the country, but the government has so far not integrated them in its formal social protection 

policies23.  

This may be about to change. During the last two years, the Nepalese government has been 

embracing MI as a strategy for social protection, explicitly mentioning it as a focus area in its budget 

speech for the fiscal year of 2011/1224. On the request of the Nepalese Ministry of Finance, Beema 

Samiti, the Insurance Board of Nepal, has since been working to develop a legal framework that 

would make it mandatory for all insurance companies to introduce MI schemes targeted at the low-

income segment as part of their portfolio. According to AXCO, a London-based insurance 

consultancy, the new legislation was supposedly ready as early as July 2012, awaiting approval from 

the Nepalese Ministry of Finance25.  

The first proposal put forward by the Insurance Board, which would set the legal requirement for MI 

policies at three percent of the overall portfolio, was unanimously rejected by all insurance 

companies26. Afterward, the Board set up a task force formed of insurance companies, whose 

objective it is to implement MI targeting rural and low-income segments, and to strengthen 

insurance services in the country in general. Coming up with cost-effective ways to cater to these 

new low-premium markets is one of several big challenges this group is facing27. 

Based on the government's poor record and capacity in terms of expanding and improving social 

welfare programs thus far, a big institutional void for the provision welfare services in the country 

clearly remains. In the spirit of Khanna and Palepu, this void is increasingly being filled by the private 

sector, as exemplified by an exponential growth of insurance as an instrument for social protection. 

Nevertheless, although access to insurance in Nepal is improving, it is still primarily urban and 

relatively prosperous segments of the population that benefit from such services. Moreover, while 

other microfinance products catering to the low-income segment are relatively common in Nepal, 

the country has so far had rather limited exposure to MI schemes. In chapter 6, we will present an 

overview of the whole Nepalese insurance sector, including a review of relevant literature on MI in 

the country.  

However, while the focus of this thesis is primarily on an innovative formal mechanism for social 

protection, it is important to keep in mind that people tend to regard social protection in a 

fundamentally different way in traditional, collectivist societies than in modern, individualist ones. 

                                                             
23

 Upreti et. al. (2012) 
24

 CED (2012) 
25 AXCO (2012) 
26

 AXCO (2012) 
27 AXCO (2012) 
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Whereas in modern welfare states, formal institutions have been developed to provide welfare 

services to citizens to the extent that they are nowadays taken for granted, Nepal's inhabitants 

largely cannot and do not rely on a welfare state to provide for them when they fall upon hard times. 

On the contrary, the safety net of the Nepalese society, especially in rural areas, largely consists of 

one's social capital, which is derived from one's social network(s). To better understand this form of 

social protection, one has to take into account the socio-cultural context, including informal 

institutions, behaviors, values and norms that are tacit or taken for granted in the Nepalese setting. 

These are issues that we will elaborate further on in chapter 5. 

1.4 Bakanje VDC 
Bakanje VDC (Village Development Committee) is a remote and sparsely populated area in the Upper 

Solu area of the Eastern Development Region of Nepal. Despite its fairly small size, Bakanje 

nevertheless has markedly diverse communities and a multi-ethnic, multi-religious and multi-

linguistic population. Social and economic inequalities run deep in the area, and the society is 

characterized by low levels of social cohesion28.  

Himalayan Project Denmark (HP), a Danish NGO, has been active in the area for almost 15 years and 

has implemented numerous development projects to help the local communities. The organization 

seeks to contribute to improving people's health and livelihoods by strengthening civil society in the 

area, working closely together with its Nepalese daughter organization Himalayan Project Nepal 

(HIPRON). Throughout the years of activity, the organization has implemented many projects 

focusing on enhancing education, health, infrastructure, and women empowerment. 

Due to Himalayan Project's hardware projects, some crucial infrastructural shortcomings in the area 

have been mended. Notably, most of the health and education facilities that exist in the area have 

been financed by the Danish NGO. Aside from these improvements, the general infrastructure in 

Bakanje is still weak, creating difficulties for local people in terms of accessing markets, modern 

technology, health and welfare services as well as educational facilities.  

According to a UN source, the Eastern Region of Nepal, which Bakanje belongs to, is a hotspot for 

natural disasters in Nepal, of which floods and landslides are the most common29. Landslides and 

other types of disasters have been known to regularly cause substantial losses for the inhabitants of 

Bakanje VDC in the past. Insufficient knowledge on disaster management, low literacy rates, 

unplanned settlement and inadequate physical infrastructure all combine to make a potentially fatal 

cocktail of vulnerability. Like most other rural areas of Nepal, Bakanje has almost no formal social 

                                                             
28

 Himalayan Project (2012a) 
29 UNFCO (2012) 
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protection or other precautionary measures in place. Furthermore, insurance services are virtually 

absent in the area at present. 

Lately, Himalayan Project's efforts have also been channeled towards improving disaster 

preparedness and protection for Bakanje's inhabitants, particularly against fires. The establishment 

of an “Upper  Solu  Fire  Brigade” in autumn 2010, by supplying the communities with water pumps 

and instructions on how to establish a basic but functional fire brigade, has been an important first 

step in this respect. Each of the settlements received pumps and each community was responsible 

for establishing its own fire brigade among their residents. In the respective villages, people's interest 

in the project depended primarily on their experience with previous fire incidents and the losses 

caused by fires in the past. Nevertheless, these increased efforts from Himalayan Project have led to 

greater awareness about the consequences of fire, potential fire hazards as well as disasters in a 

broader perspective30. 

Presently, Himalayan Project is attempting to bridge its initiatives on improving social security and 

civil society with its recent efforts to improve disaster preparedness. In this respect, MI has emerged 

as a promising tool to mitigate the risk of losing one's entire livelihood in a disaster, and by 

extension, to improve the general economic situation of the local households.  

However, despite their potential to decrease vulnerability to disasters and other economic shocks, 

both insurance and MI services are largely unknown to people in Nepal, particularly in rural areas. 

Since only little research has been done on the topic of MI in Nepal to date, it represents an 

interesting area of study to us. In this paper we will explore the demand for, as well as the feasibility 

of introducing a MI scheme aimed at decreasing the vulnerability of poor households in Bakanje VDC, 

identifying the main challenges and opportunities arising in the process.  

Clearly, introducing an MI scheme in this environment is a complicated and challenging undertaking 

that calls for careful planning, as well as a detailed evaluation of the needs and demands of the 

households that constitute the potential beneficiaries of the scheme. In chapter 7, we will therefore 

provide a more comprehensive description of Bakanje VDC and its population, looking primarily at 

the physical, economic and socio-cultural context.  

We have formulated the following research question to guide our thesis:  

 How could Himalayan Project use MI as a tool to reduce the vulnerability of Bakanje VDC's 

population? 

                                                             
30 Himalayan Project Webpage  
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In order to answer this overarching question, the following issues will be analyzed in further detail:  

 What are the factors driving the progression of vulnerability in Bakanje VDC? 

 What do demand patterns look like for different types of MI products in the area?  

 What are the institutional, cultural and operational issues that could have an impact on the 

feasibility of the scheme? 

2. Underlying theoretical framework 
The essential focus of our research question and sub-questions is on how (and whether) MI could be 

used as a risk management tool to decrease the vulnerability of the people in Bakanje VDC in a way 

that is economically and socially sustainable. Consequently, it was important for us to incorporate a 

focus on vulnerability, centered on people and their livelihoods, into the theoretical framework of 

our thesis.  In order to bridge these aspects, with special reference to the context of vulnerability and 

factors influencing it from both the macro and micro environment, we have chosen to combine 

DFID's Sustainable Livelihoods Framework with Wisner et.al.'s (2003) Pressure and Release and 

Access models. In both of these highly interlinked and complementing frameworks, the vulnerability 

context plays an important role, although they have differing outlooks as to how one should 

understand and address it. Furthermore, as we will explain more in detail below, the weaknesses of 

one approach to a large extent represents the strengths of the other. As an underlying theoretical 

framework, we have therefore chosen to rely on a mix of both. 

2.1 The Sustainable Livelihoods Framework31 
The Sustainable Livelihoods Framework (SLF) puts people's livelihoods and their vulnerability at the 

centre of development. With the help of participatory methods, the framework aims at 

understanding and analyzing current livelihoods in a vulnerability context, based on their access to 

certain assets or poverty reducing factors. Within this framework, a livelihood “comprises the 

capabilities, assets (stores, resources, claims and access) and activities required for a means of living: 

a livelihood is sustainable which can cope with and recover from stress and shocks, maintain or 

enhance its capabilities and assets, and provide sustainable livelihood opportunities for the next 

generation; and which contributes net benefits to other livelihoods at the local and global levels and 

in the long and short term"32. 

Arguably, the strength of this approach to poverty reduction lies in its recognition of the 

multidimensional aspects of poverty, and its advocacy for participatory poverty assessments in which 
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Unless otherwise indicated, this section is based on DFID's Sustainable Livelihoods Guidance Sheet (1999)  
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it is the target group themselves who identify the indicators that they want to achieve improvements 

in, from a baseline that they define. Whereas many traditional rights-based approaches to 

development focus primarily on increasing the accountability of state institutions to civil society, as 

well as fostering linkages between them, the SLF, while recognizing the importance of accountability, 

takes its starting point at the micro rather than the macro level, by analyzing people's concrete 

livelihoods. Since many developing countries are hampered by weak and inefficient state 

bureaucracies and institutions, proponents of the SLF would argue that by directly targeting the more 

vulnerable groups in the population, and identifying the specific constraints that prevent people from 

improving their livelihoods, applying the SLF approach makes development interventions more 

efficient at reaching the overall goal of poverty alleviation. 

However, although it takes its point of departure in people's concrete livelihoods, the SLF recognizes 

that these are influenced by factors both at the micro and macro level, and seeks to bridge the gap 

between them. Highlighting that in order for improvements in livelihoods and poverty reduction to 

take place in a sustainable manner, one also needs to accommodate rights-based approaches to 

development by improving the capacity of the government to provide for its own citizens and create 

an enabling environment, both on a central and local level.  

Moreover, the SLF takes a contextual approach to poverty reduction, in which the key assumption is 

that people operate within a context of vulnerability. Within this context people have access to 

different forms of capital (Human, Financial, Natural, Social and Physical), which "gain their meaning 

through the prevailing social, institutional and organizational environment"33. Given the 

environmental setting, it is argued that these assets can be transformed into poverty reducing 

factors. Thus, the SLF takes a somewhat positivist attitude, where the focus is to build on "everyone's 

inherent potential"34 and strengths, whatever these may be, in order to reach the objective of making 

them "more robust, stronger, and better able to achieve their own objectives"35.  

The SLF is an approach that has been designed to give development agencies a framework through 

which they can better identify and support positive patterns of change in the livelihoods of the poor 

and seek to mitigate negative changes. In our thesis, dealing with how a MI scheme could contribute 

to decreasing the vulnerability of poor and marginalized people, a framework focusing on the effects 

that such innovative changes can have on future livelihood strategies and, importantly, how these 

can become sustainable, is very useful. 

                                                             
33 DFID (1999: 1) 
34

 DFID (1999: 6) 
35 DFID (1999: 6) 
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Based on the SLF, DFID (1999) has developed a Sustainable Livelihoods Guidance Sheet, which 

contains four criteria that need to be met for a livelihood to be deemed sustainable; 

 Livelihoods should be resilient in the face of external shocks and stresses. 

  No dependency upon external support (or if they are dependent, this support itself should be 

economically and institutionally sustainable). 

 Livelihoods need to maintain the long-term productivity of natural resources. 

 They should not undermine the livelihoods of, or compromise the livelihood options open to 

others. 

As one can see, the criteria listed in the Sustainable Livelihoods Guidance Sheet are quite broad and 

flexible, and thus leave a lot of room for interpretation as to how they can be adapted implemented 

in practice. These criteria have influenced and helped shape the sustainability requirements in our 

assessment of the feasibility of a potential MI scheme in Bakanje VDC.  

We believe that since MI is a concept designed to reduce vulnerability, such schemes, when properly 

designed, are in line with the SLF and can be used as tools to achieve its aims. We also believe that an 

assessment of the feasibility of a future MI scheme should be based on the sustainability criteria 

developed by DFID. For this reason, we have decided to apply the Sustainable Livelihoods Framework 

not only as an underlying theoretical framework to guide our thesis, but also as a tool for shaping our 

very own sustainability requirements to guide our feasibility assessment more specifically. These 

requirements have been developed with the point of view that sustainability is the ultimate 

determinant of the success or failure of any MI scheme. 

We deem a MI scheme to be sustainable if and when the following criteria are met;  

 It needs to contribute to the resilience of livelihoods towards external shocks by addressing 

risks that could lead to further progression in households' vulnerability to such shocks. 

 Economic and institutional sustainability: It needs to be profitable, at least in the long-term, for 

the organization running the scheme. 

 Social sustainability: In addition to these overarching objectives, the MI scheme should 

promote social inclusion and contribute towards creating economic opportunities. 

2.2 The Pressure and Release (PAR) and Access models36 
As mentioned above, the SLF takes a somewhat positivist approach to development, where access to 

certain types of resources are taken for granted. Conversely, the PAR and Access models challenge 

                                                             
36 The following section is based on discussions in "At Risk" by Wisner et.al. (2003) 
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this assumption by suggest that people's inability to access such vital resources is one of the main 

drivers of vulnerability in the first place. 

The PAR and Access models are two interlinked models first applied by Wisner et. al. in 2003, and 

seek to explain the progression of vulnerability for different groups in the population based on their 

ability to access resources. The models furthermore allow for an explanation of the impact that 

disasters have on people's livelihoods at different levels, and explore the connections between the 

risks people face and the reasons for their vulnerability to hazards. Whereas the PAR model provides 

a static, causal explanation of the progression of vulnerability, the Access model focuses on the 

dynamic process of the occurrence of a disaster and its aftermath, thus seeking to explain the direct 

impact on social protection and livelihoods at household level. 

The PAR, and especially the Access model will be used as guiding frameworks for assessing the 

current situation and root causes of vulnerability to economic shocks and disasters in Bakanje VDC.  

When evaluating disaster risk, it is important not only to consider the nature of the risk, but also the 

extent of vulnerability of the affected households. It follows that risk therefore can be seen as a 

combination of both and be written down in a pseudo-equation:  R = H x V. Wisner et. al. argue that 

R, the risk, is a compound function of the hazard H and the degree of vulnerability V.  As disasters are 

a combination of both, the severity of the impact thus depends largely on the household's degree of 

vulnerability.  

People's ability and capacity to build up safeguards before a disaster occurs, as well as rebuilding 

these during the aftermath, can counter the progression of vulnerability and enhance the way they 

cope with disasters in the future. However, people's abilities to protect themselves from such shocks 

are subject to social, economic and political processes, which may hinder access to vital resources 

and lead to low levels of social protection.  

The PAR model is based upon the assumption that two opposing forces, the hazard itself on the one 

hand  and   the  progression  of   vulnerability  on   the  other,   together   create   the  disaster   and   “increase 

pressure”  on  the  affected  households. The only way of releasing the pressure that is created by the 

opposing forces is to reduce vulnerability and develop better strategies for coping with future 

disasters. In order to release pressure, the entire chain of causalities depicted below needs to be 

taken into consideration. The disaster needs to be tracked back to its roots, not just to the proximate 

triggers of the hazard, in order to decrease households' exposure to it.  

As shown in figure 2.1, the progression of vulnerability takes its departure in underlying root causes 

that may be fairly remote from the disaster event itself. These consist of general processes within 
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society and the world economy as a whole and affect the allocation of resources and power. People 

with meager economic resources are often excluded from politically powerful positions and tend to 

play a less important role for those with economic and political power. Root causes are often taken 

for granted and are profoundly anchored in cultural beliefs, assumptions and ideologies. They dictate 

social relations and are often perceived as fundamental rules of how society functions. Root causes 

are dependent on the way the state functions, in other words on good governance, the rule of law 

and administration. However, they can at the same time be an expression of dysfunctions in the 

state's areas of responsibility.  

In this process, the underlying root causes of vulnerability are channeled into dynamic pressures; 

more contemporary manifestations of the underlying social, economical and political forces. These 

consequentially translate into unsafe conditions that in connection with the occurring hazard can 

have a disastrous effect on the livelihoods of the affected people and households. Dynamic pressures 

can include a variety of different processes, for example epidemic disease, violent conflicts, rapid 

urbanization or deforestation. 

The unsafe conditions are specific expressions of vulnerability in a population in conjunction with a 

hazard. Not unlike dynamic pressures, these can express themselves in a variety of forms. Lack of 

Figure 2.1: The Pressure and Release model - the progression of vulnerability. Source: Wisner et.al. (2003) 
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effective protection by the state or having to engage in dangerous livelihoods, such as ocean fishing 

with inadequate equipment, are examples of unsafe conditions that in connection with a hazard may 

lead to a disaster. When determining unsafe conditions, access to tangible assets such as shelter, 

cash or equipment, as well as intangible resources such as social networks or capital and sources of 

assistance, are important to consider. These factors are also important in the Access model, and form 

a logical connection between the two models, illustrated by the magnifying glass in figure 2.1.  

Whereas the PAR model explains the 

chain of causality that constitutes the 

pre-conditions for a disaster, the 

Access model analyzes the ability of 

the affected households to deal with 

the impact of a disaster. It can 

furthermore help to identify how 

unsafe conditions need to change in 

order to reduce people's vulnerability 

and improve social protection on a 

micro level. The Access model takes 

its  departure  in  the  “normal life”,  and  

explains how the way people earn a 

livelihood is changed when a disaster 

unfolds  at  the  so  called  “pressure point”,  represented by the arrow in Figure 2.2. Particular groups of 

people may experience more hardships than others, according to factors like ethnicity, class, 

occupation or location of work and home. These factors can influence access to economic and social 

resources for these particular groups, and hence affect the ability to construct safeguards. The initial 

stage,  called  “normal life”,  is  represented  in  box  1  in  the  picture  above,  where  a  households'  ability  

to earn a livelihood is influenced by its access to economic and social resources (box 1a and 1b) as 

well as the unsafe conditions (box 2) that they live in. The model depicts the process of earning a 

livelihood as a chain of decisions made by the individual household. These decisions are influenced 

by the economic and political environment (box 1a and 1b) and made repeatedly every season. The 

iterative character of livelihood decisions is illustrated by the different levels t1, t2, etc. that refer to 

the different points in time that decisions are made. The outer border of box 1, labeled “social 

protection”,  symbolizes the preparedness and presence or absence of precautions against hazards. 

Figure 2.2: The Access model in outline. Source: Wisner et.al. (2003) 
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This  aspect  of  the  model  bridges  the  PAR  and  Access  model,  as  it  correlates  strongly  with  the  “unsafe  

condition”  component  of  the  PAR  model.  In  the  same  way,  the  specific  hazard  on  the  top  left-hand 

corner relates to the hazard component of the PAR model. The nature of the risk, as well as its time 

and space dimensions, is examined in more detail and is illustrated in box 4. These two boxes set the 

premises  for  the  strike  of  the  disaster  that  is  illustrated  in  box  5,  “the trigger event”.  The  immediate 

impacts become visible in box 6 where the impact penetrates the hazard precautions, social relations 

as well as the structure of domination. The arrows in the model represent cause and effect linkages 

between the different stages of the disaster. The big black arrow breaks through the barrier of 

protective measures, illustrating the transformation to disaster. Following the immediate 

consequences, box 7 represents the process of recovery from the shock. The time component is 

again depicted by the underlying levels labeled t1, t2, etc. marking different points in time during the 

return  to  “normal life”,  or  to  a  more  vulnerable  situation  with  less  social  protection.  There  may  also  

be interventions from the outside helping the recovery at this stage. Inherent changes in conditions 

of vulnerability and social protection of the affected households are portrayed in box 8, where 

households will or will not manage to get back on their feet and build up better protection for future 

disasters. The recovery from the disaster relies mainly on the ability of the affected household to 

access the resources needed. If these are not accessible, the household will not manage to return to 

“normal life”,  and  be  left  with  a  higher  degree  of  vulnerability  to  future  hazards.  The Access model 

describes an iterative circle that illustrates the progression of vulnerability on a micro level. In order 

to counter the increasing vulnerability, the root causes for the lack of access to resources need to be 

addressed.  

2.3 Limitations of the theories applied 
The theories explained above will serve as the primary theoretical frameworks of our thesis, and will 

guide our demand and feasibility study on whether and how MI could serve as a risk management 

tool by improving access to resources for poor households when they need them the most.  

However, despite the advantages of these academic frameworks in assessing vulnerability, both the 

PAR and Access models, as well as the SLF, do have certain limitations that impact their application in 

our study. Nevertheless, through our mixed framework approach, we find that some of the 

weaknesses of one model are countered by the other, allowing for comprehensive and thorough 

reviews and analyzes. While the vulnerability context is the point of departure for both theories, they 

differ fundamentally in their perception of the context and how it can be changed. Whereas the SLF 

is a rather idealistic, progressive and positivist approach, focused on identifying and supporting 

positive patterns of change, Wisner's PAR and Access models take a far more critical and realistic 

approach to the issue, seeing vulnerability itself as a self-reinforcing cycle. However, while the PAR 
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and Access models provide comprehensive frameworks through which the underlying roots causing 

the progression of vulnerability can be identified, they provide few concrete suggestions or solutions 

as to how this evil cycle could be broken. The SLF, on the other hand, is focused primarily on 

identifying and supporting positive patterns of change and solutions for vulnerable households, 

building  on  “everyone's  inherent  potential”,  giving  little  attention  to  the  underlying  causes  of  the  

problem. 

Formal criticism towards the PAR and Access model has centered on this lacking focus on future 

perspectives and sustainability. It has therefore been argued that it is useful only as a tool to analyze 

past experiences with disasters and helps to identify causalities that have led to a weakening of 

households' social protection, which in return lead to progressing vulnerability37. Haghebaert (2001, 

2002) takes a rights-based  approach,  remarking  that  a  focus  on  root  causes  may  “distract from the 

less ambitious, but none the less life-saving, efforts of the state in providing safety”,  and  further  

questioning whether “enough allowance for human and social factors such as creativity and 

innovation”  has  been  made.   

Conversely, the SLF presents a clear future-oriented outlook through its promotion of efforts aimed 

at decreasing vulnerability. It emphasizes the importance of sustainability and places great 

importance on identifying and supporting positive and innovative patterns of change in the 

population based on their existing access to resources, in combating and decreasing the vulnerability 

of poor and socially excluded households. It furthermore takes into account the importance of the 

government's facilitator role at the macro level in providing a stable and safe macro environment 

that is conducive to bringing about positive changes, countering some of Haghebaert's main points of 

criticism to the PAR and Access models. 

However, the SLF also has some important limitations and weaknesses of its own that need to be 

considered. Whereas the PAR and Access model see lack of access to resources and influence as a 

key driver of vulnerability for poor and excluded people, the SLF appears to take it for granted that 

everyone has access to at least some assets with potential for poverty reduction. In this aspect, 

Wisner's models arguably provide a more realistic view on the constraints that many poor 

households face, and raises an important point of criticism towards the somewhat positivist views 

held by proponents of the SLF.  In order to provide a thorough analysis of vulnerability in Bakanje 

VDC, including both its causes and its reduction potential, we believe that a combination of both 

theories is most beneficial to our thesis, as this will allow us to look at the problem from various 

angles and aspects.  

                                                             
37 Turner et. al. (2003) 
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Although the models may outbalance each other's weaknesses to some extent, some common 

limitations remain. An important limitation that both theories have in common is the lack of 

attention and importance attributed to cultural implications. While noting the importance of social 

relations and the structure of dominance for social protection, the PAR and Access models devote 

strikingly little attention towards culture as an important contributor to, if not even driver of 

vulnerability. In the same way, the SLF ignores the importance of culture in building up livelihood 

assets and potential for acting as an agent of change.  

We believe that culture is an influential factor that can either hinder or enhance positive patterns of 

change in the population, and will include cultural considerations to a great extent in our thesis. In 

Nepal, cultural traditions are deeply rooted in the society and have a great impact on everyday 

interactions and the way relationships are built and maintained. Particularly, religion, the caste 

system and traditional values continue to influence and shape the Nepalese society, social relations 

and the structure of dominance. Consequently, we will attach great importance to the role of culture 

as a key driver or barrier to vulnerability and its implications for the feasibility of a MI scheme 

throughout our thesis. 

Another obvious limitation to our choice of frameworks is that the PAR and Access models limit 

hazards to natural disasters with a wide area of impact, even though Wisner et al. do recognize that 

this separation between people at risk from natural hazards and the many other dangers inherent in 

“normal life”  is  a  rather  artificial  one.  For the purpose of our thesis, which will be a combination of a 

demand and feasibility study, we will therefore broaden the concept to include all such dangers and 

hazards without restrictions. The rationale for our interpretation of Wisner's model is that we believe 

that the many uncertainties, hazards and dangers of "normal life" in Bakanje, if triggered, release a 

similar chain of consequences for the affected household and that the effects can be equally 

disastrous. We therefore find that the PAR and Access models are of equal relevance to all disasters 

regardless of nature and can be applied as research frameworks in the thesis in this modified form. 

What's more, we believe our interpretation to be in line with the SLF, since our demand study takes 

its point of departure in the local people's livelihoods, demands and preferences when it comes to 

concrete insurance products. In a joint demand and feasibility study, we believe it is important not to 

give preference one type of insurance over the other, so that one avoids a supply-driven approach. A 

natural limitation to our thesis will of course then be a lack of reflection or discussion around 

possible restrictions in the coverage of a potential MI scheme in Bakanje VDC. Although this is 

undoubtedly an obvious and necessary discussion, it has been purposefully omitted from the thesis 

as we believe it belongs in the product design process itself, rather than in a basic demand and 

feasibility study. 
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Finally, like all academic frameworks, both models represent a simplification of all the dimensions 

and aspects that a livelihood entails in reality. Therefore they can only be used as a guiding 

framework for research and to apply a certain way of addressing the research problem. In order to 

understand and analyze the full complexity of livelihoods' vulnerability as thoroughly as possible, 

qualitative and participatory analysis at the local level is crucial.  

3. Methodology 

3.1 Aims of the study 

This thesis aims at identifying whether a MI scheme catering to the needs of the rural poor in 

Bakanje VDC would be feasible, and how it could be developed in a sustainable fashion. The focus of 

this thesis will thus be on the conceptual product development, the first of three stages of research 

needed to successfully design and implement a micro-insurance scheme38.  

At the core of our research lies the assessment of 

vulnerability to various types of disaster related risks, 

and of the insurance needs of the potential 

beneficiaries in the Bakanje area. Risks include the 

death of a family member, loss or damage to 

property, death of livestock, health issues as well as 

risks related to bad harvests. The Access model 

described in the previous chapter will serve as a 

research framework to explore the dynamic 

progression of vulnerability at a household level in 

Bakanje VDC. The reason for choosing to apply the 

model as a research framework is that it allows for an 

identification of the different processes that can 

enhance vulnerability to various kinds of calamities, as well as how better access to resources can 

improve the ability of people to secure their livelihoods. The model focuses on three key research 

areas that are highlighted in figure 3.1; it assesses the risk itself, the vulnerability of the inhabitants 

depending on their access to resources, as well as post disaster coping strategies. In the research 

process, we will seek to identify which risks the target population consider most damaging to their 

livelihoods, and investigate which type of insurance product the local population perceives to be the 

most valuable. Thorough information about the nature of different types of hazards has to be 

                                                             
38 USAid (2006) 

Figure 3.1: The Access model as a research 

framework. Source: Own production based on 

Wisner et. al. (2003) 
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collected in order to evaluate the impact these events can be expected to have on the local 

population. In reference to the Access model's dynamic progression of vulnerability, we will then 

proceed to assess the resources and capabilities that are available to households in dealing with the 

short and long term consequences of different types of disasters. These post disaster strategies will 

be analyzed in order to identify households' access to and use of resources when a disaster strikes, as 

well as their potential to break the vicious circle of progressing vulnerability from one disaster to the 

next. Based on the Access model, our analysis will seek to provide a thorough and holistic evaluation 

of the vulnerability of the population to different kinds of disasters in the area. 

Additionally, crucial operational issues that could have an impact on the feasibility, implementation 

and management of a potential scheme will be considered, both on the "demand" and the "supply" 

side. On the demand side, these operational issues include, among others, factors such as the 

general understanding and perception of the concept, the need and demand of the local population 

for different insurance products, the financial literacy of the population, as well as their general 

willingness to pay for a potential MI scheme. 

On the supply side, it concerns challenges related to service delivery, the abilities and limitations of a 

potential supplier, as well as the political and institutional environment that the MI scheme would be 

operating in. We will also seek to identify the strengths and weaknesses of HIPRON, and estimate to 

which degree these might influence the successful management of a MI scheme. Furthermore, we 

will provide an overview of the current insurance and MI scenario in Nepal today, with a special focus 

on the legal framework governing insurance products and the impact the legal environment could 

have on the feasibility, implementation and management of a potential MI scheme. This overview 

will furthermore contribute to developing a deeper understanding of the different entities currently 

offering insurance and MI services in the country, as well as to explore the possibilities for synergies 

with these existing insurance and MI schemes.  

3.2 Pragmatism and the mixed methods approach 
Following up on Post-positivism and Constructivism, Pragmatism began to rise as a philosophical 

movement towards the end of the 19th century39. Noteworthy contributors to the movement 

included, among others, Charles Sanders Pierce, William James, John Dewey and George Herbert 

Mead40. For these early pragmatists, meaningful research was not rooted in the methods employed, 

but rather in ordinary experience and a desire to understand the world. Contrary to constructivists 

and post-positivists, pragmatists reject the notion that the real world could be explained solely by the 
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means of one scientific method41. For them, it is the problem itself that is of importance, followed by 

an elaboration on the method(s) best suited to address it42.  

Figure 3.2 highlights the most characteristic differences between these three philosophical 

paradigms. As displayed in this overview, post-positivists and constructivists focus on one scientific 

method at a time, whereas pragmatism combines elements of both quantitative as well as qualitative 

research methods. Consequently, they make use of both inductive and deductive logic, depending on 

the problem at hand, combining objective and subjective points of view in their research. Pragmatists 

are result oriented and accept an external reality if it produces the desired results43. 

 

Figure 3.2: A comparison between Post-positivism, Constructivism and Pragmatism 

Source: adapted from Tashakkori et.al. (1998) 

As a research paradigm, pragmatism is especially appealing for practical-oriented and applied 

research. It does not impose any methodological constraints on the researcher and allows all possible 

tools to be used in order to address a problem in a comprehensive manner44. Pragmatists perceive 

this integration of methods as a powerful way to enhance the credibility of the findings45. 

In order to reach the aims of our thesis, we will apply a pragmatic approach, relying on a research 

design of mixed methods. In the Nepalese context, MI is a new concept, and in order to provide an 

answer to whether and how a MI scheme could be implemented in a feasible manner, a 

comprehensive approach that involves various stakeholders and applies various methods is needed. 
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A pragmatic research paradigm, in combination with a mixed methods approach will enable us to 

look at the problem from various angles and include different points of view.   

According   to   Johnson   et   al.   (2007),   “Mixed methods research is the type of research in which a 

researcher or team of researchers combines elements of qualitative and quantitative approaches 

(e.g., use of qualitative and quantitative viewpoints, data collection, analysis, inference techniques) 

for the purpose of breadth and depth of understanding and corroboration”   This definition will be 

applied in our thesis and guide our research process.  

By itself, quantitative data is a descriptive tool, helpful for identifying trends and patterns, means, 

frequencies as well as measures of variability. Qualitative data, in contrast, focuses on 

contextualizing the collected information, e.g. by looking at interconnections between different 

statements or events. Whereas quantitative research often exhibits weaknesses in understanding the 

context of the data gathered, qualitative research can make up for these weaknesses. However, 

drawbacks of qualitative research include a risk of the data being biased by the interviewer's 

personal perceptions, as well as and difficulties related to generalizing the collected information. 

These are weaknesses that can be countered by the strengths of quantitative research. As a result, 

mixing both methods can be beneficial, as it is likely to give a more comprehensive understanding of 

a phenomenon. Through providing a more complete picture of the problem at hand, it also has the 

potential to bring new perspectives and ideas to the table. Furthermore, the results of the study are 

likely to be more credible, since the usage of one method compensates the bias inferred by the 

other46.  

For our thesis, combining qualitative and quantitative data will allow us to identify and draw on an 

array of factors that could have an impact both on the livelihoods and vulnerability of different 

households, as well as on the feasibility of an insurance scheme. For our purpose, we believe that 

applying quantitative methods only would merely scratch at the surface of the rather complex issues 

that our thesis is dealing with. Through semi-structured qualitative interviews, we hope to be able to 

conduct a more thorough analysis focusing on the roots and causes of vulnerability, as well as on 

issues related to the management and feasibility of MI schemes. In order to put the collected data 

into perspective we will complement it with some quantitative data collection methods, exploring 

the socioeconomic and cultural context of Nepal and of Bakanje more in general. The research 

process and the different methods included in our mixed methods approach will be explained more 

in detail below.  
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3.3 The research process and applied methods for the field study 
In order to provide a comprehensive answer to our research question, this study will rely on a mix of 

secondary resources, in the form of contemporary literature on MI and Nepal, as well as primary 

resources, based on a field study in the local community and interviews with different stakeholders 

in Kathmandu. 

As a first step, current MI literature will be analyzed in order to provide an overview of existing 

research in the field, particularly concerning conceptual product development and different 

stakeholders in the Nepalese insurance industry. Based on the results of this literature research, a 

field trip in Nepal will be carried out, complementing the secondary data with primary data involving 

key stakeholders. The field trip will be organized in close cooperation with Himalayan Project and 

interviews outside Kathmandu conducted with the help of a translator.  

Stakeholders in Bakanje VDC are the inhabitants of the different villages and settlements in the area, 

who would be the prospective clients and beneficiaries of a potential MI scheme. During our field 

study in Bakanje, we will seek to identify causal relationships between disaster risk and vulnerability, 

exploring how different types of risks affect the livelihoods of the local population on short as well as 

a long term basis. We will also devote attention to certain operational aspects of MI as well as issues 

related to feasibility. For this part of the thesis, we will rely chiefly on qualitative data to explore the 

causalities and the local context, complementing this with some quantitative economic data. 

Qualitative methods applied during the Bakanje part of the field study include semi-structured 

household interviews with people living in the different villages and settlements in the area, as well 

as a participatory insurance game conducted in some of the communities by Himalayan Project on 

our request. Additionally, through the qualitative interviews, certain quantitative data about the 

households' socio-economic background will be collected. These qualitative data will be 

complemented by secondary sources, namely past project reports by HP and HIPRON. It is important 

for us to include households from various socio-economic, educational and caste backgrounds in 

order to create a diverse sample that is representative of the population living in the area. 

In order to measure the perception and understanding of insurance and insurance principles in the 

population of Bakanje VDC, as well their willingness to pay for such services, we will present certain 

insurance scenarios during our semi-structured interviews. With the help of a model village and 

model people, we will dramatize these scenarios in order to test the sample group's understanding of 

insurance and the problems/dilemmas related to insurance products, for example fraud and moral 

hazard. Using these models, we also hope to explore and learn more about the need and demand 

patterns for different type of insurance products. Additionally, we will make use of Himalayan 
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Project's report on the insurance game it conducted with the local women's groups on our request. 

Whereas the interviews are an in-depth analysis tool to test how well the interviewed households 

understand the concept and how much each of the households in the sample group would be willing 

to pay for insurance services, the insurance game addresses a bigger segment of the population and 

aims at testing the general understanding and the overall perception of the concept of insurance in 

an interactive group setting.  

As various different stakeholders could have an impact on the feasibility of a MI scheme, we have 

decided to include interviews with several relevant actors during our field studies in Nepal. In 

addition to the field study in the target area of Bakanje, we will therefore carry out semi-structured 

interviews with certain stakeholders in Kathmandu. These are the potential administrator of the 

scheme, HIPRON, the national regulative body of insurance in Nepal, Beema Samiti, and ALICO, a 

commercial insurance company. In the process of developing a viable MI scheme in Bakanje, we 

believe that all of these actors and the people they represent have an important role to play, and 

that an early inclusion of all these relevant stakeholders would be beneficial to the scheme during 

the conceptual phase.  

Challenges to the feasibility of a MI scheme do not only stem from the demand side, but also from 

stakeholders on the supply side. Actors on the supply side include Himalayan Project as well as 

commercial insurance companies active in the Nepalese market. In order to address these challenges 

properly, an evaluation of Himalayan Project's strengths and weaknesses will be included in the 

study. We will try to assess where the organization's weaknesses could pose challenges to the 

feasibility of the scheme, and identify which organizational strengths that could prove conducive. 

This assessment will be based on observations from following the NGO into the field, as well as on 

semi-structured qualitative interviews that will be conducted with key employees in the organization. 

We will devote particular attention to factors such as Himalayan Project's administrative capacities, 

their knowledge of the population in Bakanje VDC and the trust they enjoy from it, as well as their 

perception and knowledge of MI and financial services, areas that we believe are central to for the 

viability and feasibility of a MI scheme. In addition to this, we will conduct an interview with ALICO, a 

commercial insurance company that has previous experience with MI schemes in their portfolio. We 

hope to benefit from their experience of running a sustainable scheme and seek to explore their 

delivery models, discuss general challenges for the Nepalese insurance industry, as well as other 

factors influencing the success or failure of MI schemes in Nepal.  

Furthermore, the success and failure of development projects are very often tied to the cultural and 

legislative context in which the projects are implemented. An analysis of the Nepalese insurance 
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sector and the legal framework surrounding it will therefore of great importance to our thesis. In 

order to achieve a thorough overview of the sector, we will rely on current literature on the 

insurance industry in Nepal and complement these with information gathered through interviews 

with relevant staff members of the Insurance Board of Nepal (Beema Samiti) and ALICO, a 

commercial insurance company. This will help us develop a better understanding of the current 

legislative situation concerning insurance and MI products. As mentioned above, the Insurance 

Board's future plans for MI will be of special interest, as these could have a strong impact on the 

feasibility of a potential MI scheme in Bakanje VDC.  

Culture and social norms will constitute an important aspect of our study. These shape the 

interactions between all stakeholders and can be a considerable threat or facilitator, when 

implementing a MI scheme. Therefore, we will focus much on the cultural setting in which the MI 

scheme would be operating, both with the help of secondary sources and through observations 

made during our field trip. A thorough understanding of cultural and social norms, beliefs and values 

will help us put the results of the interviews into perspective and can be crucial for identifying pitfalls 

both for a potential MI scheme as well as for our study.   

As explained above, our research will be based on a mixed methods approach, including qualitative 

as well as quantitative data. By applying a mix of qualitative and quantitative methods for our field 

study, we hope to be able to analyze the research problem in depth and from various different 

angles. For a more practical description of the interviews and the results from the field study, please 

refer to the annexes. 

3.4 Limitations of the study 
The study represents the first step in the process of designing a viable MI scheme. Its scope is 

therefore limited to providing a primary assessment of the demand for and feasibility of this kind of 

scheme in Bakanje VDC. However, more detailed and technical product and pricing studies need to 

follow in order to successfully implement a sustainable MI scheme. Hopefully, this first feasibility and 

demand study on MI in the area will contribute to identifying areas in which more detailed research 

is needed in this respect. 

Other obvious limitations manifest themselves when looking at the methods used in the field 

research. By using primarily qualitative interviews, less households can be targeted, creating a 

sample that is not statistically representative of the overall population. Due to the complex 

structures in the Nepalese society in terms of ethnicities, castes, religions, among other things, this is 

a big challenge. A thorough mix of households involved in terms of caste, economical and 

educational background is therefore crucial for the overall representativeness of the results of our 
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study. In order to achieve this, we will rely on Himalayan Project's knowledge of the population and 

aim to ensure representativeness with the help of the NGO. In order to minimize the inaccuracies of 

the qualitative interviews, we have also decided to include the participatory games conducted by the 

NGO at our request to test the understanding of the concept. These games were held with several of 

the established women's groups, thus including a larger segment of the population. The participatory 

games help to create a wider picture of the population's perception of and willingness to pay for a MI 

scheme. 

Furthermore, the use of a translator may distort data collection, as translation mistakes can falsify 

the true meaning of the interviewed person, as well as being influenced by the translator's point of 

view on this specific matter. In order to keep these inaccuracies as low as possible, the translator is 

thoroughly introduced to the topic and the key research areas of the thesis, before going out in the 

field. It is crucial that the translator has a good grasp of the research question and is familiar with the 

topic as a whole. At the same time, the translator represents an asset to help us understand the 

point of view of the local population better, as culture can influence the way a question is perceived 

and answered in the local context. 

4. An introduction to microinsurance 
Made famous by the 2006 Nobel Peace Prize laureates, Muhammad Yunus and his brainchild, the 

Grameen Bank, microfinance has been praised as one of the greatest innovations in the banking 

business in the past century. Today, both private and public institutions offering microfinance 

services are present in countries all over the world and on all continents.  

It all started in Bangladesh, where Muhammad Yunus founded the Grameen Bank in 1976. Through 

this bank, groups of female entrepreneurs were given micro-loans without any collateral, relying 

instead on other forms of repayment securities. These loans have proved to be very successful, and 

the bank itself claims to enjoy a repayment rate of 97 % today47.  

The rationale behind microfinance is to empower poor people by offering them less precarious ways 

of borrowing money, which allows them to engage in entrepreneurial activities with the aim of 

creating assets and improving households' overall income. However, microcredit alone is not enough 

to satisfy the financial needs of the poor. The range of financial services offered to the low-income 

segment has broadened substantially, moving towards inclusive financial systems for the previously 
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“unbanked”   population.   Besides   credit   schemes,   services   include   savings   accounts,   possibilities   to  

transfer money as well as MI48.  

As poor people with limited access to resources are particularly prone to suffer from disasters and 

catastrophes, MI has the potential to serve as a tool to mitigate these type of risks.  Sharing risk on a 

reciprocal, structured basis through insurance has become the norm in most developed countries.  

Nevertheless, access to formal insurance in developing countries, where it is needed the most, is 

largely absent49. In developing countries about 90% of the poor population still have limited or no 

access to insurance services50.  

Churchill (2007) has defined MI as  “the protection of low income households against specific perils in 

exchange for premium payments proportionate to the likelihood and cost of the risk involved”.  This  

definition has been widely used in MI literature (e.g. Mathur (2010), Clarke et.al. (2012), Mosley 

(2009), Helms (2006), etc.), and is also be applied in our thesis. In this context perils are interpreted 

as events that would impact a household's economic situation negatively and put their livelihoods at 

risk.  

MI services differ from traditional insurance schemes in developed countries, as  they target a 

customer segment with substantially different characteristics. Potential customers are often self-

employed, work in the informal economy, have an unstable income, live in remote areas and might 

be uneducated or even illiterate51. Needless to say, targeting this segment requires a high degree of 

flexibility in product design, service delivery and pricing models. Products need to be easily scalable, 

affordable for the low-income segment, and yet financially sustainable for the insurer. Often, keeping 

premiums low in order to make sure that the insurance is affordable for the poor can result in limited 

benefit packages52. A thorough understanding of the clients' needs is therefore needed in order to 

adequately adapt the concrete insurance product. Every country and region is different and there is 

no standard model that can be applied in every context53.  

4.1 How microinsurance can counter the progression of vulnerability 

As explained in chapter 2, access to resources is key to ensure a successful recovery from economic 

shocks caused by disasters. Whereas rich households are usually able to recover rather quickly from 

such events, many poor households struggle to get back on their feet. Access to social protection is 
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therefore a crucial factor in the equation, that give people a safety net to fall back on and aid the 

recovery from the economic shock caused by the disaster54.   

The Universal Declaration of Human Rights has asserted social protection to be a human right that is 

a governmental responsibility.  According   to   the  declaration,   this   encompasses   a  person's   “right to 

security in the event of unemployment, sickness, disability, widowhood, old age or other lack of 

livelihood in circumstances beyond his control”55. However, this is clearly not the situation in most 

developing countries, where large segments of the population usually lack access to adequate 

protection and are vulnerable to numerous risks. Sadly, governments in developing countries are 

often unwilling and/or unable to effectively extend social protection systems to its population. 

People working in the informal economy are an especially vulnerable group that usually has no 

access to formal social protection56. Figure 4.1 depicts the social protection situation in a typical 

developing country, many of which are characterized by big and widening gaps in coverage for 

different groups in the population.  

Typically, the only groups with access to formal social protection in most developing countries are 

the high-income segments as well as certain groups of civil servants, who have access to either 

private or state insurance, respectively. Informal workers, who sometimes make out the bulk of the 

population (depicted by the grey area in figure 4.1), are most often left to fend for themselves 

without any access to formal social protection. This group often relies on their social capital for 

protection; support provided by neighbors and relatives belonging to their social network or 

community. MI has the potential to fill these institutional voids, and has proved to be an effective 

instrument for reducing vulnerability when applied correctly. Whereas social security schemes focus 

on a fixed set of risks, MI is often more flexible and better adapted to the concrete needs and 

demands of the target group. If prevailing social security schemes do not provide sufficient 

protection from the risks that constitute the biggest threats to a people's livelihoods, MI may be a 

relevant alternative57.  
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Figure 4.1: The gap in social protection coverage in a typical developing country 

Source: Churchill et.al. (2012) 

Nevertheless, for extremely poor or destitute persons living below the poverty line, MI is not a viable 

solution. A fundamental prerequisite for MI is that the client group has certain spare funds to invest 

in social protection, and destitute groups (who make out the bottom of the pyramid in figure 4.1) 

would most likely not be able to afford the premiums needed to ensure sustainability58. For this 

reason, MI can only complement, and will never have the potential to fully replace the social 

protection provided by the government, as it excludes the very bottom of the pyramid, which will 

remain dependent on social transfers59. 

4.2 Microinsurance stakeholders  
In order to identify potential pitfalls in insurance models, an analysis of the involved stakeholders 

and their respective interests is useful. Rademacher et.al. (2011) have identified four groups of 

stakeholders that are typically involved in MI schemes: the insurer, the target market and the 

insured, the intermediary as well as aid donors, the government and the general public. However, as 

risks have become ever more complex, reinsurers are becoming increasingly important in the supply 

chain, and we have therefore decided to add these as a fifth group of stakeholders.  

Insurers: There are two types of traditional insurers: insurance companies and community-based 

organizations. For some insurance companies, MI is attractive due to the mix of profit and pro bono 

activity that may enhance their brand image, and increasingly more commercial insurers therefore 
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offer or finance products aimed at low-income segments60. However, due to the relatively small 

premiums, schemes have to operate on quite a big scale to be profitable. Furthermore, earning too 

big profits from such clients would reflect badly on the company. Often, insurance companies rely on 

intermediaries who have specific, in-depth knowledge about the target population in order to tap the 

low-income market. However, using this business model, principal agent problems can easily arise for 

the insurer.  

On the other hand, community-based organizations benefit from local ownership and proximity to 

the policyholders. Such organizations often have a better understanding of the needs of the target 

group, which facilitates claim settlements and enables better fraud control61. However, community-

based organizations often lack the resources and technical capacities to offer MI on a larger scale, 

and are in many cases not familiar enough with the concept62.  

Reinsurers: As the client demand has been understood better and the range of insurance products 

has become wider and larger in scale, reinsurers have become increasingly important actors in the 

MI supply chain. Insurance companies and NGOs do not only benefit from the safety net of 

reinsurers, they also increasingly tap into their expertise as the design of MI products become ever 

more broad and complex63.  

Target market and the insured: The target population for MI often has little or no education 

combined with low, seasonal incomes. This poses certain challenges to the design of the product or 

scheme. More often than not, the documentation needed to make a claim is either not available at 

all, difficult to obtain, or easy to fake. Furthermore, although the number of insurance providers is on 

the rise, market structures for MI are often monopolistic and switching from one provider to the 

other is therefore seldom an option64. However, as increasing amounts of information and data 

about remote and low-income customer groups becomes accessible through use of modern and 

mobile technology, such markets are becoming easier to tap into65.  

Intermediary: Sometimes, NGOs or microfinance institutions act as intermediaries between an 

insurance company and the policyholders. Seeking to accommodate both groups’ interests at the 

same time, this group of stakeholders has a difficult task. As MI has become increasingly popular, 

some microfinance institutions have started introducing their own portfolios of MI schemes. Thus, 
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when engaging in partnerships with traditional insurance companies, successful MFIs have much 

bargaining power that they can make use of to demand a higher share of the profit from the 

partnership66. The success of MI schemes involving intermediaries crucially depend on finding the 

right partner, and developing trust and good communication in the partnership. Developing the 

necessary trust is particularly challenging for insurance companies, which often have a rather 

dubious reputation in many developing countries. Risking tainting their good names and losing public 

support in the local communities where they are present, most MFIs and NGOs would probably be 

reluctant to enter into a partnership with an organization they do not completely trust67. 

Aid donors, government and general public: For this group of stakeholders, MI represents an 

interesting and innovative concept, since it has the potential to complement donor and government 

efforts in expanding social protection, especially for groups that have traditionally not been serviced 

by formal efforts, e.g. people living in remote and rural areas, and those working in the informal 

sector68. For MI providers, these stakeholders play a crucial role in that they shape and create the 

external environment and legislative framework in which the providers operate. Well-defined 

regulations, enabling policies and popular support may indeed decisively influence the success of MI 

schemes. However, in many developing countries, this group of stakeholders is also highly exposed 

to irregularities such as power abuse, corruption and hidden lobbying, which may severely hamper 

and stall the whole public administration system69. 

4.3 General challenges to microinsurance  
Designing MI schemes that are both affordable to the low-income market, and yet hold sufficient 

benefits can be a challenging task for insurers. In the low-income segment, the willingness and ability 

to pay for insurance products differs substantially from that of regular insurance clients. Most poor 

households have only very few, if any, resources to spare, and decisions on how to invest these are 

carefully made. Factors like the individual degree of risk aversion, the outlay relative to overall 

wealth, as well as the initial level of wealth all play an important role in the decision making process. 

When losses are unpredictable and potentially large in comparison to people's overall wealth, and 

when the initial level of wealth is low, there is an increased willingness to pay for insurance 

services70. Moreover, since many poor households are self-employed or work in agriculture, they 

cannot rely on a steady flow of income each month, but have to deal with a seasonal and 

unpredictable income. Consequently, when targeting this segment, it is not only the pricing models 
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that have to be attractive; the way that payments are made also has to be adapted in order to take 

seasonality of income into consideration. When designing pricing models for the MI products, it is 

crucial to analyze the cash flow patterns of the target group in order to take this into account71. 

Additionally, classical insurance problems such as moral hazard, adverse selection and fraud may 

lead to increased costs and may jeopardize the feasibility of the MI product from an economic point 

of view. These are problems that affect all kinds of insurance schemes, even in developed countries, 

and can be difficult to deal with if insurers lack the proper mechanisms72. However, in many 

developing countries the process of claim verification is often rendered even more difficult to carry 

out, since the documentation needed to make claims may be hard to obtain or easy to fake73.  

At present, most MI providers target households just above or just below the poverty line, living 

primarily in urban and densely populated areas74. High transaction and information costs often make 

it difficult to offer affordable insurance services to poor clients in rural and remote areas cost 

effectively. From a developmental point of view, this is problematic, since the majority of the world's 

poor still live in rural areas, and since rural clients are among those who would benefit the most from 

better social protection. Scaling up services to reach an increasing number of people from this 

segment of the population therefore remains a challenge for MI. In order to broaden their customer 

base, MI providers need to foster technical and operational innovations both in product design and 

in service delivery75.  

Furthermore, as many people in the target population are likely to be illiterate and unfamiliar with 

the concept of insurance, financial education is crucial for successfully implementing a MI scheme. 

The education should aim at establishing and ensuring a sound financial understanding among the 

potential future clients, with special reference to the concept of insurance. This education should 

furthermore be provided in a language and in a way that they can both understand and relate to. 

Only if and when the target group understands the concept and the benefits it may entail for them, 

will it be eager to subscribe to insurance schemes76.  
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4.4 Microinsurance products 
Technological innovations have facilitated a remarkable growth for nearly all financial products 

belonging to the microfinance "umbrella", and MI is no exception. As target markets have become 

more exposed to and familiar with insurance services, the 

portfolio of risks covered by MI schemes has become 

increasingly diversified, with more and more types of 

products constantly being added77. When talking about MI, 

it is therefore important to remember that various types of 

MI products differ greatly in terms of their complexity, as 

portrayed in figure 4.2. Generally speaking, the more 

complex the product, the more difficult it is to implement, 

and the more prone it will be to suffer from classical 

insurance problems like adverse selection and moral 

hazard. For example, micro health insurance is a product 

characterized by a very high degree of complexity, and can 

only point to few success stories. Conversely, credit life 

insurance is a much simpler product with much higher likelihood of success78. Since MI schemes are 

often targeting illiterate clients with little or no prior knowledge of basic insurance concepts, it is 

important to ensure that the final product truly addresses the needs and demands of the clients in a 

way that is uncomplicated, transparent and fully understandable for them. In order to do this 

properly, it is critical to ensure local ownership of the design process, in the sense that the future 

policyholders themselves help influence the choice of risks to be covered by the scheme. The product 

design is perhaps the most crucial determinant of both the success and feasibility of the scheme79. In 

the following, we will provide simplified descriptions and characteristics of the five of the most 

common types of MI products, namely life, health, property, and agricultural insurance (crop and 

livestock). 

4.4.1 Health insurance 
The poor state of public healthcare services and systems in many developing countries has created 

an obvious need and demand for health insurance. In fact, in low and middle income countries, as 

much as 26 % of households need to borrow money or sell their assets in order to cover their 

healthcare expenses, and many are excluded from healthcare altogether80. Disease and illness are 
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often mentioned as main drivers of poverty, since medical treatment and other health services take 

such a heavy toll on many people's economy that they can hardly afford them at all81. Health MI 

offers a promising way of mitigating these risks, but is at the same time one of the most complex MI 

products for insurers to deal with, as highlighted by Helms (2006) above. Poor infrastructure and 

inadequate facilities are some of the main constraints to feasible micro-health insurance, since 

delivery is restricted to certain clinics and hospitals that provide the policy holders with treatments82.  

Furthermore, because of the involvement of health care providers who may be primarily interested 

in maximizing their own profit, this type of product is particularly prone to suffer from principle-

agent problems. Additionally, the complexity of the product generates much potential for classical 

insurance problems, such as fraud, adverse selection and moral hazard. Particular attention 

therefore has to be given to designing efficient mechanisms for verifying claims and minimizing the 

risk of said problems83.  

Concrete health risks, the proximity to healthcare providers as well as the general income level vary 

substantially from community to community. For these reasons, designing a benefit package that fits 

the specific health needs of the different communities, that is still attractive and affordable to a 

larger target market in order to reach the necessary scale, is a considerable challenge84. Efficient 

cooperation between the public and private sector through public-private partnerships has been 

described as a possible way to overcome some of these challenges and extend health insurance 

services to broader segments of the population. However, this naturally requires a well functioning 

institutional environment and good governance, factors which cannot be taken for granted in many 

developing countries85. 

4.4.2 Life insurance 
Compared to other insurance products, life insurance is a quite simple product that is relatively easy 

to implement, also in low-income markets. As pointed out by Roth et.al. (2007), there are several 

reasons for this; 

 Life insurance products are usually high in demand.  

 Product pricing is relatively simple compared with other types of insurance products.  

 Life insurance is less prone to suffer from classic insurance problems, such as fraud and 

moral hazard, because the insured event is a clear-cut fact.  
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 Unlike many types of health insurance, life insurance is not crucially dependent on the 

existence and efficient functioning of other infrastructure such as hospitals.  

 Life insurance can easily be linked to already existing microfinance initiatives such as savings 

and loan products86.  

Nevertheless, the degree of complexity between different types of life insurance products varies 

substantially. Whereas credit life and short term life insurance represent simple and easily 

marketable products, long term life and life insurance schemes including pension options are much 

more complex products to handle for the insurer87.  

Credit life insurance is the simplest of all life insurance products and covers credit loss in case of the 

death of a borrower. This type of insurance thus has much potential for linkages to, and is often 

provided in combination with microcredit. While one could argue that credit life in this instance 

perhaps rather serves as an insurance policy for the microfinance institution than for the borrowing 

household, it contributes to mitigating one of the negative sides of microcredit88.  

Another relatively simple product is term life insurance, which links insurance products with saving 

schemes. Term policies provide the insured with life insurance coverage for a certain period of time 

and pays out the saved money with interest89. However, it is a challenge for this type of product to 

be able to guarantee delivery for the client on the one hand, while keeping costs low for the insurer 

on the other. Furthermore, the family or associates of the deceased are often not aware of the 

policy's existence, or encounter difficulties recovering the original purchase receipt for the purpose 

of making a claim90.  

Due to more elevated levels of inherent complexity and risks, long term life insurance covering 

periods of more than five years is available on the market only to a small extent in developing 

countries. Among other things, high inflation rates, devaluation and low returns make these products 

unattractive to insurers91.  

With regards to feasibility, life insurance products with pension options are perhaps the most 

complex type of life insurances to manage, and they are therefore hardly present in the market at all. 

Such products either provide the family with a lump sum or a series of payments in case the policy 

holder dies before reaching pension age, or they serve as a retirement savings plan. Needless to say, 

pricing models for these products are complex, since the calculation of premium payments are based 
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on several unknown factors, e.g. changes in mortality rates or long-term inflation92. 

4.4.3 Agricultural insurance 
In rural areas, risks to the local economy are more often than not linked to agriculture, especially for 

low-income households in the community. Crop and livestock insurance have the potential to 

contribute to a better management and mitigation of such natural risks and may help to secure 

people's livelihoods in rural areas93. 

In the past, it has been quite difficult for insurers to offer agricultural insurance to the rural poor cost 

effectively. This is especially caused by the relatively high costs of claim verification in relation to the 

small premiums and sums insured. However, thanks to technological advances and innovative 

product designs, possible solutions to these shortcomings are emerging, such as index crop 

insurance94. Rather than insuring specific households directly against bad harvests, index insurance 

schemes instead base themselves on index measures of historical yield losses. However, there is so 

far little concrete evidence to support that index insurance has in fact had a positive impact on the 

risk management capabilities and livelihoods of poor farmers95. Furthermore, in most developing 

countries, the historical data needed to establish indexes is not yet in place. Perhaps therefore, the 

number of crop insurance providers in developing countries still remains rather low, and due to the 

high number of stakeholders involved, establishing new schemes is a demanding and complex 

undertaking96.  

Livestock often represents a valuable source of income that can contribute significantly to the 

family's future wealth. The death of an animal can therefore severely impact household's economic 

situation both in the long and short term. Micro-livestock insurance schemes especially aim at 

decreasing vulnerability of small-scale farmers that depend on breeding and herding of livestock as 

their main source of income.  

The many risks involved in keeping livestock, such as diseases, accidents or theft of livestock, all 

represent major barriers for farmers and herders wanting to invest in livestock97. Livestock insurance 

may therefore act as a useful tool to minimize the risks involved in this form of agricultural 

production. However, despite its great potential in this respect, livestock insurance is also likely to 

suffer from classical insurance problems like moral hazard, adverse selection and fraud. Additionally, 

claim verification is often costly and complicated in relation to premiums and the value of the 
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insured asset, and identification techniques are ineffective, making it difficult for insurers to offer 

such products cost effectively98.  

4.4.4 Property insurance 
The land and property of poor households is often located in risk-prone sites and exposes property to 

fire and other hazards. Yet in the 100 poorest countries of the world, about 99% of all people in the 

low-income segment have no formal property insurance99. Losing important assets like land or 

property may constitute a severe blow to any household both in the short term and in the long term, 

and particularly so in developing countries. As families go through great ordeals to repair or replace 

their damaged property and belongings, they may even have to take their children out of school or 

change their consumption patterns in order to cope. Depending on the situation, repairing or 

replacing damaged property or belongings may take several years worth of savings, while some may 

not even be able to repair or replace their things at all. In any case, such losses may also gravely 

affect people's ability to generate income in the future100. Property insurance can act as a safeguard 

for such situations, protecting both small businesses and private assets belonging to poor households 

against damages and losses. The most common product within this sub-group is house insurance. 

Some schemes further specify which concrete risks are covered, such as fire, flooding or earthquakes, 

to name a few.  

As can be seen in figure 4.2, the complexity of property insurance is far lower than that of e.g. health 

or agricultural insurance. Nevertheless, certain challenges and limitations do exist also for property 

MI;  

 It may be difficult to estimate the value of the insured asset. Also, relevant documentation is 

often either difficult to obtain or easy to fake101. 

 There is a certain risk that people will not take proper care of their property once it is insured 

(moral hazard), as they can rely on their insurance to cover damages.  

 Claim verification is sometimes complicated, and it is both expensive and time-consuming for 

insurers to build complex administrative systems as a safeguard against fraudulent claims, 

particularly when the value of the insured property is low102. 
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For property insurance, it is especially important that the MI scheme defines precisely which assets 

are covered, the replacement cost, what portion or percentage of the loss will be reimbursed, 

depreciated value, as well as how these will be determined and by whom103.  

5. Country context  

5.1 Political situation 
Nepal stands at a defining moment in its history. As the country has struggled to rebuild itself and 

heal the wounds after a decade of civil war, it has had to manage major political and social 

transformations as part of a protracted and long-drawn-out peace process which has been hampered 

by political instability and uncertainty. As Nepal's most recent Human Development Report puts it; 

"Today, Nepal stands at the crossroads at redefining both nation and state"104.  

The "People's War", a decade-long armed conflict lasting from 1996-2006, was led primarily by 

Maoist rebels against the state. By the time the Comprehensive Peace Agreement was signed in 

2006, this civil war had left around 13,000 people dead and displaced more than 200,000 Nepalese. 

Although the root causes of this conflict are the subject of academic debate, most scholars seem to 

agree that these were linked to the profound social, economic and political inequalities that 

characterize all spheres of the Nepalese society, and especially so in rural areas105. These disparities, 

which still remain a major source of widespread and systematic exclusion and discrimination, are 

most pertinent along caste, gender, ethnic and geographic lines. However, according to a recent 

report by Upreti et.al. (2012), which provides a more thorough overview of the causes and 

development of the People's War, it is important to note that the decade-long conflict did not 

emerge suddenly. On the contrary, it is argued that "the  nature  of  Nepal’s  historical  political  economy  

was such that violence, in various guises, became part of the development process itself"106. 

Deraniyagala (2005: 54) further argues:  "Given that these patterns of poverty and inequality are the 

outcome of a historical process of development, violent conflict must be seen, not as an aberration 

from  the  country’s  ‘normal’  path  of  development,  but  as  intrinsically  linked  to  that  process." As these 

root causes of conflict are vital to understanding the contemporary Nepal and its political situation, 

we will get back to these more in depth in the sections to come. 
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Since the signing of the Comprehensive Peace Accord (CPA) in 2006, instability, uncertainty and 

change has characterized Nepal's political development, as demonstrated by the fact that the 

country has had five governments in six years107.  However, encouraging progress has been made in 

some areas. The importance of economic development, poverty reduction and social inclusion to 

building a peaceful Nepal has been officially recognized by the state in the 2006 CPA. Some efforts 

have been made towards addressing the issues of social exclusion and inequality, but many of the 

provisions of the CPA have still not been implemented. Most importantly, a constitution has still not 

been promulgated, despite four extensions to the Constituent Assembly’s  deadline after the initial 

two-year time frame ending in May 2010 was not met108. On May 27th 2012, the CA failed to meet 

the final deadline set by the Supreme Court due to a disagreement over the restructuring of the 

state, prompting then Prime Minister Baburam Bhattarai to dissolve the CA and cast Nepal into a 

legal and political vacuum109. Until very recently, Nepal was then ruled by a caretaker government 

headed by Mr. Bhattarai, before a new interim unity government headed by Chief Justice of the 

Supreme Court, Khil Raj Regmi, was instated on March 14th 2013. According to a package agreement 

between  the   four  main  political  parties,  Mr.  Regmi’s  government  will  oversee fresh elections for a 

new Constituent Assembly to be held by June 21 of this year110. Prior to this new agreement, the lack 

of agreement between the biggest parties on fundamental issues such as election laws and the 

reinstatement of the Constituent Assembly had effectively put necessary reforms in other sectors on 

hold111. 

A continued political deadlock in Kathmandu will have serious consequences for local level politics 

and administration. A UN-bulletin dated March 2012 stated that: "issues concerning land ownership, 

local service delivery and social inclusion are linked to and guided by the national level political 

climate and central level policies, and cannot be fully addressed locally"112.  

5.2 Economy and Infrastructure 
The bulk of Nepal's 27.5 million inhabitants, about 75 %, are employed in agriculture, and it is the 

main livelihood of most of the population113. The World Bank states that agriculture is "the principal 

source of food, income and employment for the majority, particularly the poor"114. The primary sector 

thus still constitutes the mainstay of the Nepalese economy, despite accounting for only a little over 
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one third of GDP. This reflects the fact that agriculture in Nepal is still primarily subsistence based 

(according to the World Bank, only 13 % of the agricultural output is traded115), as well as the 

relatively low income generated from agricultural activities.   

An overview of Nepalese GDP divided according to sectors shows that the service sector is the main 

contributor to national GDP, followed by agriculture. Manufacturing and industry constitute a 

meager 15 % of GDP, due to the poor investment climate as well as infrastructural challenges, both 

of which will be explained more in detail below. 

In recent years, the service sector has been the main engine of growth in an otherwise stagnating 

economy. Most of this growth has been driven by retailers (making out 60 percent of the entire 

Nepalese private sector), wholesalers and transportation providers116. However, despite accounting 

for 50 % of GDP, the services sector only comprised 15.3% of adult employment in 2010117. 

Moreover, most services sector jobs are located in urban rather than in rural areas, as exemplified by 

the fact that half of Nepal's urban population are employed in this sector, against roughly one-sixth 

of the rural population118. Outside major cities, there are therefore still very few job opportunities 

besides low-productivity, subsistence agriculture.  

This lack of opportunities at home has changed Nepalese employment patterns radically over the last 

decades; millions of Nepalese workers have migrated to other countries in search of work, mainly to 

India, Malaysia and the Gulf countries119. In fact, it is estimated that as much as one-third of the 

Nepalese male population are abroad120. Remittances from these migrant workers by now amount to 

over 25% of GDP (in fact, due to the high amounts of remittance that flow into Nepal informally and 

illegally, it is believed the percentage could be much higher121), and underpin the whole Nepalese 

economy122. The steady increases in remittances over the last decade has boosted consumer 

spending, and has also been a determining factor for reducing poverty, especially in rural areas123. 

However, the high remittance inflows have had adverse and increasingly detrimental effects on the 

investment climate, as the high volume of remittances has brought about inflated prices within 

Nepal, not only for goods and assets, but also for productive labor. This, Afram et.al. (2012) argue, is 

leading the country down a dangerous path of lower competitiveness and job creation, loss of 
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economic activity and stunted growth at home, which in turn will force even more people to migrate, 

leading to yet higher remittance inflows that will drive more consumption and asset bubbles.  

Needless to say, the country's economy has also suffered from the political stalemate and 

uncertainty at the central level. According to the recent 2012 Development Outlook Update report 

from the Asian Development Bank, Nepal's economy is projected to expand by 3.8% in FY2013, down 

from 4.6% in FY2012. This is partly due to the poor performance of the agricultural sector owing to a 

late monsoon, but also much due to the inability of politicians to approve a budget for the whole of 

the fiscal year, and the weak implementation capacity of the caretaker government124. In ADB's 2012 

Development Outlook report, it was stated that the economic performance of the country "depends 

primarily on how the political situation evolves"125, a statement that appears still to hold truth in 

2013. Correspondingly, a recent World Bank survey on Nepal's investment climate indicated that 

ninety percent of companies from all industries considered the political instability a major or very 

severe obstacle to growth126. As controversial matters in the peace process remain unresolved, 

politicians are giving inadequate attention to the economic agenda, not to mention needed reforms 

to the many structural and policy impediments to the economy127. 

In addition to problems related to the fragile political environment, the 2012-2013 Global 

Competitiveness Report also highlights other barriers to doing business and investing in Nepal. 

Corruption, which is listed as the second most problematic factor, remains endemic in the country. In 

fact, Nepal is ranked as number 139 out of 176 countries on the 2012 Transparency International 

Corruption Perceptions Index, a testimony to the pervasiveness of the problem128.  

Furthermore, underdeveloped infrastructure is a serious limit to growth, especially in the industrial 

sector. According to an assessment of Nepal's investment climate commissioned by the World Bank, 

infrastructure is one of the two most serious challenges to the Nepalese economy, beside political 

instability. The biggest infrastructural bottlenecks, they argue, are transport as well as the lack of 

reliable access to electricity129. Arguably, improving access to power, and scaling up power 

generation is perhaps the most significant challenge to Nepal's economic development. Given its vast 
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untapped hydropower resources, it is a paradox that the country has the lowest electricity 

consumption per capita in the whole region130. 

The low degree of adequate road infrastructure is another big impediment to economic development 

in Nepal, particularly in rural areas. Obviously, the country's geography and topography constitute a 

major natural barrier to the construction of efficient road networks. According to the World Bank, as 

many as 15 out of 75 district headquarters still have no road connection, and over one-third of the 

population living in the Hills is more than four hours away from an all-weather road131. World Bank 

statistics furthermore state that "60 percent of the road network, including most rural roads, cannot 

provide all-weather connectivity"132. Since around 83 % of Nepal's population live in rural areas, the 

physical isolation of most rural communities for at least some time every year further complicates 

the economic inclusion of large parts of the population. 

Another important barrier to economic growth and inclusion of both businesses and individuals alike 

is the lack of access to financial services. Although the number of financial institutions in Nepal has 

mushroomed over the previous two decades, formal financial services are still unavailable and/or 

practically unattainable for large parts of the population as well as most small and medium-sized 

firms, particularly in rural areas133. This is partly due to weak financial infrastructure, but important 

reasons also include that many financial products are inadequately adapted to the needs of the 

potential clients, as well as the inability of banks to profitably downscale their operations at an 

acceptable cost134. Despite substantially higher interest rates, informal borrowing therefore far 

exceeds formal borrowing in the country135. 

5.3 Cultural and social considerations 

5.3.1 The caste system 
Although perhaps less pervasive and orthodox than in its big neighbor to the south, India, the caste 

system is also an important and encompassing characteristic of the Nepalese society, which remains 

predominantly Hindu136. According to orthodox Hindu ideology, which is based on meritoriousness, 

the social stratum one is born into is a result of on one's own deeds in the previous life. Thus, in the 

words of Berreman (1972:198); "caste is ranked endogamous divisions of society in which 

membership  is  permanent  and  hereditary”.  
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In Nepal, discrimination according to caste system has not only been an implicit practice, it even used 

to be implemented through law. In the National Code, or Muluki Ain, which was written in 1854, 

most of Nepal's ethnicities  were  brought   together  and  organized  according  to   their   ritual  “purity”. 

The Muluki Ain established an institutionalized, hierarchical caste system in Nepal (that also included 

non-Hindus), which has since been an omnipresent feature of Nepali life and identity even after its 

formal abolishment in 1963137. The implementation of this code led to further consolidation of 

economic and political power in the higher castes, most notably the Brahmans, Chhetri and Newar 

caste groups in the Hills region, and to the marginalization of non-Hindus and of the Madhesis (Hindu 

southern plain dwellers that were not included in the Muluki Ain)138.  

This institutionalized form of discrimination has had lasting effects on the Nepalese culture. 

Privileged positions in all spheres of society are still usually held by Brahmins, Chhetris or Newars, a 

continuing tendency that is reinforced by the relative advantages of these groups in terms of 

securing access to relevant education and information139. The dominance of Brahmins, Chhetris and 

Newars is also reflected by the fact that these groups consistently score higher than anyone else on 

UNDP's Human Development Index for Nepal according to caste and ethnicity140. On the other end of 

the social strata, caste-based discrimination, although prohibited by law in all its forms, continues in 

everyday life especially against Dalits (a group formerly known as "untouchables"), due to lax 

enforcement141. In fact, a study by Bhattachan et.al. (2002) highlighted over 200 concrete practices 

of caste discrimination existing in Nepal at that time.    

Although caste-based discrimination was officially abolished in Nepal in 1963, the traditional caste 

system continues to act as a major source of discrimination and social exclusion in the country. While 

some progress has been made on some indicators, efforts to create a more inclusive society have 

largely failed to overcome the deeply entrenched and mutually reinforcing caste and patriarchal 

norms and networks that constitute the roots of social exclusion142.  

5.3.2 Collectivism 
Geert Hofstede, a cultural researcher made famous for his attempts to quantify and measure culture, 

introduced the concept of collectivism vs. individualism as one of his four determining dimensions of 

culture. This dimension essentially addresses the extent to which people's understanding of self can 

be  defined  as   "I"  or   as   "we".   In  Hofstede's  own  words,   collectivism  “pertains to societies in which 
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people from birth onwards are integrated into strong, cohesive in-groups,  which  throughout  people’s  

lifetime continue to protect them in exchange for unquestioning loyalty”   (1991:51). In collectivist 

societies, people tend to identify themselves in terms of the defined "in-groups" that they belong to 

and their personal relationships with members of these group(s), rather than as independent 

individuals.143  

In collectivist societies, this interdependent view of self shapes the way people interact with their in-

group, with those outside of their circle and with society as a whole. As a result, actions of the 

individual are often greatly influenced by the opinion(s) of other (and more senior) people of one's 

in-group(s) and social networks, such as family, friends, and the wider community, and important 

decisions in a person's life, such as marriage, education and work are sometimes decided by others.  

In the words of Bhawuk (2001) “Collectivism   requires   the   subordination   of   individual   goals   to   the  

goals of a collective, whereas individualism encourages people to pursue the goals that are dear to 

them, and even change their ingroups to achieve those goals”. Furthermore, in collectivist societies a 

strong  distinction  between  the  members  of  one’s  ingroup  or  outgroup  are made. Whereas members 

of the ingroup benefit from favorable treatment and consideration, relationships with members of 

the  outgroup  are  often  rather  exploitative,  as  only  the  interests  of  one’s  own  ingroup  are  considered  

important144.   

 In the wider society, many relationships are inherited, and people learn to live with 

interdependencies, setting their goals accordingly. One example of this is that social status is typically 

given by ascription, based on e.g. which social networks you belong to and which people you know, 

rather than by achievement. Obviously, in such societies, personal relationships with "the right 

people" often carry pivotal importance, and are key determinants of economic and social well-being. 

Create firm systems of interdependence, these relationships forge a social order in which people rely 

on their social networks for mutual loyalty and protection145. 

 

Unfortunately, data for Nepal according to Hofstede's four dimensions has never been collected. 

However, it is often assumed that Nepal's scores would be similar to those of India, a country with 

which it shares many ethnic, cultural and religious traits. Data from hofstede.com shows that India 

scores very high on collectivism, and although no quantifiable data for Nepal exists on this 
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parameter, several sources suggest that Nepal can be considered a highly collectivist culture as well, 

based on cognitive, empirical and anecdotal evidence146.  

In the following paragraphs, we will explore and specify how collectivism manifests itself in the 

Nepalese society by highlighting some essential cultural observations as well as Afno Manchhe, an 

important cultural notion that has a big impact both on society and on everyday life in the country. 

Furthermore, we will explore the concept of social capital and the impact that social networks and 

cultural practices have on the prevailing systems of social protection and exclusion in Nepal.   

5.3.3 Afno Manchhe 
 In his book "Fatalism and Development: Nepal's Struggle for Modernization", Dor Bahadur Bista 

(1991) provides some valuable insider observations of behaviors, values and norms that are tacit 

and/or taken for granted in the Nepalese culture, offering foreign observers a unique explanation of 

the socio-cultural country context. 

In particular, Bista presents an important cultural notion that has wide-ranging impacts on Nepalese 

socio-cultural norms, which he calls afno manchhe. Afno Manchhe is a term used to designate one's 

inner circle, and refers to "those who can be approached whenever need arises"147. What Afno 

Manchhe implies is a tacit social obligation to put "one's own people" first, in the sense that those 

close to one self in terms of kinship, caste and/or social relations should always be put in a privileged 

position compared to others. A clear distinction is thus made between "us", who are loyal, can be 

trusted and should be helped whenever necessary, and "them", to whom one should feel no duty or 

responsibility. This notion, Bista argues, is a clear manifestation of the collectivist orientation of the 

society. Also, it helps explaining the significant impact of, and substantial influence exerted by, 

personal relationships based on family ties, caste and/or ethnicity on all dealings in Nepal. In fact, it is 

argued that Afno Manchhe affects virtually all activities in Nepal, and that it is "integrally connected 

with the smooth functioning of society"148. Thus, the outcome and duration of all procedures one 

engages in depends crucially on connections and on the virtue of one's social standing. 

Arguably, this notion could be discussed and interpreted in different ways. Through western eyes, it 

would most likely be perceived and denounced as nepotism, favoritism or clientelism. And not 

without reason; such practices have indeed come to dominate the administration of businesses and 

organizations in Nepal, and perhaps even more disquietingly, influence the enforcement (or 
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disregard) of rules and regulations149. In the words of Poudel (2005): "nepotism and favoritism are 

deeply-rooted in Nepalese culture". Interestingly, McCourt (2001) points out how the Nepalese 

society distinguishes between negatively perceived, financial forms of corruption like bribery, 

embezzlement, fraud and extortion on the one hand and corruption in the forms of nepotism and 

favoritism on the other, the latter two being practices that are actually regarded positively.  Similarly, 

in a study of attitudes towards corruption in Kathmandu, Truex (2011) found that whereas large-

scale bribery was generally viewed as unacceptable by most people, attitudes toward petty 

corruption, gift giving, favoritism and patronage were more mixed. 

However, from an anthropological point of view, another way to interpret the notion of afno 

manchhe and the practices it fosters is as an informal institution of social capital and protection, a 

thought which will be explored more in depth in the following paragraph. 

5.3.4 Social Capital 
Some would argue that in a country where people cannot rely on the state or its institutions for 

social protection, it should hardly come as a surprise that one finds safety in one's social networks 

and in one's connections to and relationships with influential people. One could even argue that 

observing and practicing afno manchhe can be seen as a sort of investment in the future; namely an 

investment in "Social capital". 

Social capital is a concept that has been widely researched and debated, both in the developed and 

developing world. While the ideas behind social capital are almost a century old, and have a long 

history within social science, they got a renaissance through the works of the sociologists Burt, 

Coleman, Portes and Putnam in the mid-nineties150. Putnam (1993:167) defines social capital as 

"features of social organization, such as trust, norms, and networks that can improve the efficiency of 

society by facilitating coordinated actions”. Over the two last decades, social capital has also risen to 

prominence within the development discourse, as many development thinkers have emphasized the 

great potential that social capital has to contribute to poverty alleviation151. In fact, even the World 

Bank has fully embraced the concept and included it in its development strategies, in the belief that 

given favorable policies and enabling frameworks, social capital can act as a catalyst for economic 

growth and development at the grassroots level152. 
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Conventionally speaking, it has been said that social capital can be boiled down to the saying "it's not 

what you know, it's who you know"153. Indeed, the basic idea behind the concept is to regard one's 

circle of family, friends and connections as a fundamental, important asset. With this asset come 

certain advantages and obligations that serve to create and enhance opportunities and social 

protection for the individual. The trust and loyalty that social capital is based on means that it may 

take years and continuous efforts to build. These efforts contribute to ensuring consolidation and 

conformity over time. 

Nepal's social capital structure is clearly an important manifestation and result of the cultural traits 

mentioned above. Due particularly to the influence exerted by afno manchhe, it can be argued that 

social capital in the country most often takes the form of what both Woolcock and Macfarlane have 

described as "amoral familism"154. Amoral familism denotes a situation in which social integration 

and intra-group cohesion are high, but where there is a low degree of inter-group capital, ie. linkages 

to people or groups outside one's own group or community (see figure 5.1). 

Figure 5.1: Integration and linkage in bottom-up dilemmas of development. Source: Woolcock (1998) 
 

Building on the model in Figure 5.1, Woolcock et.al. (2000) later developed the terms "bonding" and 

"binding" social capital in order to explain the dimensions of social capital at the community level. 

This new model is reproduced in Figure 5.2, which also provides some illustrating examples of the 

different results that binding and bonding social capital can have. As can be seen from these two 

figures, social capital arguably needs to be a mix of both in order to foster social opportunities and be 

conducive of development.   
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Figure 5.2: Dimensions of Social Capital at the Community Level. Source: Woolcock et.al. (1999) 

By applying Woolcock's terms and models for social capital to small villages and communities in 

Nepal, most would arguably be characterized by "amoral familism" and "bonding social capital". This 

is largely because many, if not most of these communities reflect the country level situation in that 

they represent a multitude of castes, ethnicities and religions. As explained above, mutual trust 

between these different groups is often low, with the result that intra-group social integration is very 

strong, while the overall social cohesion is weak. Exemplifying this, Macfarlane (1994) points out that 

Nepalese people will often help other community members only if and when there is a perceived 

mutual self-interest in doing so, not necessarily because it contributes towards the common good of 

the community. According to Woolcock et.al. (2006), low degrees of social cohesion have 

considerable potential to exacerbate social and political divisions and hinder policy reforms at the 

country level. It is therefore possible that the low degree of social cohesion in Nepal could even have 

been a contributing factor to the political instability that has long characterized the country. 

Finally, it is important to note that while social capital can provide certain people with opportunities 

and thus has potential to alleviate poverty, it may also serve as a powerful tool for exclusion, 

exacerbating poverty within certain groups. This is particularly plausible in a country with deep social 

inequalities like Nepal. Indeed, in   “Outline  of   a   Theory  of  Practice”,   Pierre  Bourdieu  explains   class  

differences in social interactions by arguing that social capital is not something that is generated at 

the individual level, but that it is part of the social structure itself155. Thus, in the words of Rankin 

(2002):  “One does not acquire or squander social capital on the basis of individual choice; rather, one 

accrues  obligation  and  opportunity  to  participate  in  social  networks  by  virtue  of  one’s  social  position”.  

Bourdieu’s   arguments   explain   how social capital can reinforce social inequality through continued 

domination of superior classes/castes in economic, social, political and cultural dimensions156. These 
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arguments have been empirically supported by Rankin (2002), whose field studies in Nepal exhibited 

some of the dark sides of bonding social capital. 

6. The insurance and microinsurance landscape in Nepal 
In this chapter, we will give an introduction to the history and current situation of insurance services 

in Nepal. Through a literature review of what has so far been written on the topic, we will then 

explore the history and extent of MI services and products in the country. Finally, we will consider 

the main challenges to and opportunities for MI in the Nepalese context. 

6.1 The history and current situation of conventional insurance in Nepal 
The first insurance company in Nepal, Mal Chalani, was established in 1947. This company primarily 

serviced the insurance needs of Nepal Bank, the first private bank in the country, until 1991. Today, 

Mal Chalani goes under the name of Nepal Insurance Company. Other companies and individuals 

largely covered their insurance needs through the local branches of Indian insurers. In order to keep 

more insurance premiums in the country, the Nepalese government therefore set up a private 

company, Rastriya Beema Samsthan, in 1967. This company, which was subsequently nationalized, 

was developed as a composite insurer, covering both the life and non-life insurance segment. Yet 

another composite insurer, the Nepal Life and General Insurance Company was founded in 1986 with 

some foreign equity, and is today Nepal's biggest insurance company in terms of branches157. 

In order to open up for private and foreign investment, and thus further develop the insurance 

sector, Nepal liberalized its insurance market through the Insurance Act of 1992 and the Insurance 

Rules of 1993. At the same time, and based on this legislation, the Nepal Insurance Board (Beema 

Samiti) was established to regulate and supervise the insurance business158. Although originally set 

up to be an independent entity, the Nepal Insurance Board has a high degree of government control 

which makes its independence appear questionable. The members of the board are all appointed by 

the government, and include a chairman, two government representatives including one from the 

Ministry of Finance, one insurance industry specialist as well as one consumer representative159. 

Since liberalization, private companies have occupied an increasing share of the insurance market, 

and now account for one-third of the market. Moreover, foreign companies have a stake of 12.9 % of 
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total paid up capital in the Nepalese insurance business, and the importance of foreign companies 

and joint ventures in the insurance sector is growing160. 

There are currently 25 companies active in the insurance business in Nepal today. Eight of these 

companies operate within the life insurance segment and 16 companies in the non-life insurance 

segment. Government owned Rastriya Beema Samsthan is the only remaining composite insurer 

covering both segments, after the Nepal Life and General Insurance Company transferred its non-life 

business to its subsidiary NLG Insurance in 2005161. 

The insurance business in Nepal is growing at an impressive rate, and currently accounts for almost 

1.5 % of GDP, up from 0.96 % in 2004/05. For the last seven years, premium volume growth rates 

have averaged 22.81 % per year in the life segment and 17.93 % in the non-life segment162. According 

to one CEO operating in the life insurance segment, the increase in premium volumes in his sector 

has lately been driven by the rural market, as remittances have raised disposable income in rural 

areas163. In the non-life segment, it is mostly sales of motor insurance and third-party insurance 

covering damages to motor vehicles that have driven the volume increase164. 

As one would expect, these augmented premium volumes have led to profit increases at most 

Nepalese insurance companies. However, according to the Nepalese daily República, most of these 

profits are passed on to foreign reinsurance companies, especially in the non-life segment. This is 

because most Nepalese insurers have too little capital to absorb significant levels of risk and crises, 

and therefore resort to purchasing expensive reinsurance policies abroad. For some non-life insurers, 

the amount paid for reinsurance equals up to 70 % of gross premium income. Binod Aryal, the 

executive director of the Insurance Board, told República that Nepalese non-life insurers are "mere 

brokers of foreign reinsurance companies"165. This has led the Ministry of Finance to propose the 

establishment of a national reinsurance company, for which it has set up a specific task force. The 

Insurance Board has proposed a draft structure for the company, in which the government and 

foreign companies would have a share together with all 17 insurance companies in the non-life 

segment. The Ministry of Finance task force has explicitly recommended that foreign companies 

should be permitted to become shareholder of up to 25 % of the proposed reinsurance company, as 
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it believes that a strategic partner with international experience is crucial to the success and 

competitiveness of the venture166. 

In 1996, the Insurance Board created the Tariff Advisory Committee, a body whose main function is 

to set minimum rates for insurance products. According to Kwon (2010), the Insurance Board 

reported that tariffs were removed from the markets in December 2005. However, a newspaper 

article from Februrary 2012 states that the Tariff Advisory Committee still sets floor tariff rates on 

fire, motor and marine insurance policies167. Insurance companies can therefore not legally reduce 

rates below a minimum rate set by the government, and risk penalty fines if they do. However, 

companies are free to raise policy rates. Allegedly, the rationale behind this pricing regime was to 

prevent companies from engaging in price wars that could jeopardize the stability of the market and 

cause bankruptcies and denied payments to insurance customers. In spite of these good intentions, 

minimum tariff regulations like in this case greatly distort the market in favor of insurance 

companies, and exclude many people from access to regular insurance. 

Indeed, holes and inadequacies in insurance legislation and, perhaps even more importantly, lack of 

enforcement of existing laws and regulations characterize insurance market regulation in Nepal.  

Kwon (2010) lists a number of regulatory deficiencies; the most disquieting of these is perhaps the 

absence of clearly defined solvency margins and laws concerning solvency regulation in general. The 

Insurance Act of 1992 simply states that the Insurance Board may cancel an insurer's registration "if 

it is felt that the liability of the Insurer exceeds its assets within Nepal"168. The Insurance Act further 

stipulates that all insurance companies must submit financial statements within six months of the 

expiry of each fiscal year, and that failure to do so will lead to rejection of the annual renewal 

application for certificate of registration169. However, according to Kwon (2010), some companies, 

including government owned Rastriya Beema Samsthan, do not fully comply with these rules. As a 

result, we can draw the conclusion that the Insurance Board must also be rather lenient on enforcing 

the Insurance Act regulations. 

A draft for a new insurance act that will improve legislation has been proposed by the Insurance 

Board. According to AXCO's latest country report for Nepal (2012), the Insurance Act 2009 is 

nevertheless still awaiting approval by the Ministry of Finance, and it is unknown when the Act will 

be brought before parliament. 
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Another major concern for both insurance companies and the Insurance Board alike is the 

widespread shortage of qualified insurance professionals in the country. According to the Insurance 

Board (2012), the lack of sufficiently competent human capital at insurance companies and in 

insurance supervisory bodies is one of the main reasons why the sector has not developed further. 

One case in point is that most insurance agents in the country receive only one week's training 

before they enter service170. As the insurance industry develops, Kwon (2010) considers that it will 

need more expertise in the form of well-educated local employees that have specialized in topics 

related to insurance management.  

Finally, with 25 different insurers in a relatively small insurance market, the Nepalese insurance 

industry is quite fragmented. This is especially true in the non-life segment, where 17 different 

companies are currently operating. The Insurance Board has therefore increased the required paid-

up capital for all non-life insurance companies from NPR 100 million to 250 million (3 million USD) by 

July 2013, a measure that is likely to lead to at least some consolidation in the sector171. 

6.2 Microinsurance in Nepal 
While there has been plenty of research and literature on topics related to microfinance in general in 

Nepal, there have been relatively few studies conducted on MI in the Nepalese setting. In the 

following, we will therefore review existing literature in the field, and explore the extent and 

characteristics of MI and MI providers in Nepal. 

 

In 2000, the Centre for Microfinance carried out a research project aimed at developing and testing a 

methodology for providing insurance services to rural women in Nepal through community-based 

savings and credit organizations. The research paper, which was titled "Research on risk and 

vulnerability of rural women in Nepal", sought to provide an understanding the major risks facing 

rural women in Nepal and assess the strengths and weaknesses of the mechanisms they would use to 

deal with these risks. The women were furthermore asked to prioritize the risks they face in terms of 

which they would prefer to be protected from using insurance services, and how much they would 

be prepared to pay for these services. This knowledge was then linked to the concept and design of 

insurance products in order to ascertain which types of insurance products that would be most 

useful to them. This research project found that although few of the women had any experience with 

insurance schemes, they expressed interest and willingness to make small, regular insurance 
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payments to avoid the uncertainty of a large loss. Key areas of interest to the women included life 

insurance, livestock insurance and coverage for maternity-related expenses172. 

 

In 2001, Stefan Staschen prepared a paper for the German Agency for Technical Cooperation (GTZ) 

on the financial technologies employed by some selected Small Farmer Cooperatives Ltd. (SFCL's). 

Staschen focused mainly on the design of various savings and loan schemes, including one insurance 

scheme, Livestock insurance, which was the only insurance product available for SFCL's. This livestock 

insurance scheme, which received government subsidies on premiums, was operating well and had 

substantial local ownership through a local Livestock Insurance Committee. Although the members of 

the scheme had to be convinced of its benefits in the start, it was at the time widely accepted. 

 

The Kathmandu office of the International Labour Organization made an inventory of MI schemes in 

Nepal in 2004, providing comprehensive statistics and information on 21 organizations that had been 

offering MI schemes at that time. All of the 21 organizations were active in rural areas, and the 

aggregate number of people covered by the schemes was 173,447 in total. Great potential for 

increasing the number of beneficiaries was reported; the organizations running the schemes actually 

assumed that the number of people covered could double in only few years. The ILO office found 

that health insurance was the most commonly provided service, offered by nearly half of the 

schemes. Property-loss insurance was only provided by five schemes, four of which provided 

livestock insurance and one that provided housing insurance. Of the 21 MI schemes, only five were 

run by specialized microfinance organizations. Nine schemes had other microfinance-related 

activities in their organization, but the twelve remaining schemes had no other microfinance 

activities in their organization. Lastly, only five companies had relations with private insurance 

companies173. 

 

In 2009, the World Bank made an extensive feasibility study on agricultural insurance in collaboration 

with International Strategy for Disaster Reduction (ISDR). This study focused primarily on the role 

that insurance can play in order to better manage agricultural risk, and thus enhance overall 

productivity in the sector. Aiming to provide an "overall framework for the development of 

sustainable market-based agricultural insurance", the report focused on many of the same issues as 

our thesis, albeit mostly on a macro rather than a micro level, and in some ways served as an 

inspiration to our thesis. Notably, the World Bank study offers a comprehensive review of the main 

institutional, financial, technical and operational challenges facing agricultural insurance in Nepal, 
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and also provides some recommendations as to how these could be overcome. Finally, the World 

Bank presents its views on the way forward and how an enabling agricultural insurance framework 

for Nepal could be developed. 

 

In 2010, the Micro Insurance Academy (MIA) published a report on micro health insurance in Nepal 

in collaboration with Save the Children. The report is titled "Financial Inclusion Opportunities for 

Micro Health Insurance in Nepal: An Exploratory Analysis of Health Incidence, Costs and Willingness 

to Pay in Dhading and Banke Districts of Nepal", and concerns the launch of a community-based 

micro health insurance scheme for members of two grassroots microfinance NGOs. The purpose of 

the study was to collect needed data for designing and pricing the health insurance plan. As a part of 

the study, a survey of over 2,000 households was therefore conducted along with 40 focus group 

discussions and 51 interviews with health care provider informants. The data collected included 

socioeconomic status of the target population, incidence of illness and health-seeking behavior, cost 

of healthcare as well as willingness to pay for health insurance. The study confirmed the need for 

health insurance as well as the feasibility of launching a community based mutual insurance scheme 

in the target districts of Banke and Dhading. 

In the process of implementing this health insurance scheme, the MIA focused a lot on the 

importance of providing insurance education to the target population. Education was given through 

various activities such as plays, songs, dances and games, with the aim of making poor and 

sometimes illiterate people understand fundamental insurance principles. Several Youtube videos 

uploaded by MIA demonstrate their insurance education efforts in Nepal174.   

 

In 2012, a study on the commercialization of MI in Nepal was carried out by the Centre for 

Empowerment and Development in Nepal. This research made an evaluation of the current status of 

MI operations, and explored prospects and potential for commercialization of the Nepalese 

insurance sector. The study found that most current MI schemes in the country lack a market and 

demand led approach to product development. Additionally, the schemes have only limited risk 

coverage and do little to address issues related to vulnerability management of the policyholders on 

the whole. The authors argue that the best way to commercialize MI in Nepal, and thus increase the 

likeliness of long-term sustainability, is to formalize the MI business as well as scale up operations to 

reach more poor and disadvantaged groups.  
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6.3 Challenges to microinsurance in Nepal 
Both the formal and informal insurance sectors in Nepal still face many important challenges, 

particularly concerning the institutional environment as well as financial and operational issues. 

These challenges, which will be explored more at length below, have inhibited the growth of MI in 

the country. Nevertheless, some of these challenges have the potential to be turned into 

opportunities. 

6.3.1 Institutional challenges 
As mentioned in chapter 5, Nepal's unresolved and unpredictable political situation is the most 

severe obstacle to development and economic growth in the country at the moment, and the 

situation is no different for the insurance business. Indeed, most of the challenges facing the 

insurance sector find their roots in the political situation, and if the stalemate in Kathmandu 

continues, it does not appear likely that the institutional framework will improve175. 

The legal framework is perhaps the biggest challenge facing the insurance sector as a whole. As 

mentioned above, there is a desperate need for better regulation and supervision, as well as more 

enabling policies. However, it is not only the lack of clear rules and regulations that poses problems 

for the insurance business. Equally destructive is also the poor implementing capacity of the 

regulatory bodies of the state, as illustrated by the fact that current insurance legislation is habitually 

and systematically disregarded by many, if not most stakeholders176. Naturally, operating viable 

insurance schemes in such a precarious economic environment is associated with elevated levels of 

risk and uncertainty. 

For MI schemes in Nepal today, one particular challenge is that the current insurance legislation does 

not recognize, and therefore does not supervise, the informal insurance products offered by NGOs, 

cooperatives or microfinance institutions (MFI). As these institutions are not formally registered and 

licensed as insurance companies by the Insurance Board, their operations, products and services are 

officially considered to be credit-guarantee protection and not insurance177. 

6.3.2 Financial challenges 
In Nepal, the financial capacity of both commercial insurers and MFIs/NGOs in the informal segment 

is rather limited, especially in the case of the latter. One important reason for this is lack of access to 

affordable reinsurance, an issue that remains a challenge for the entire Nepalese insurance sector. 

Whereas most commercial insurance companies rely heavily on foreign reinsurers and pay high sums 

to reinsure their schemes abroad, informal insurers often have no access to reinsurance. 
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Consequently, there is a considerable exposure to disasters and catastrophic events for both types of 

insurers. The World Bank (2009) believes that without improved access to reinsurance, many 

commercial insurers, as well as most informal insurers, will have to declare bankruptcy in the event 

of a serious disaster, as it is highly unlikely that they will be able to cover all of their clients' claims178. 

However, recent demands for higher liquidity ratios by the Insurance Board may improve the 

situation somewhat, at least in the fragmented non-life insurance business. As mentioned above, the 

Insurance Board hopes that its new requirements for paid-up capital will lead to at least some 

consolidation, reducing the sector's vulnerability to economic shocks179. 

6.3.3 Operational challenges 
While insurance has become increasingly common in urban areas, and especially in the Kathmandu 

Valley, reaching out to the rural population remains a challenge for Nepalese insurance providers. 

People living in remote areas, particularly the poor, are therefore often excluded or out of reach 

from the standard insurance schemes offered by commercial insurers. There are several reasons for 

this. The perhaps most important can be attributed to the comparatively high administrative costs 

that arise when targeting remote areas, and especially so for commercial insurers. Such insurers 

often lack rural branches or networks, which means that the costs arising from verifying a claim 

might be disproportionately high to the relatively small sums that are at stake180.  

 

In such areas, MI providers are increasingly filling the void. Studies on MI in Nepal reviewed above 

reveal that MI schemes have expanded progressively and received more attention as a tool to reduce 

vulnerability in Nepal in recent years. So far, these schemes have been provided mainly by MFIs, 

cooperatives and NGOs. The advantage of such organizations over commercial insurers is that they 

usually have a developed knowledge of specific local communities in rural areas, and gained the trust 

of the local population. Their proximity to the end client makes them more locally responsive than 

Kathmandu-based commercial insurers. Nevertheless, although MI providers have a high growth 

potential, they are currently operating on a low scale, with limited financial capacities, and with 

uncertain or questionable sustainability in the long run. As we have mentioned above, most objective 

sources believe that a commercial orientation is a prerequisite for achieving long-term sustainability. 

Being of a semi-commercial or even charitable nature, many of the MI schemes currently in place in 

Nepal do not meet this criterion. As a consequence, many current MI providers would find 

themselves in difficulty to be able to bear the costs of a serious event such as a natural disaster or 
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epidemic, or even to continue existing, should the reinsuring organization providing funding for the 

scheme decide to withdraw its support. 

 

 In general, there also appears to be relatively little knowledge about the concept of MI in the 

population, many people being of the belief that all microfinance related services are charitable 

activities181. Especially in rural areas, where people have had little or no exposure to MI or other 

insurance products, levels of awareness and familiarity with the concept are still low.  For most 

Nepalese people, MI represents an untraditional and unfamiliar form of social protection, and that 

has implications for how it should be presented. As demonstrated by the MI Academy, insurance 

education, combined with basic financial education is instrumental in creating product acceptance in 

the target group. It is perfectly understandable that people are reluctant to spend the little money 

they have on products that they are not familiar with, and perhaps even have little trust in. 

Moreover, although technological innovations are advancing communications, accessing and 

exchanging information about rural target groups remains difficult. Due to little experience with the 

market, and the low degree of information available to insurance practitioners, there is also limited 

information about the insurance needs of rural segments of the population. Therefore, it is also 

important to carry out demand studies in the local target communities to identify product 

preferences, ensure popular support, and generally avoid a top-down approach to product design. As 

MI schemes need to be flexible and location specific, a broadening of the so far rather limited range 

of products offered to the rural target markets could be conducive to the further development of the 

insurance sector.  

Finally, attracting and retaining skilled manpower remains a challenge for the Nepalese insurance 

sector, both for formal and informal insurance providers. Employees in the insurance sector often 

lack adequate education and are inexperienced in the field. Due to limited exposure to international 

insurance practices, and little experience with the concept of insurance generally, the whole 

Nepalese insurance business suffers from a severe lack of know-how in areas such as product design, 

rating and implementation182. Technical assistance from international insurance practitioners could 

be one way to develop the skills needed to fill the knowledge gap.  

6.4 Opportunities for microinsurance in Nepal 
In spite of many of the challenges mentioned above, the startling growth of Nepalese insurance 

companies in recent years highlights the fact that insurance can and does fill certain institutional 

voids in the country. In the absence of a welfare state, in a country where the government is largely 
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unable provide for its citizens, and where most social protection is based on social capital, insurance 

and MI services have great potential to serve as complementing risk management tools, especially 

for people who have traditionally been excluded from social protection. Due to technological 

innovations, there are also great opportunities for scaling up MI services to reach increasing numbers 

of clients in rural, remote areas.  

 

On the micro level, evidence has shown that MI can be a valuable tool to reduce vulnerability of poor 

households to external shocks. The study of risk and vulnerability of rural women in Nepal by 

Simkhada et.al. (2000) found MI to be a useful tool to complement conventional risk coping 

strategies for the rural poor in Nepal. Whereas existing strategies such as savings, borrowing, use of 

social networks or sale of assets can be enough to cover small losses, these have proven to be less 

effective for dealing with large losses or for coping with repeated exposure to certain risks. This is 

especially true for households with initial low levels of wealth. This study therefore found that MI can 

fill a void, but that it should be complemented by efforts to strengthen conventional methods by 

increasing savings, building assets, and maintaining strong social networks183. 

 

On the macro level, the Nepalese government would like to see MI playing a bigger role in its 

strategy to reduce vulnerability for the poor population in the country. In recognition of its potential 

as a tool for social protection, efforts are currently being made to scale up MI to reach more people. 

With a more conducive regulatory framework and favorable policies, MI schemes could come to play 

a central role in extending social protection to larger segment of the population184.  

In recent months, the Insurance Board has been developing new legislation that would make it 

mandatory for insurance companies to include a certain percentage or volume of MI policies as part 

of their overall insurance portfolio. However, the Board’s   first proposal, which would have made it 

mandatory to include at least three percent, was unanimously rejected by all insurance companies185. 

A task group comprised of insurance companies has been set up to identify ways to implement MI, 

and talks are taking place in which the Board and insurance companies are jointly trying to find a 

compromise through which this could be done cost effectively186. The process towards creating a 

legal framework for MI has thus been initiated, but like the reform of the Insurance Act, these efforts 

take time in the dysfunctional policy environment. 
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Arguably, the potential for cooperation between commercial insurance providers and informal 

cooperatives or microfinance institutions (MFIs) has not been exploited sufficiently. Although the MI 

services offered by cooperatives, MFIs and other NGOs are not formally considered insurance 

products, the Insurance Board has confirmed that such organizations are permitted to act as 

insurance agents for regular insurance companies. This entails a great opportunity for both parties, 

as the strength of one side often represents the weakness of the other, and many studies have 

hinted at the potential for more and stronger linkages between the formal and informal insurance 

sector187. Moreover, such links to commercial insurance or reinsurance would most likely greatly 

enhance the likelihood of long-term sustainability and economic viability of a given MI scheme. 

Nonetheless, commercial insurance companies have so far shown only lukewarm interest in engaging 

in MI schemes, mostly due to limited financial capacity and perceived high risks188. Also, the lack of 

legal clarity surrounding MI, as well as a limited understanding of MI products, together act as a 

strong barrier to collaboration189. 

 

 Strengths  Weaknesses  

Informal sector  Extensive network of rural 
branches  

 Trust in the local 
populations 

 Products adapted to the 
needs of the poor  

 Better access to 
information and data 
about the target group  

 Financial capabilities  

 Lack of reinsurance  

 No knowledge of 
international insurance 
practices 

 

Formal sector   Better financial 
capabilities  

 Access to reinsurance  

 Some knowledge of 
international insurance 
practices  

 Little outreach to remote 
areas and the poorest of 
the poor  

 Top-down product design  

 Little knowledge of rural 
markets 

Table 6.1: The strengths and weaknesses of the formal and informal insurance providers in Nepal. 

 Source: Own production 
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7. Bakanje VDC190 
Bakanje VDC is a remote and sparsely populated area in Upper Solu, Solu-Khumbu district in the 

Eastern Development Region of Nepal (see map in annex 1). The total population in Bakanje numbers 

slightly less than 1,600 people, most of whom are traditional subsistence farmers with few or no 

other sources of income. According to surveys carried out by Himalayan project, the majority of the 

population (40-50 %) belong to the Sherpa community, an ethnic group of Tibetan origin, but there 

are sizeable minorities belonging to other castes and ethnicities also living in the community, 

particularly Chhetri, Tamang and Thami (See figure 7.1)191.  

Figure 7.1: Caste distribution among households in Kinja, Sagar Danda, Sagar Bakanje, Chhimbu and Sete. 

Source: Own production based on Himalayan Project (2008) 

Three of the villages in Bakanje VDC, namely Kinja, Chhimbu and Sete, lie on a trekking route to the 

Khumbu area, and the people living there are therefore sometimes able to get extra income from 

tourists passing through the area, mostly in the trekking season after the monsoon. At other times of 

the year very few tourists pass through the area. Moreover, all the persons in our sample group who 

indicated that they had some income from tourism said that this income had decreased in recent 

years, since direct flights from Kathmandu to Lukla in the Khumbu region have become cheaper and 

more available to tourists. Aside from tourism there are very few economic opportunities available 

locally for people in Bakanje, and like many rural Nepalese, some therefore migrate either overseas 

or to the Kathmandu Valley. 
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Much due to its challenging topography and changing climate, Bakanje VDC suffers from great lack of 

infrastructure in all aspects. There is only limited access to health and education services, and roads 

and any form of motorized transport are unavailable. The mobile network in the area has improved 

in recent years, but there are still many places that have weak or no telephone connectivity192. 

From Kathmandu, the easiest way to get to Bakanje is by taking a 10-12 hour bus to Jiri, from where 

it takes 2-3 days to walk to Kinja, crossing two passes. In the dry season, it is now possible to take the 

bus to Shivalaya (saving one day of walking and one pass) or to Bhandar (saving two days of walking 

and two passes). However, the unpaved road going to these villages is in a very poor and unsafe 

condition, particularly after Shivalaya, and therefore usually remains closed during the monsoon. 

It is also possible to access Bakanje from the east, by taking a plane to Phaplu airstrip, close to the 

district headquarters in Phaplu-Salleri. From there it takes 1-2 days to walk to Sete, the first village in 

Bakanje, crossing the 3,600 meter high Lamjura Pass. However, the airstrip receives only limited 

traffic, and is fairly unreliable, as clouds and mist in the valley can delay flights for several days at a 

time. 

Within Bakanje, the severe height differences between the villages make it difficult to walk between 

them for unfit persons. From Kinja, at 1,500 meters, it can take as much as four hours to climb the 

1,000 meters to Sete at 2,600 meters. 

Much for this reason, financial and insurance services are essentially unavailable in the area at 

present. Very few of the inhabitants have access to a bank account, and if they do, it is usually 

through relatives living in Kathmandu. More often than not, savings are kept at home, and money is 

often borrowed at outrageous interest rates. We found exceptions to this rule in Kinja, where the 

local women's group established by Himalayan Project has initiated a savings and loans group, and in 

Sete/Chhimbu, where the Poverty Allevation Fund, another local NGO, had provided some 

microloans to marginalized farmers. As for insurance, it appears that the only person in the area that 

has taken out an insurance policy is the wife of the relatively prosperous local strongman Ang Dawa, 

who owns a modern lodge in Sete.  

Himalayan Project, which has been active in the area for nearly 15 years, has focused mainly on 

school and health projects. Earlier, the NGO focused on "hardware" projects such as providing 

buildings and equipments, but in recent years its focus has turned more towards "software" 

approaches, as exemplified by their current Women Empowerment Project. According to the NGO, 
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the weak social structure in the communities, and especially social cohesion and social responsibility, 

is the most serious obstacle to development in the area. 

7.1 Settlements 
Himalayan Project is active in all of Bakanje VDC, with particular focus on the bigger settlements of 

Kinja, Sagar Danda, Sagar Bakanje, Chirringkharka, Sete and Chhimbu, each of which has a women's 

group involved in Himalayan Project's ongoing Women Empowerment Project. In the course of our 

field trip, we visited the settlements of Kinja, Sagar Danda, Sagar Bakanje, Chhimbu and Sete, which 

will be described more in detail below. 

Kinja is the biggest settlement in Bakanje. The village is situated in a deep valley at the confluence of 

the Likhu Khola with one of its tributaries, and has a school, a basic health post, a small police post, 

as well as several trekking lodges with modern facilities catering to tourists. Perhaps due to the 

relatively large size of the village, Kinja was the village where we found the greatest diversity of 

castes and ethnic groups. Although Kinja has a predominantly tourism-based economy, this was also 

the village where we found the greatest variety of income sources. Most people make a living from 

small lodges, guesthouses and teashops along the village "main street", and the many lodges and 

shops here means that there is high competition for customers. However, it seems reasonable to 

assume that competition has intensified, as the number of tourists passing through the area has 

fallen in recent years. Somewhat surprisingly, the information we gathered through our interviews 

even suggests households in Kinja are less well-off than households in e.g. Sagar Bakanje that have a 

more traditional and agrarian economy. We noted a quite high income inequality between "main 

street" dwellers with income from tourism through lodges and/or shops, and the peasants living on 

the outskirts of town, whose livelihoods were based primarily on livestock and farming. These 

differences were also reflected in what was perceived by the households as constituting their most 

valuable asset; house and land for households with economies based on tourism, livestock for 

peasant households. When looking at ethnic and caste differences, we found that people belonging 

to the Sherpa community were relatively better off than others, as indeed they were in all villages. 

Sagar Danda, the VDC's second biggest village, is situated on a steep hill at an altitude of 2100 meters 

above sea level, about two and a half hour's walk uphill from Kinja. Houses are scattered alongside 

the path that further up the hill leads to Sagar Bakanje (1h). The households of Sagar Danda are 

generally larger and they own more land than those of Kinja. Farming and livestock are the biggest 

contributors to the households' income, as the village is situated off the tourist trail. In this 

predominantly Hindu community, most inhabitants are Chhetri, followed by Sherpa and Tamang. 

There is a primary school and a sub health post in the village that have both been established with 
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the help of Himalayan Project. Education levels are low, however, especially among the older 

segments of the population. Inequalities appear to be deep; while some interviewed households 

possessed only a small house and a few rupani of land, another had as much as four houses and 80 

rupanis of land.  

Further up the hill, a good hour's walk from Sagar Danda, lies Sagar Bakanje at approximately 2400 

meters above sea level. In this village, about 90% of the inhabitants are Sherpa. Like Sagar Danda, 

Sagar Bakanje is a primarily agrarian community, but inequalities here seemed to be quite low, 

especially when compared to the former. People here benefitted from an overall higher level of 

education and generally seemed to be better off. Aside from farming and livestock, teaching at the 

local secondary school, as well as remittances contributed to the income of the households we 

interviewed here.  

Chhimbu can be reached by an hour's walk down the hill from Sagar Bakanje, or when walking about 

2 hours up the hill from Kinja. The village lies on the trekking route, with a few households benefiting 

from tourism income. For most households, the primary sources of income remain traditional 

farming and livestock herding, aside from some of the inhabitants being employed at the local 

primary school. As depicted in the figure 7.1 Chhimbu is primarily inhabited by Thami people 

followed by the much smaller communities of Sherpa and Tamang. Inequalities are high and 

primarily a result of social exclusion of, as well as limited social and economic cooperation with the 

Thami people, a low-caste group. Education levels among the Thami are low and the socioeconomic 

situation of most households is rather poor. As a result of social exclusion, their community remains 

relatively isolated from other ethnic groups in the area and their overall degree of involvement in 

Himalayan Project's activities has been rather low. The Poverty Alleviation Fund has a high degree of 

involvement in the village, where it has provided several microloans to poor households, earmarked 

for investments in livestock. Through these microloans, the organization hopes income levels in the 

poorest households will gradually increase and lead to improvements in their livelihoods in the long 

term. 

Sete lies at 2500 meters above sea level, a good hour's walk away up the steep hill from Chhimbu. 

Economic inequalities are high and much like it is the case for Kinja, related to involvement in 

tourism. Only a few households, primarily Sherpa, are involved in tourism through hotels, teashops 

and trekking services, and these have higher income levels than households involved only in farming 

and herding. Also much like Kinja, the population in Sete is composed of a variety of ethnic groups, 

but with Sherpas making out the biggest share. Like in Chhimbu, the Poverty Alleviation Fund has 

also given microloans here, primarily to the landless and subsistence farmers in the community.  
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7.2 Economic situation  
The economy of Bakanje VDC is dominated by agriculture, with farming and herding of livestock 

being the biggest contributors to most households' incomes, and is subject to seasonal variations. 

However, some different income sources do exist, and many households have managed to diversify 

their sources of income. Particularly along the tourist trail, many households are active in tourism-

related activities, providing trekking services and accommodation and running small shops. 

Furthermore, through Himalayan Project's hardware projects more job opportunities for educated 

labor such as teachers and nurses have been created.  

The majority of the households in Bakanje VDC seem to be relatively well off by Nepalese standards, 

and most have at least some extra income to spend after covering expenses for basic necessities. 

Most households have two or more income sources, with some households spreading their income 

on up to four different sources (Annex 3, figures A3-A5). As a rule of thumb, the more diverse its 

income sources, the richer the household. However, it is important to note that many households 

with non-agricultural income are highly dependent on one or two main breadwinners working as 

teachers, trekking guides or remittance workers or in other professions that provide a stable, year-

round income.  

Overall, the general economic understanding in the different communities appeared to be rather 

low. We found a substantial lack of investment spirit and a very limited understanding and use of 

savings and loan taking in the communities. Perhaps due to seasonal incomes, only one third of the 

households in the sample group indicated that they were able to save regularly, setting some money 

aside on a monthly basis (Annex 3, figure A9). Of households with savings, very few had access to 

formal bank accounts, and only through relatives living in Kathmandu. Most households deposit their 

savings in their homes, or, in the case of Kinja, with the local women's group (Annex 3, figure A11). 

Some of the low interest for savings might be attributed to the lack of formal financial services. 

Whereas people in Kathmandu have the possibility to earn interest on their saving accounts, most 

people in Bakanje are unable to access such services. When asked for the purpose of saving money, 

most households gave a vague or no answer about their motives, but saving for future expenses and 

old age appeared to be the main motives for most households(Annex 3, figure A10). Only one 

household was using the money it had saved for investments. Through the women's group, this 

household had provided loans to others and profited from the interest it received in return.  

We reached similar conclusions when looking at the sample group's borrowing behavior. About two 

thirds of the households in the sample group had borrowed money in the past (Annex 3, figure A12). 

The reasons for loan-taking varied from village to village (Annex 3, figure A13). Three households had 
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borrowed money to invest in their children's education, but apart from these, the relatively high 

number of investments is misleading, since most of them have been initiated by the Poverty 

Alleviation Fund, an NGO that provides poor households in the area with microloans earmarked for 

acquisition of livestock. Aside from PAF's activities, only one farmer stated that he had borrowed 

money to invest in more livestock in the form of goats. With the profit that he had made, he had 

managed to repay his debt quite fast. Most other loans had been taken for consumption, e.g. in 

order to cover the costs of a marriage or funeral. These latter types of loans very often prove difficult 

to repay for the borrowers, and some households even stated that they saw no possibility to repay 

this debt in the future. Due to the seasonality of income in the area, some households had also 

borrowed to meet daily expenses. However, these loans are typically small and repaid in a timely 

manner.  

When asked who they borrowed money from, an overwhelming majority of the households stated 

their neighbors to be the source of credit (Annex 3, figure A14).  More untraditional ways of 

borrowing money included Kinja's women's group and the microloans from PAF that were mentioned 

above.  

Overall, households showed a preference for traditional ways of income generation with little 

motivation to change and expand their business through investments. Few households seem to plan 

for the future and actively use savings as a risk management tool for the future.  

7.3 Socio-cultural observations and considerations  
Cultural and social norms exert a strong influence on economic priorities in the Bakanje area, and 

also influence social security mechanisms. It is therefore important to evaluate to what extent 

culture can be qualified as a driver of vulnerability in the population.  

Bakanje VDC is home to various different ethnic groups with different religious backgrounds, the 

biggest groups being the Buddhist peoples of Sherpa and Tamang as well as the Hindu castes Chhetri 

and Thami. Due to its fragmented ethnical population, the social structure and cultural norms differ 

greatly from those of Kathmandu, the predominantly Hindu capital. Factors shaping social 

interactions and structures in communities in Bakanje VDC clearly work in a different way than in 

Kathmandu, and appear more blurred, complex and varied. We perceived certain influences from the 

Hindu caste system, but caste boundaries alone did not appear to be decisive for people's social 

standing. Other important and decisive elements that we perceived and observed included (but were 

not limited to) ethnicity, religion, village and access to social capital.  
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Importantly, it appears that social capital in Bakanje VDC is formed according to the previously 

mentioned  concept  of  “afno  manchhe”.  Typically,  people   therefore  depend  on  their   family,   friends  

and other members of their social network to provide a safety net and help them back on their feet 

in their hour of need. In reciprocity, they are expected to return the favor if and when called upon. 

Built on the basis of social reciprocity, such social networks are an important informal way of creating 

social protection for households in the area. As a consequence of social capital's importance as an 

instrument of social protection, rites of passage and other traditions in the community, such as 

weddings or funerals, have become a crucial way of maintaining and cementing social capital. Such 

events are of utmost importance to the local population, and may at least partly explain people's 

inclination to borrow money in order to finance lavish celebrations that they can hardly afford. 

However, as explained above, social capital can be a double-edged sword. While membership of such 

social networks can serve to enhance opportunities, social capital can and does also lead to the 

exclusion of those outside of the group. Furthermore, those with fewer resources on their hands and 

who have long suffered from exclusion often find it difficult to join the right networks and/or build 

and make use of social capital. This leaves certain groups of the population at risk, with little social 

protection to fall back on in bad economic times.  

Social capital in Bakanje VDC is characterized by high intra-group solidarity and integration combined 

with low levels of cohesion in the society as a whole, a situation that carries many similarities with 

Woolcock and Macfarlane's descriptions of "amoral familism" and bonding social capital mentioned 

in chapter 4.3. Some of the problems related to these types of social capital also manifest themselves 

clearly in Bakanje VDC. In fact, one of Himalayan Project's experiences after working in the area for a 

long time is that there is a severe lack of solidarity and social cohesion in the communities, which it 

considers a serious obstacle to development in the area193. Himalayan Project has also noted that 

while people are often reluctant to take the lead in development efforts, they are even more 

reluctant to letting anyone else take the lead194. 

In terms of ethnicity, our field study found that the Sherpa community had more wealth and higher 

education levels than other ethnic groups in the area, and they generally appeared to be better off. 

Although there were also high variations within this ethnic group, we found that Sherpas were 

generally more often involved in professions generating higher and more stable incomes, such as 

tourism and teaching. Indeed, in the communities we visited, most important and influential 

individuals, such as teachers and lodge owners belonged to the Sherpa community. Although we 
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found no clear indication as to why the Sherpa community fares better than others, two logical 

reasons come to mind. The first is that they make out the biggest ethnic group in the area, and the 

second is that social cohesion within their community appeared more robust than in others, 

something that could potentially be related to the absence of caste divisions in this predominantly 

Buddhist community.  

Conversely, at the bottom of the social hierarchy, the Thami people suffer from discrimination and 

social exclusion and have a much smaller network that provides few opportunities to escape poverty. 

Interestingly, we perceived a much higher degree of inequality in Hindu communities than in others, 

particularly in Sagar Danda. This could be explained by the fact that Sagar Danda and other Hindu-

dominated villages are mainly traditional, agrarian communities, but perhaps also partly by certain 

features unique to the Hindu religion, such as ostentatious weddings and funerals, which have the 

potential to enhance economic inequalities, as explained above. 

Furthermore, we noticed a strong preference for collectivistic behavior and solutions throughout our 

interviews with the sample group. This collectivistic mindset appears to have deep and strong roots 

in local cultural traditions in all of the communities. When given the option to either be a part of a 

majority participating in an insurance scheme, or join the minority who had no insurance, all of the 

sampled households chose to be part of the group and stated that being part of a bigger group and 

following the majority is always the best choice. In this example, we only found out more about how 

the sample group perceived the concept of insurance as such when we created two equally large 

groups of people, one group being insured and the other not. 

7.4 Summary 
In this chapter, we have sought to provide a thorough description of the contextual background of 

the different communities in Bakanje VDC, looking primarily at the physical, economic and socio-

cultural environment. 

Despite its very modest size, Bakanje VDC has a multi-ethnic, multi-religious and multi-linguistic 

population, something that is also reflected at the village level. In what is still a primarily agrarian 

economy, subsistence farming and herding of livestock make out the foundation of most people's 

livelihoods. Some households are also involved in tourism, as there is a popular trekking route that 

passes through the area, but incomes from tourism have apparently been declining in recent years. 

Nevertheless, households with income from tourism or other forms of non-agricultural income are 

usually better off than those without . Aside from (declining) tourism, there are very few economic 

opportunities in the area, resulting in some migration and expatriation of the younger generations. 

Most households appear to have some money left over after covering costs for basic necessities, but 
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few households seem keen to invest in expanding their businesses, their land or their herd of 

livestock, even if they can afford it.  

Economic inequalities in Bakanje are high, but vary greatly both between different villages and within 

structures such as castes and ethnic groups. It is therefore complicated to make any generalized 

conclusions about the area as a whole. The Sherpa community, which also makes out the majority of 

the population, generally appears to be better off than other ethnic groups, but even within this 

community there are large variations. Inequalities appeared to be more pronounced between Hindu 

households, especially if taking the Thami, who are Hindus of a low caste and thus suffer from social 

exclusion and stigma, scoring low on almost all parameters. 

Despite living in a disaster prone area, very few households seem to think strategically about 

establishing precautions against future calamities, and the general level of disaster preparedness is 

low. Since the overwhelming majority lack access to formal social protection, most people rely on 

their social capital and networks for help when they fall upon hard times. Like in the rest of Nepal, 

social capital has developed as an informal institution of social security, and is arguably the most 

important instrument for social protection in Bakanje. Nevertheless, just like economic inequalities 

exclude people from access to formal security systems, social exclusion denies access to informal 

security systems in the form of social capital. Due to high intra-group solidarity and integration 

combined with low levels of cohesion in the society as a whole, we have argued that social capital in 

Bakanje is bonding in nature and characterized by "amoral familism". 

8. Local assessment of vulnerability, need and demand195  
Since the vulnerability context constitutes the core aspect in our assessment of the need and 

demand for insurance products in the population of Bakanje VDC, we have applied the Access model, 

as portrayed in figure 3.1, as our guiding research model. Deviating slightly from the model, we have 

divided our assessment into four subparts, in order to also take local demands into account. First, we 

will assess the risks that have faced the local communities and villagers in the past, as well as their 

potential short term socio-economic consequences for the affected households (marked red in figure 

3.1). Second, we will provide an assessment of current post disaster coping strategies available to 

households in Bakanje VDC, seeking to map the long term impact of disasters on the economic 

situation of affected households (marked in blue in figure 3.1).  Third, we will present the results of 

our field trip demand study, which sought to clarify which insurance concepts people in Bakanje VDC 
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find to be most useful for themselves and their families. Finally, we will make some general 

conclusions as to how the first two aspects affect the vulnerability of the population in Bakanje VDC 

towards certain types of risks, and identify areas in which there is both a need and a local demand 

for better social protection. The results from the field trip demand study will be taken into account in 

order to find concrete areas where we believe MI would have the most potential to successfully 

break the cycle of increasing vulnerability (marked in green in figure 3.1).  

8.1 Risk assessment 
The table below provides an overview of events and situations that have actually taken place in 

Bakanje VDC in the past, and the immediate impacts that these had on the affected households. The 

table is largely based on eyewitness accounts of how villagers and/or households in the local 

communities have been affected by various sorts of disasters. 

Risks Villages Immediate impacts on affected households 

Death of a family 
member  

Kinja  - Two households struggled with loss of income source 

Health issues Sagar Danda  - Hospital costs (injury caused by landslide) 

Earthquakes Kinja  - No impact 

Sagar Danda - Severe damage to houses  

Sagar Bakanje  - Light damage to houses  
- One fatality  

Chhimbu - Light damage to houses  

Sete - Three houses damaged  

Landslides Sagar Danda - Severe damage to houses 
- Some persons suffered injuries 

Sagar Bakanje - Light damage to houses  

Sete - Two households' solar panels got destroyed  

Fires  Sagar Bakanje - Damages to one house  

Sete - Damages to several houses  

Death of livestock  
 
 
 
 
 
 
 

Kinja  - One household suffered a loss of income, otherwise no 
negative impacts 

Sagar Bakanje  - No negative impacts 

Sagar Danda  - No negative impacts 

Chhimbu - No negative impacts 

Sete - No negative impacts 

 Table 8.1: Impact of past events on the economic situation of sample group households.  

 Source: Own production based on results from field study. 
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Earthquakes are a recurring and unpredictable source of damage, and have accounted for great 

economic losses of households in Bakanje VDC in the past. In particular, the villages positioned on 

steep hills, such as Sagar Bakanje and especially Sagar Danda, demonstrate a very high degree of 

vulnerability towards earthquakes. In both these communities, a combination of earthquakes and 

landslides has triggered great damages and losses in the past, further aggravating the vulnerability of 

the population here. Conversely, it appears that lower-lying places such as Kinja or Chhimbu have 

relatively low vulnerability towards earthquakes and landslides, as they have had little exposure to 

such events in the past. 

Accounts of fires are more seldom than earthquakes, but have the potential to cause substantial 

damage to the affected household when they occur. In recent years, only Sete and Sagar Bakanje had 

experienced fires causing damage to houses, and in the case of Sagar Bakanje this was limited to one 

house. Overall, it therefore appears that most households have a low vulnerability towards fires, with 

very few Bakanje households having been affected by one in the past. That being said, it is worrying 

that knowledge and awareness about fire protection measures is virtually nonexistent in the 

population. 

In several households, it appeared that death of a family member was an important and 

unpredictable source of vulnerability. This was especially true for households that depend on one or 

two main breadwinners to contribute the bulk of the overall income to the household, e.g. families 

receiving remittances from a son or daughter abroad, or living on a teacher income. Furthermore, in 

addition to losing an important income source, the affected households also have to cover expenses 

for the funeral, which can amount to substantial sums, particularly for Hindu households. Thus, the 

family member's death has the potential to create a shock to the household's economic situation 

both in the short and long term, causing a big drop in wellbeing. Some rich households may often 

have enough savings to deal with these type of expenses, but most poorer households will encounter 

difficulties in coping with the economic consequences of the death of a family member if he or she 

was also the main breadwinner.  

Interestingly, it appears that the death of a family member has a more limited economic impact on 

households engaged primarily in activities related to farming and herding of livestock. Possibly, this 

could be explained by the limited individual contribution to the household economy, and the high 

number of children in most households.  

Unfortunately, our field study has not been able to explore and account for health related 

expenditures sufficiently. Expenses for health bills were in fact only mentioned once in connection 

with an earthquake. For the population of Bakanje VDC, all but the very most basic health services 
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are inaccessible and unaffordable. When faced with health problems, people have few or no options 

to remedy them, and many illnesses that could have been cured thus lead to unnecessary suffering 

and death. Furthermore, in connection with a health project carried out in 2010, Himalayan Project 

found that the population has relatively little trust in modern medicine, and that many still prefer to 

use traditional forms of alternative medicine or sometimes a mix of traditional and modern 

methods196. 

Contrary to our initial beliefs, death of livestock was reported to hardly ever have a negative 

economic impact. Since in most cases, the meat can either be sold or consumed, no real economic 

loss occurs. In fact, we were explained that even if a cow belonging to a Hindu household dies, and 

the family thus cannot consume the meat itself, they have the possibility to sell the meat to someone 

from the Buddhist community. Buddhists, on the other hand, are allowed to eat meat, but not to kill 

animals. Some Buddhist households therefore explained that they perceived it as fortunate if an 

animal died by accident, as they could then eat it. Actually, only in one case a real economic loss was 

reported; a goat had fallen down a cliff and could not be retrieved, so the family was not able to eat 

or sell its meat.  

Like in the previous example, a bad harvest does not seem to pose substantial economic losses 

either. A reason for this might be the high diversification that was observed in most household’s 

income sources. In fact, most households generated income from two to four different sources. Even 

poorer households engaged in farming and livestock seem to grow a large variety of different crops, 

so that the loss of one could be offset by the good harvest of another crop. 

8.2 Coping Strategies  
When exposed to economic losses, the most common coping strategy among the inhabitants of 

Bakanje VDC is to either borrow money from neighbors or to draw on their own savings. Other 

coping strategies applied by the sample group included reducing food consumption, not 

replacing/repairing damaged items or property, as well as eating or selling the meat of livestock in 

case of livestock death. Most households had successfully recovered from small economic shocks 

within a short amount of time in the past, and suffered few or no long term consequences, as 

depicted in the table below. Bigger economic shocks, such as earthquakes, landslides or the death of 

a family member have proved more difficult to cope with and recover from, with some households 

experiencing severe difficulties.  
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Risk Village Coping strategy 

Death of a family 
member  

Kinja  - One household had borrowed money but is unable to repay the 
loan 
- A second household cut down on its milk consumption, in order to 
sell more milk in the market  

Health issues Sagar Danda  - The household had to sell some of their land to pay for health bills 

Earthquakes Kinja  - Drew on savings 
- Borrowed money from neighbors 

Sagar Danda - Used savings to repair the damaged house (Costs: 4-5 days; ca. 
10,000 NRP) 
- Borrowed money from the neighbors (time to repair: 15 days, ca. 
10,000 NRP costs, 1 year to pay back the loan) 

Sagar Bakanje  - Repaired it themselves (time to repair: 5 month), no borrowing 
necessary  

Chhimbu - One household used savings to repair the damages (time to 
repair: 15 days) 
- One house only suffered light damages, and the household chose 
not to repair it  

Sete - One household used savings to repair their home 
themselves(time to repair: 5 days) 
- Another household used their savings to pay others for the 
restoration of their home (costs 20,000 NPR) 

Landslides Sagar Danda - Sold land to cover health bills and repair costs  

Sagar Bakanje - N/A 

Sete - One household did not have enough money to buy a new solar 
panel 
- The second household replaced the broken panel (costs: 15,000 
NPR) 

Fires  Sagar Bakanje - One house still in ruins  

Sete - N/A 

Death of livestock  
 
 
 
 
 
 
 
 
 
 
 
 
 

Kinja  - Sell meat in the market 
- Eat it themselves 

Sagar Bakanje  - Sell meat in the market 
- Eat it themselves 

Sagar Danda  - Sell meat in the market 
- Eat it themselves 

Chhimbu - Sell meat in the market 
- Eat it themselves 

Sete - Sell meat in the market 
- Eat it themselves 
- PAF provided two households with a loan to buy new livestock 
(10.000 NPR, 5% interest)  

Table 8.2: Coping strategies for various past events in sample group households.  

Source: Own production based on results from field study. 
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We found that earthquakes and landslides, as well as health problems and death of a family member, 

were the calamities that had the most serious long term economic consequences for the affected 

households. Although most households suffered only minor damages and were able to recover 

relatively quickly, a few households were hit quite badly and were clearly much worse off after the 

event occurred, some even still struggling to recover. Long term consequences and losses caused by 

earthquakes or landslides included parting with land or not being able to replace or repair damages 

to important assets such as solar panels or the house, leaving the affected households in a more 

vulnerable position towards future calamities, as described in the Access model.   

Death of a breadwinner has proved to have equally or even more disastrous consequences. One of 

the affected households stated that they had had to borrow money from neighbors, but could not 

see any way of repaying the loan in the near future. A second household had to cut down on daily 

milk consumption in order to sell some in the market. Both of these households are substantially 

worse off now than they were before the death of their family member. Furthermore, even minor 

economic shocks could easily aggravate their situation further, as they find themselves in a much 

more vulnerable situation now than before.  

8.3 Insurance Demand 
Across all five communities in Bakanje VDC, life insurance generated the highest interest and 

emerged as the most popular concept among the interviewed households overall. After getting the 

basics principles of five different insurance product concepts explained (life, health, livestock, crop 

and house), eleven out of the twenty-six households in the sample group chose life insurance as their 

first priority. Another six ranked life as second, and eight households ranked it as their third priority. 

Especially in villages where households are often dependent on a single bread winner, such as in 

Sagar Bakanje and Kinja, a majority favored life insurance over other types of insurance concepts 

(Annex 3, figure A16). 

The popularity of life insurance in the sample group was almost equaled by that of health insurance, 

which got only slightly lower scores (first priority: ten households, second priority: six households, 

third priority: five households). One important reason for the popularity of health insurance is that 

most households in Bakanje presently have no access to adequate health services, with poorer 

households being more or less excluded from health services altogether. Only the most basic health 

services are available locally in Bakanje, and due to the weak infrastructure, access to e.g. hospitals 

and modern medicine has traditionally been both complicated and associated with enormous costs. 

Interestingly, health insurance proved to be especially popular in the settlements of Sete and 

Chhimbu, two small villages that are inhabited mostly by poor farmers. Due to their poor economic 
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situation, relative isolation (in the case of Sete) and social exclusion (in the case of Chhimbu), many 

of these farmers have probably been completely excluded from health services in the past.   

Nevertheless, there was generally a tendency towards higher popularity of life and health insurance 

among households with highly diversified income sources (three or more). Conversely, the more 

subsistence based and undifferentiated the farming, the less interesting life and health insurance 

tended to be.  

Among the property insurances, house insurance was the most popular, especially in communities 

prone to natural disasters, such as Sagar Danda, which is situated on a steep and largely deforested 

hill. In this village, a majority of the interviewed households chose house insurance as their top 

priority. Probably, the reason for this is that the inhabitants of Sagar Danda have experienced 

property-loss and damage first hand and they can therefore easily relate to and understand the value 

of this type of insurance. Furthermore, house insurance was generally more popular in communities 

situated on the trekking route, such as Kinja. Since many households in Kinja increasingly depend on 

tourism, and small lodges and teashops provide the lion's share of people's incomes, house insurance 

was perceived as a useful tool to better secure a vital source of income, even though no natural 

disasters like earthquakes and floods have yet affected the village.  

Agricultural insurance, such as crop or livestock insurance, generally stirred little interest in the 

sample group as a whole. The popularity of crop insurance seemed to decrease with higher crop 

differentiation, and as mentioned above, most households in the sample group grow very 

differentiated crops on their land, offsetting the risk of a bad harvest for one type of crop. 

Nevertheless, among the poorest households in the sample group, the two concepts were actually 

quite popular. Many of these households do not own any assets such as house or land, and their 

economic situation greatly depends on the harvest and income from herding livestock.  

We believe that the relevance of livestock insurance for households in the Bakanje area as a whole 

can be questioned, as death of goats or buffaloes appears to have limited or no impact on the 

economic situation of all but a few households. In case of the death of livestock, people in Bakanje 

normally eat or sell the meat, and many households therefore perceived livestock insurance an 

unnecessary product, explaining its low popularity among the sample group. Out of all interviewed 

households, only two households chose livestock insurance as a first priority, as they were intrigued 

by the prospect of receiving a double payment in the case of death of livestock. 
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8.4 Summary 
In this chapter, we have analyzed the vulnerability of the sample group to different types of risks by 

looking at how disastrous events have affected the population of Bakanje VDC in the past, both in the 

short and long term, accounting for people's past coping strategies and their ability to cope with a 

similar events in the future. 

Based on this, our field study shows that the hazards that the population is most vulnerable towards, 

and have the biggest difficulties coping with, are earthquakes in combination with landslides, death 

of a family member, as well as health problems. Reflecting these vulnerabilities, the three most 

popular insurance concepts among the sample group were life, health and house insurance. 

Conversely, agricultural blows such as the death of livestock or bad harvests have limited or no 

effects at all on the economic well-being of the households in Bakanje. For these reasons, crop and 

livestock insurance had relatively low popularity levels, and such agricultural insurances will 

therefore not be prioritized in the next section, where we will develop a suitable MI product for the 

area, taking issues related to feasibility into account. 

9. Himalayan Project and their activities in Bakanje VDC197 
Himalayan Project Denmark (HP), a Danish NGO, has been active in Bakanje VDC for almost 15 years 

and has implemented numerous development projects to help the communities in the area during 

this time. Working closely together with its Nepalese daughter organization Himalayan Project Nepal 

(HIPRON), the organization seeks to improve the health and livelihoods of the people living in the 

local communities through strengthening the civil society. Since the beginning, the NGO has 

spearheaded and implemented various projects aimed at enhancing the livelihoods and economic 

opportunities of the people in Bakanje VDC. The organization has also contributed a lot towards 

improving the weak infrastructure in the area, especially within health and education198.  

Taking its departure in a successful scholarship project that is still active, the range of projects 

implemented by the NGO has broadened substantially throughout the years of activity. In the early 

years,   HP   focused   mostly   on   so   called   “hardware”   projects related mostly to improvements in 

education and health, such as building of schools, health posts and similar infrastructural projects. In 

recent   years,   however,   the   focus   has   increasingly   shifted   towards   “software”   projects   promoting  

greater social cohesion and empowering local inhabitants to actively take part in changing their 

communities. As exemplified by the organization's ongoing Women Empowerment Project (WEP), 
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topics currently high on the agenda include gender equality, economic knowledge transfers as well as 

issues related to personal health and hygiene.  

Similar to the range of projects, the role of the local population in the project decision making 

process has shifted over the years. Whereas in the beginning, the local population primarily served as 

consultants to projects that appeared already to have been decided for implementation by HP itself, 

local ownership and involvement in projects and decision making has increased substantially over 

time. Perhaps due to their strong grassroots level focus, HP and HIPRON have experienced very few 

project failures. At an early point in time, the organization realized that a strong involvement of the 

local population increases the relevance of projects, is crucial for the acceptance of projects and is 

decisive in ensuring sustainability. Importantly, local women's groups have been taught how to write 

and present project proposals as an integral part of the WEP, and are actively making use of their 

new skills199.  

9.1 Cooperation between HP and HIPRON 
HIPRON was founded in 2007, and has since been HP's most important local partner in Nepal. 

Primarily serving as an administrative and implementing partner for HP in the country, HIPRON has 

four office employees and seven board members. Acting as a local facilitator in connection with the 

ongoing WEP, HIPRON has recently established an office in Kinja, and has had at least one 

representative present in the area at all times ever since the beginning of the project. Prior to the 

establishment of the Kinja office, the NGO was present in the area once every three months, 

monitoring other ongoing projects and activities. HIPRON's constant presence in the area both during 

the implementing and follow-up phases of the WEP greatly enhances their responsiveness to local 

needs and demands, and is likely to facilitate the implementation of future projects in the area.  

The mutual trust between HP and HIPRON is strong, resulting in a close cooperation both in the field 

and in administration. As the mother organization, HP takes the lead role in developing strategies 

and projects as well as securing access to financing, whereas HIPRON works more as an executing 

body, handling day-to-day business and administration. The two organizations have a close and 

mutually dependent relationship with each other. The success of the projects initiated and funded by 

HP is crucially dependent on the thorough local knowledge and administrative skills of its Nepalese 

partner organization. HIPRON, on the other hand, is fully dependent on HP for financial resources 

and support.  

In recent months, it has been discussed whether a higher degree of independence from HP would be 

more beneficial for its Nepalese daughter organization. Despite the positive aspects of the close 
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cooperation between the two organizations, HIPRON's dependency on HP greatly jeopardizes its 

ability to sustain itself as an organization in the long term. Were it not for the Danish mother 

organization, HIPRON would and could not exist, and six years after its foundation, this is still the 

case. Thus, it would have disastrous consequences for HIPRON if HP would ever have to decrease its 

engagement and/or scale down its activities in the area. HIPRON's financial dependency is perhaps its 

greatest weakness, and in order to escape this vulnerable situation, it needs to start moving towards 

greater financial and administrative autonomy.  

Particularly, HIPRON should seek to improve their resource development skills and aim to generate 

more funding from sources other than HP. So far, HIPRON has had only few and limited experiences 

with resource development activities that are essential for the long-term sustainability of most 

modern NGOs, such as proposal writing, grant application, partnerships with other organizations and 

businesses, etc. A better and more diversified spread of income sources through partnerships with 

different organizations should be the target, with a long-term goal of self-sufficiency. In an important 

first step towards more financial independence, HIPRON managed to secure funding for the WEP 

from the Danish Embassy in Kathmandu. However, in the process of applying for the grant and 

writing the project proposal, support from the Danish mother organization was essential, and 

probably indispensable for securing the funds in the end. Furthermore, this funding from the Danish 

Embassy is limited to a project period of only three years, increasing the pressure on both 

organizations to develop new, more secure and preferably less fluctuating ways of funding future 

projects.  

Ever since the beginning, Mr. Kurt Lomborg, the founder of Himalayan Project, has been the key 

figure in both HP and HIPRON, both for better and for worse. The organizations are completely 

dependent on the invaluable work he lays down for them, and they could perform all of their 

activities without him. Especially, functions like accounting and budgeting would suffer greatly 

without his efforts. Arguably, Mr. Lomborg is the driving force of the organization, and is both the 

main source of administrative knowledge as well as the person ultimately in charge of most 

important decisions related to the projects. His engagement has steadily increased over time, 

currently amounting to in between a half and a full time position. In the last three years, during 

which the organizations have been preparing the implementation of the WEP, his involvement has 

increased substantially. As Himalayan Project takes on increasingly bigger projects, further 

developing the skills and capacities of HIPRON's employees will become a decisive factor for the 

future success or failure of the organization. Importantly, knowledge and responsibilities need to be 

spread over a bigger number of employees, to decrease the organization's dependency on a single 

person.  
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9.2 Administrative capacity of the organization  
Efficient and smooth administration is key to all development projects and of equal importance to 

successfully introducing a MI scheme. Indeed, an informant from a big commercial insurance and MI 

company based in Kathmandu highlighted a well-functioning administrative structure as the perhaps 

most important aspect when looking for a local partner in rural areas200. Due to their fundamental 

importance, we have therefore decided to evaluate Himalayan Project's administrative capacities a 

bit more in detail.  

Although most of the HP and HIPRON's employees lack formal education within administration, their 

skills and knowledge in this area have steadily increased through practical experience. Since 

HIPRON's foundation, HP has played a key role in transferring knowledge to the employees of its 

Nepalese daughter organization. However, despite continuous efforts to improve and develop 

HIPRON's administrative and project management skills further, these are still lacking in some 

aspects, and HIPRON is still highly dependent on its mother organization in these areas. This has 

become especially clear in connection with the current WEP, the funding for which requires 

extensive reporting to the Danish Embassy. Due to the high level of proficiency in administration 

needed in order to independently manage, implement and monitor development projects, there is 

still a long way to go until the organization will be able to do without the help of its Danish partner.  

Furthermore, as HP/HIPRON has been taking on ever more complex and bigger projects in recent 

years, the time required for project administration and management has increased continuously, and 

has become perhaps the most time-consuming activity in the organizations. This is especially true for 

project coordinator Ambika Maharjan and administrative officer Janaki Khadka, who now spend the 

lion's share of their working hours managing the WEP and the scholarship program, respectively. As 

the administration of the organization's projects is still primarily based on Excel sheets, keeping an 

overview over bigger projects is becoming especially difficult. More efficient ways to organize project 

administration, monitoring and reporting should be identified and developed, focusing particularly 

on the bigger projects.  

Similarly, HIPRON's local manager, Namgyal Sherpa, is forced to spend a lot of time writing reports 

and managing the organization's projects, which adversely affects his work on the strategic level. If 

HIPRON is to become more independent from its Danish mother organization, it is clear that his role 

in the organization will have to change. An independent HIPRON will need a leader figure with a 

clearly formulated vision and plan for the organization's future development. Consequently, as the 

local manager, Mr. Sherpa would have to devote more time and effort on issues related to overall 

strategy development and implementing strategic decisions, and less on day-to-day administration. 
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In order to handle the growing amounts of administration in a more independent setting, HIPRON 

would most likely need to bring more administrative know-how into the organization, perhaps in the 

form of another qualified administrative staff member. 

9.3 Financial situation  
As mentioned above, fund generation and project financing is primarily carried out by Himalayan 

Project Denmark, creating a situation of dependency for its Nepalese daughter organization. In fact, 

in 2012 as much as 97% of HIPRON's income was based on transfers from HP, with a mere 3% coming 

from other sources201.  

 

Figure 9.1: HP's income sources from 2006-2012 Source: own production based on Himalayan Project (2012c) 

Foreningsregnskab år 2012 

Figure 9.1 provides an overview of the different income sources of Himalayan Project and their 

development over time. Since 2006, the organization has managed to generate increasing funds for 

their projects and activities in Bakanje in all but one year. Similarly, the number of members has 

grown steadily over the years and in 2010 the organization for the first time reached the size needed 

to qualify for support from the Danish lottery funds. 

Whereas some sources of income have remained fairly stable over the years, such as membership 

payments and member donations to the scholarship program, others have fluctuated over time. This 

is especially true for donations from organizations, which sometimes vary greatly from year to year. 

Traditionally, funds from organizations have often been earmarked for specific projects that the 

organization has been working on. In order to implement big projects such as the building of schools 

in Sagar Bakanje (2012) and in Chhimbu (2010), the organization was essentially dependent on 

raising enough funds from organizational donations202. Different financial requirements caused by 

varying project involvement largely explain the fluctuation of organizational donations from year to 
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year. Whereas in 2010 and 2012, there was a big need for project funding and the organization 

raised a lot of project support, in 2011 these funds were comparatively low203. 

 

Figure 9.2: HP's expenses from 2006-2012 Source: own production based on Himalayan Project (2012c) 

Foreningsregnskab år 2012 

Over the same period of time, the developments in expenses have largely followed the same 

patterns, as depicted in Figure 9.2. From 2008 to 2012, project costs nearly doubled, reflecting the 

growth aspirations of the organization. This steep increase is mainly due to the organization's 

engagement in increasingly bigger projects such as the WEP. As mentioned above, the amount of 

time spent on administration has substantially increased in recent years, leading to a tripling of 

HIPRON's administrative expenses in the period from 2008 to 2012. The administrative costs of HP in 

Denmark have grown to an even greater extent in the same time span, almost quadrupling from 

2008 to 2012. Nevertheless, up until 2012 the organization was able to sustain a healthy balance, 

where the funds generated have always exceeded spending. 2012 was the first year in which 

expenses were higher than the organization's income by approximately 50,000 DKK204.  

The financial situation highlights HIPRON's dependence on HP. Evidently, if the Nepalese daughter 

organization is to become more independent, it will have to greatly enhance its fundraising 

performance.  

Importantly, the NGO has successfully managed to raise increasing funds over the last few years and 

has therefore been able to implement some bigger projects, such as the WEP or school construction. 

However, as mentioned above, the organization's income sources are rather unstable, resulting in 

unpredictable funding being available for projects each year. More stable long term income sources 

would benefit the NGO's financial situation, as this would allow for the implementation of more long-

term projects and decrease the level of uncertainty for HP and HIPRON in the future. 
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9.4 Summary 
Through many years of experience working at the grassroots level in the local communities of 

Bakanje VDC, Himalayan Project has earned the trust of the population, and has achieved a sound 

local involvement and ownership in most of their development activities. All things considered, 

Himalayan Project is probably the organization with the deepest and most thorough knowledge of 

Bakanje VDC and its population, and has developed extensive networks and facilities in the area. 

Over the last four years, Himalayan Project has been growing more rapidly than before, and this 

growth has highlighted a need for improvements in administration and management. Particularly, 

developing the capacities of local level employees in Nepal to handle increasing amounts of 

paperwork and administration remains an important challenge. Ever since HIPRON's foundation in 

2007, the cooperation between the Danish mother organization and its Nepalese partner has been 

tight in all aspects.  Recently, however, worries over the long-term management and sustainability of 

the organization have launched a debate over the need for HIPRON to move towards a more 

independent future. In order to achieve this, the Nepalese organization will have to develop certain 

key capacities in areas where it still remains heavily reliant on its Danish counterpart, especially in 

fundraising and certain administrative functions. Nevertheless, as the Nepalese organization gains 

more experience from managing bigger projects such as the WEP, the hope is that HIPRON will 

develop its potential to independently take on more responsibilities for future development activities 

in the Bakanje area and neighboring communities.  

10. Feasibility issues  
The aim of this chapter is to discuss and evaluate factors that could have an impact on the criteria for 

feasibility set in chapter 2. In order to do so we will examine the different stakeholders that would be 

involved in the future implementation and running of a MI scheme. A detailed analysis will be 

provided, which will include the following interest groups: 10.1 Insurer and Reinsurer, 10.2 Target 

market, 10.3 Intermediary and 10.4 Government and general public. Furthermore, we will highlight 

how cultural and social characteristics might influence the interaction between these different 

stakeholders in 10.5.  

10.1 The target market in Bakanje VDC 
As our evaluation in chapter 8 has shown, there is a demand for a MI scheme in Bakanje VDC. 

However, for MI to be used as a risk mitigation tool in an effective and sustainable manner, the 

population needs to develop a sound and proper understanding of the concept of insurance and the 

duties and benefits involved. Only if the target population fully understands its importance and value 

and the right type of product is chosen, will they be willing to pay the premium needed for it to 
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function in a sustainable way. In this respect, there are three factors that are crucial for the feasibility 

of a potential MI scheme; (1) the understanding of the concept, (2) the choice of insurance product 

and (3) people's willingness to pay. These three will be analyzed more in detail below.  

10.1.1 Understanding of the concept:  
During our field trip, we tested the extent of familiarity the sample group has with the concept of 

insurance, and whether they are able to comprehend its underlying principles. 

Previously, Himalayan Project had carried out interactive games about fire insurance with the local 

women's groups on our request, helping us to get a first estimate of the population's understanding 

of the basic principles of insurance. During these games, the participants demonstrated a genuine 

interest for the concept and a surprisingly high understanding of its inherent obligations and 

benefits. They acknowledged the importance of disaster preparedness and were eager to learn more 

about the concept. When given the choice to use their resources in the game to purchase insurance, 

they all enthusiastically decided to do so. As the game progressed, the sample group furthermore 

understood the importance of paying on time, as one of the participant’s house burned down and 

she could not get financial support from the insurer to rebuild her home. Moreover, the potential for 

fraud became apparent. After some rounds of receiving monetary compensations for burned-down 

houses, one of the participants decided she would burn down her own house, in order to receive 

money from the insurance company. This highlighted the importance of addressing classical 

insurance problems like fraud and moral hazard when evaluating the feasibility of a potential 

scheme.  

As a follow up on these interactive games, our semi-structured household interviews were used to 

test and evaluate the understanding of the concept more in detail. Previously, the concept of 

insurance was largely unknown to most of the people in the sample group, and we found little 

preexisting knowledge about it in all the villages we visited. Although eight out of the twenty-six 

interviewed households had heard of the term insurance before, most did not have a deeper 

understanding of the concept as such. After a short introduction to the basic principles of insurance 

however, most households were able to answer the questions aimed at checking their understanding 

in a satisfactory way. In fact, only two households in the sample group did not understand the basic 

concept and gave unsatisfactory answers to the test questions. Generally, the overall understanding 

seemed better among the better educated and wealthier households, which primarily were part of 

the Sherpa community.  

Only when testing the deeper understanding of the concept, confronting the households with 

problematic scenarios, such as paying into an insurance scheme to insure an asset and not getting 
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any money out of it, because the asset remains unharmed or got damaged by a calamity not included 

in the purchased insurance, posed difficulties. In one household in Chhimbu, one man stated that he 

would want his money reimbursed if nothing happened to the insured asset. Two other households 

in Kinja and Sete expressed their dissatisfaction with lack of reimbursement in such cases. This 

further highlights that although the basics appear to be well understood by most households, more 

education on insurance is needed to successfully implement a MI scheme in the area.  

Moreover, most of the interviewed households understood that engaging in fraud is bad and agreed 

that the insurance company should deny payment for damages caused by fraudulent behavior. 

However, when asked whether they would inform an investigator of a neighbor committing fraud, in 

the event that the fraud went by unnoticed by others, a couple of households were hesitant to do so. 

One household stated no reasons for not wanting to do so, another argued that telling on a neighbor 

might badly influence the household's social network in the community and a third suspected the 

investigator would be corrupt anyway. In accordance with the insights gained from the interactive 

games, these responses highlight that although fraud is frowned upon by most households, it is a risk 

that could have negative effects on a potential insurance scheme. Thorough claim verification 

methods will be needed to minimize fraud in order for a MI scheme to be economically viable in the 

long term.  

10.1.2 Finding the right product 
Comparing the three most popular insurance products in our demand study presented in chapter 8, 

life, health and house insurance, especially life insurance strikes us as a promising concept to reduce 

the level of vulnerability of the inhabitants of Bakanje VDC. As described in chapter 4, the more 

complex the design of a MI product, the more difficult its implementation, and the more prone it will 

be to suffer from classical insurance problems such as moral hazard and fraud. Life insurance is a 

relatively simple product and therefore especially attractive to markets with little prior knowledge of 

insurance. The basic principles of the concept can be explained in simple terms and only basic 

education is needed in order to understand the functioning of such a product. Conversely, house and 

especially health insurance requires a higher and more developed knowledge of insurance, since the 

products and benefit packages are more complex and often include more diverse types of calamities 

and health risks. 

Designing a house insurance package that is suitable for the entire area might pose further 

difficulties, as exposure to disasters such as earthquakes, landslides and fires vary substantially from 

village to village in the VDC. Whereas households in Sagar Danda might favor insurance packages that 
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include earthquakes and landslides, households in Kinja, a rather earthquake safe village, might 

perceive fires or flooding to be the most dangerous threat.  

Similar problems arise when looking at the design of health products. The needs in the area differ 

considerably from village to village, making it impossible to create one product that suits all. 

However, the death of a family member proved to have an equally disastrous effect to all members 

of Bakanje VDC, regardless of place of living, religion or caste. As mentioned above, in both Hinduism 

and Buddhism, funeral expenses can amount to high expenses and can thus be difficult to cope with, 

especially if the deceased was one of the main breadwinners in the household. Indeed, for families 

that are largely dependent on one or two sources of income, the death of a breadwinner is especially 

disastrous since it also entails serious implications for the future income of the household. 

Claims in connection with life insurance are relatively easy to verify and the likelihood for classical 

insurance problems such as fraud, adverse selection and moral hazard to occur is low. Compared to 

house and health insurance, far less documentation and checks would be required in the claim 

verification process. As explained in chapter 5, health insurance is a product that is especially prone 

to suffer from classic insurance problems to a high degree. Dealing with this requires a lot of 

experience with claim verification and qualified control mechanisms that are seldom in place in a 

market that is largely unfamiliar with the concept itself, such as Nepal. 

Possibly, house insurance could develop as a promising follow-up on life insurance, based on the 

experiences made with the latter, as experience and education in the target group increases. 

Throughout the field study, the sample population expressed a need for such a product, and 

decreasing vulnerability especially to earthquakes and landslides could be beneficial to the 

population, especially those living in exposed areas. 

10.1.2 Willingness to pay 
The sample group's willingness to pay for different insurance products further highlighted the lack of 

preexisting knowledge and their unfamiliarity with the concept. Most people were unsure about the 

amount expected and some were hesitant to provide an answer. Furthermore, only in one 

household, a man wanted to know more details about the benefits included in the potential 

insurance package before answering how much he would be willing to pay for it, thus exhibiting a 

more thorough understanding of the concept. Generally, the amounts given varied considerably, 

indicating on one hand the importance that different households attribute to particular insurance 

product, but on the other hand also a lack of understanding and consequently the need for more 

insurance education prior to introducing a potential scheme. 
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In Annex 3, figures A22 and A23 illustrate the sample group's willingness to pay for life and house 

insurance, the two insurance product types that our study has identified as the most suitable. When 

comparing the amounts stated, we find that there is an overall higher willingness to pay for life 

insurance than for house insurance, which could be interpreted as an indication of a higher demand 

for this type of product in the population.  

Willingness to pay for health insurance, the third most popular product in the sample group, ranged 

from 200 to 500 NPR per month, far below that for life and house insurance (Annex 3, figure A24). 

The unrealistically low sums that people would be prepared to pay for this kind of product constitute 

an important argument against health insurance as a suitable product at this point. The low 

willingness to pay in combination with the high complexity of the product design would most likely 

make it close to impossible to implement and manage a profitable health insurance scheme in the 

area. Clearly, health insurance is a popular product, and one that has a large potential to decrease 

vulnerability in the population, but our findings suggest that it will be difficult, if not impossible, to 

profitably run such a scheme at this point.  

Despite the big discrepancies in the willingness to pay for life insurance, most of the amounts stated 

by the interviewed households are in fact realistic. When discussing our field study findings and the 

financial feasibility of introducing a MI scheme with our informant at ALICO, we received positive 

feedback. With commercial life insurance currently starting at annual premiums as low as 500 NPR, 

some of the amounts people stated they would be willing to pay far exceed this amount.   

More holistic and technical research is needed to identify what the concrete benefit packages and 

premiums should look like, accounting for issues such as seasonal incomes. As a first indication of 

financial feasibility for life and house MI products in Bakanje VDC, the information gathered during 

our field study shows that there are promising opportunities.  

10.2 The Intermediary - What should HP's role look like?  
As part of our discussion on whether it would be feasible for Himalayan Project to introduce a MI 

scheme in Bakanje VDC, it is crucial to evaluate the strengths and weaknesses of the organization 

itself that could have an impact on the administration and implementation of the scheme. Table 10.1 

provides an overview of the strength and weaknesses of HP and HIPRON that have been mentioned 

more at length above. Arguably, the biggest assets the organization has in this respect are its 

thorough knowledge of the area and the trust the organization enjoys in the local population. These 

are soft assets that would be a great advantage in the process of implementing a MI scheme and 

could be helpful in order to minimize the risk of classic insurance problems. The major weaknesses of 

the organization include the constraints of HIPRON's dependency on HP, lack of skills in managing big 
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projects, as well as little or no experience with fundraising and fund management on the part of the 

Nepalese daughter organization. Already, the NGO is struggling to sustain the fast growth it has 

experienced over the last years. The high growth is not only posing organizational challenges, like 

developing more efficient administrative routines, but also financial ones such as securing access to 

sufficient and preferably more stable funding to uphold their current level of activities in the area.  

Strengths Weaknesses 

 Thorough local knowledge after 15 

years of development activities in 

the area 

 High trust in the population 

 Work at the grassroots level has led 

to few project failures so far 

 Participative project decision making 

process/ local ownership of projects  

 Local facilities in Kinja 

 Dedicated, experienced and 

increasingly skilled staff  

 Coordination with other 

stakeholders and organizations in 

Bakanje VDC 

 Growing administrative capacity 

from past project experiences 

 Reporting and monitoring skills 

 High transparency of activities and 

finances 

 Stable growth in funds over time 

 The success of the Nepalese 

daughter branch HIPRON remains 

dependent on HP Denmark in most 

aspects. 

 Lacking skills and administrative 

capacity of HIPRON creates further 

dependency 

 Lack of administrative capacity to 

take on another big project unless 

more efficient routines are 

developed or more staff is hired. 

 More knowledge transfer from HP to 

HIPRON's employees is needed. 

 Financial dependency of HIPRON on 

the Danish support 

 Lack of professional accounting tools 

for bigger projects  

 No previous knowledge or 

experience with microfinance 

products 
 

Table 10.1: The strengths and weaknesses of Himalayan Project. Source: own production based on own 

observations as well as interviews with HIPRON and HP (see annexes 5-9) 

Neither HP nor HIPRON have any previous experience with MI or the insurance industry per se. 

Therefore, for it to be feasible for HP/HIPRON to implement a MI scheme in Bakanje VDC, we believe 

it would be necessary for the organization to enter into a partnership with a professional insurance 

or MI provider. In such a partnership, the commercial insurer could provide the financial means as 

well as the required technical and operational knowledge, whereas HIPRON could take an 

administrative and facilitative role similar to the one it fills in its cooperation with HP. From our 

discussions on MI above, it has become clear that in order to establish a MI scheme in a community 

with very little or no experience with formal insurance, a partnership with a local partner 

organization can greatly enhance the likelihood of success in terms of economic viability and long-
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term sustainability. HIPRON's thorough local knowledge of the area, as well as the high degree of 

trust it enjoys among Bakanje's inhabitants, would be a considerable advantage when introducing a 

potential MI scheme in the area. For HIPRON, entering into this kind of partnership would not only 

be attractive due to the benefits that a MI scheme could give the local population, but also due to 

the commission that would be a welcome and stable addition to the NGO's finances. Since a certain 

percentage of the premiums paid by the local inhabitants would go to HIPRON, and thus to financing 

more development activities in the area, it is quite likely that the local population would also accept 

this service delivery mode. Furthermore, this would support HIPRON's ambitions of becoming more 

independent from HP, at least financially, and guarantee a long term commitment to development 

work in Bakanje VDC. 

10.3 The Insurer/reinsurer – Choosing the right partner organization 
Although commercial insurers in Nepal have started to involve themselves in MI, this involvement so 

far has been limited to very few schemes, mostly insuring credit default. Reaching an increasing 

number of clients beyond urban settings and expanding the range of services offered both remain 

key challenges. We believe that more cooperation between local organizations and commercial 

insurers could be one way to achieve these aims. Cooperating with a well-established local partner 

such as HP/HIPRON could be beneficial to a commercial insurer, since cooperation with a well-

trusted organization would facilitate access to new markets. Furthermore, it is also likely that 

insurance schemes offered through a partner-agent mode would suffer less from classical insurance 

problems, such as fraud, moral hazard or adverse selection.  

From the perspective of the local organization, it would be able to benefit from the experience and 

financial capacities that a commercial partner could provide. However, for predominantly local level 

NGOs such as HP and HIPRON, choosing the right commercial partner and establishing the 

partnership under the right preconditions is crucial for a MI scheme to be beneficial to all parties. 

Naturally, for an organization with little knowledge and experience from the Nepalese insurance 

sector, this is not an easy undertaking, and calls for careful consideration. Irregularities such as fraud 

or corruption would not only be devastating for the partnership and endanger the success of the MI 

scheme, should they occur, but could potentially also shatter the good name of the NGO and the 

trust that it enjoys in the population. Furthermore, the potential partner needs to have the financial 

muscles to bear the losses in case of a big disaster, or alternatively have access to foreign 

reinsurance. As described in chapter 6, the high number of insurance companies that are currently 

operating in the relatively small Nepalese insurance market means that it is quite fragmented. Low 

yields and market shares combined with the small size of most companies makes for an uncertain 

business environment. In the process of establishing cooperation with a commercial partner, HIPRON 
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and HP would therefore have to thoroughly analyze the potential partner and check whether the 

requirements for a fruitful and functional cooperation are met. Based on our insurance sector 

analysis and field trip results, we have identified a number of criteria that we believe should be of 

particular importance for HP/HIPRON when choosing a partner. A potential partner should; 

 be well established and have substantial experience in the market  

 have transparent and unambiguous regulations regarding claim verification 

 be able to guarantee a timely verification and disbursement of claims 

 display a strong commitment against corruption 

 have at least some access to reliable reinsurance  

 be able to organize and provide insurance education for the NGO as well as the target 

population  

 fully understand and commit to the MI concept  

 ideally have some prior experience with MI 

Although central stakeholders in both HP and HIPRON have signaled that they are open for a 

cooperating with a commercial partner, they also mentioned that they do have certain worries, 

particularly related to corruption and the unclear regulations in the insurance industry.  The 

interviewed stakeholders in HP and HIPRON are aware of people who have had bad experiences with 

insurance in the past, making them wary that since rural people are especially vulnerable, they could 

more easily be taken advantage of. Transparency and clear-cut regulations are therefore the NGO's 

main requirements to a commercial insurance partner.  

10.4 Donors, government and the general population 
As described in chapter 4, MI has the potential to be used as an effective tool for the government to 

create more inclusive social protection measures. However, in order to exploit the potential of the 

concept to its full extent, a more enabling environment, i.e. one that offers conducive regulations 

and guarantee proper enforcement will be needed. As argued above, policy makers have an 

important role to play in enabling more partnerships between NGOs, MFIs and the private sector. 

There are still many areas where better regulations are desperately needed. Notably, an official 

recognition of MI as proper insurance products is of crucial importance. At present, the lack of legal 

clarity and understanding surrounding MI serves to hinder any such cooperation taking place. 

Commercial insurers have so far shown little interest in engaging in MI, due to a combination of high 

costs, low premiums lack of necessary infrastructure. Without more incentives provided by the 

government, this is unlikely to change.   
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Although Beema Samiti is trying to push through its new directive, including many of the policy 

changes needed, the political deadlock in Kathmandu has complicated any legislative changes, 

turning them into a time intensive undertaking. Furthermore, simply passing new laws and 

regulations does not ensure their enforcement in the market, as rules are often circumvented and 

disregarded without proper sanctioning. In many areas, Nepal already has many progressive policies 

and regulations in place. One could argue that establishing proper implementation and enforcement 

mechanisms to strengthen compliance is perhaps an even bigger problem facing the country.  

10.5 Cultural and social implications for feasibility  
Culture and traditions influence social structures and the functioning of civil society to a great extent 

in Bakanje VDC. Therefore, it is important to identify cultural and social factors in the communities 

that could have an impact on the feasibility of a MI scheme.  

The question of whether MI could complement or even replace traditional and informal social 

protection and risk mitigation mechanisms is an essential discussion. As explained in chapter 4, in the 

absence of formal social protection mechanisms, the Nepalese society relies heavily on informal 

security networks built on the notions of afno manche and social capital. Based on our field trip 

results and observations, we find that this appears to hold true for the inhabitants of Bakanje VDC 

much to the same extent as in the rest of the country. Both wealth and influence in the society are 

consistently greater for those households with extensive networks. Especially, less resourceful or 

prestigious households have difficulties building and accessing social networks, finding themselves 

excluded from the rest of the society. As explained in chapter 7, certain ethnic groups in Bakanje 

VDC, notably the low-caste Thami people, suffer particularly from discrimination and social exclusion, 

facing high social barriers that are next to impossible to overcome. Especially for such groups, having 

traditionally been excluded from informal networks of social protection, MI could become an 

important and inclusive risk mitigation tool.  

This does not mean that MI would not be beneficial for those households with extensive access to 

and use of social networks. Whereas informal networks built on social capital and afno manche might 

offer sufficient protection from smaller shocks to a single or a few households, disasters that involve 

many households or the entire community could overwhelm the capacity of such networks, as 

argued by Simkhada et.al. (2000). In coping with the consequences of a disaster affecting whole 

communities, MI has the potential to be an effective source of social protection even for well-

connected households.   

Cultural and social norms can also influence the acceptance of MI in the communities. In all of the 

communities we experienced a strong sense for preserving the status quo and traditional lifestyles, 
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resulting in a certain skepticism towards the unknown and an aversion to sudden changes. 

Introducing a new concept will take time and continuous efforts in educating the inhabitants about 

its functioning and the inherent obligations and benefits. The implementation of a MI scheme in 

Bakanje VDC will only succeed if enough time is dedicated to education and creating awareness in 

the population. Furthermore, collectivism is a strong driver of social interactions in the communities. 

This can serve as an enabling as well as a impeding factor in the implementation process. If some 

influential, well-connected households with strong social networks in the communities would be 

convinced and speak up in support of MI, other households will be more likely to follow their 

example.  

11. Conclusion 
 The aim of this thesis has been to assess the need and demand for a potential microinsurance 

scheme in Bakanje VDC, a rural and remote area of Eastern Nepal, as well as to test the overall 

feasibility and economic viability of this kind of scheme in the area.  

To this end, we have sought to provide insights on factors influencing   people’s vulnerability to 

disasters in Nepal, the potential for microinsurance services to serve as a risk management tool to 

deal with different types of disasters in the country, as well as the feasibility of introducing such 

services, both in Bakanje VDC as well as in Nepal in general.  

Our thesis has been written in close cooperation with Himalayan Project, a Danish NGO that has 

been active in the Bakanje area for about 14 years. The activities of the organization have been 

aimed at strengthening the civil society in the local communities through various projects related to 

health, education and women empowerment. Lately, Himalayan Project has turned its attention 

towards decreasing the vulnerability of Bakanje's inhabitants to external shocks and disasters like 

earthquakes and fires. In this respect, innovative solutions for improving social security and welfare 

services have emerged as an interesting research area. 

The research question guiding our thesis has been formulated as follows; 

 How could Himalayan Project use microinsurance as a tool to reduce the vulnerability of 

Bakanje VDC's population? 

To guide the research process, we formulated three important sub-questions, as we believe that a 

proper understanding of these is vital in order to provide a qualified answer to our main research 

question;  



 
 

94 

 What are the factors driving the progression of vulnerability in Bakanje VDC? 

 What do demand patterns look like for different types of microinsurance products?  

 What are the institutional, cultural and operational issues that could have an impact on the 

feasibility of the scheme? 

In the following, we will go through and answer each of these questions in detail, in order to finally 

arrive at an answer to our main research question. 

11.1 What are the factors driving the progression of vulnerability in Bakanje 
VDC? 
To understand the situation of vulnerability in Bakanje VDC and other rural communities in Nepal, it 

is crucial to consider the prevailing economic and socio-cultural context of the country, as well as its 

development over time.  

11.1.1 Macroeconomic situation 
Nepal is a country that is very slowly recovering from a devastating, decade-long civil war that ended 

in 2006, leaving over 13,000 people dead and displacing large parts of the population. The root 

causes of this conflict are complex and multi-faceted, but most observers seem to agree that they 

were linked to the immense social, economic and political inequalities that have long characterized 

the country. As relatively little has been done to address these issues seven years on, tensions in the 

country still run high. Instability, uncertainty and change have characterized the transition process to 

peace and development, as successive governments have come and gone. At present, Nepal is run by 

an interim government that will oversee new elections for a Constitutional Assembly, after the 

previous CA failed to promulgate a new constitution within the timeframe that had been set, casting 

the country into a legal and political vacuum.  

The political deadlock and instability in Kathmandu has aggravated the situation of vulnerability in 

the country by diverting the attention of politicians away from reforms that are by now long 

overdue. This is particularly true for social and economic areas, where exceptionally little progress is 

being made. Paradoxically, these are perhaps the sectors most in need of reform. In a recent report 

from the World Bank, it is argued that if the peace process would bring about lasting peace, it could 

potentially have huge effects on economic activity, investment, growth and job creation205. 

Meanwhile, several thousand Nepalese workers leave the country every year in search of work due 

to a severe lack of economic opportunities at home. Largely underpinning the entire Nepalese 
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economy, the importance of the money that these workers send home should not be understated. In 

fact, most sources seem to agree that much of the reduction in poverty over the last decade has 

been achieved mainly due to high labor migration and ever increasing remittances from overseas206. 

However, Nepal's dependence on remittances comes at a price. According to a World Bank study, the 

inflows of remittances have in fact grown so large that they are starting to undermine the country's 

competitiveness, as increased consumption is leading to higher inflation and augmented salaries. In 

the words of Afram et.al. (2012:4), "the emerging picture is that of an uncompetitive, non-exporting, 

remittance-dependent economy that is becoming increasingly reliant on external remittance flows 

instead of its internal dynamism and economic activity." 

In order to prevent this situation to develop even further, investments aimed at igniting inclusive 

economic growth are desperately needed. This is especially true for remote districts and 

communities, where a desperate need for investments in infrastructure still remains after the civil 

war. According to the World Economic Forum, investments in infrastructure hold the key to restoring 

economic competitiveness and growth in Nepal207. 

Unfortunately, the prolonged political transition and its inherent uncertainties continue to 

exacerbate an otherwise already poor investment climate. To illustrate just how poor, a recent 

assessment commissioned by the World Bank shows Nepal's investment climate is closer to that of 

Afghanistan than to any of the other countries in the region or to other comparator countries used in 

the assessment208. 

11.1.2 Social Inequality and Exclusion 
Nepal is a pluralistic, multi-ethnic and multi-religious society that is comprised of several diverse 

ethnicities and where social exclusion is multi-faceted. Social and economic inequality remains 

significant in nearly all spheres of the Nepalese society, especially in rural areas, and poverty is 

rampant and widespread, with as much as a quarter of the population living below the national 

poverty line. Actually, if one would measure poverty in the country according to the World Bank's 

extended poverty line of $2 per day, one's figures would even show that a staggering 78 % of the 

population would be characterized as poor.  

Interestingly, according to ADB (2006), poverty in Nepal is mostly a rural phenomenon. In a 

predominantly agrarian and rather feudal society, in which the vast majority still live in rural areas, 

this is perhaps not surprising. Subsistence agriculture still plays the most vital role in the livelihoods 
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of the rural poor in Nepal. ADB (2006) states that "agricultural productivity in general, and land 

ownership and land quality in particular, are the principal determinants of rural poverty". Low 

economic growth in the agricultural sector thus affects poor families particularly hard, especially 

since they do not only possess less land, but usually also less productive land. 

Furthermore, geo-politically determined inequalities between the country's urban and rural 

population in terms of access to information, services, markets and political influence also pose 

serious challenges to inclusive development in the country209. According to the UNDP, human 

development disparities between urban and rural dwellers in the country are already high and 

increasing210. Furthermore, the social exclusion and inequality in Nepal is enhanced by the fact that 

persons belonging to the higher castes are also the social elites, dominate decision-making processes 

and hold high positions in the society. Conversely, since most of Nepal's rural population engages in 

subsistence farming, and the biggest share of these farmers also belong to castes or ethnic groups at 

the lower end of the social hierarchy, these groups often have little or no access to resources 

stemming from government-funded development programs and are left politically powerless in spite 

of their large numbers211. While formal social protection efforts from the government have slowly 

expanded in recent years, these still have low degrees of coverage and benefits, and face 

implementation constraints in terms of reaching out to the poorest of the poor.   

Nevertheless, it has been argued that most Nepalese people expect little from the state, and feel 

even less obligation towards it. Macfarlane (1994) argues that abstract and impersonal concepts like 

the public, the state and the nation matter little to most Nepalese people, as they have little to do 

with their lives. Rather, one's personal obligations are towards afno manchhe; one's inner circle of 

neighbors, family and friends. The traditional forms of social protection in the country are based on 

varied and intricate forms of social capital, have been shaped by and find their roots in this and other 

prevailing cultural norms in the society. 

Nevertheless, in all countries and in all societies, there are people who fall outside of the social 

security systems. In collectivist societies like Nepal, where people depend mostly on their social 

capital for social protection, social exclusion is what denies people access to the established informal 

security systems, much like economic inequalities exclude people from access to formal security 

systems such as insurance. 
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11.1.3 Socio-cultural context at the local level 
Bakanje VDC lies in a disaster prone area subject to adverse climatic conditions. In our field study, we 

found that the most important risks facing the population are earthquakes in combination with 

landslides, death of a family member, as well as unforeseen health expenses. Nevertheless, the weak 

local institutions and a lack of infrastructure in the area make the local population vulnerable to risks 

and disasters of all types.  

In spite of living in a disaster prone area, very few households seem to actively contribute to 

enhancing disaster preparedness in their communities, and fewer yet use savings in a strategic way 

in order to establish an economic buffer against future expenses. Instead, most people rely on 

traditional strategies for risk management, such as help from their kin and social circles, when a 

disaster strikes. However, far from all of Bakanje's inhabitants have a social network that is large and 

resourceful enough to absorb all types of shocks to their economic situation. Indeed, we found that 

social exclusion acts as a primary source of socio-economic inequalities and vulnerability in the 

communities. Disparities in the area are most pertinent along ethnic, gender and geographic lines  

Himalayan Project has mended some of the most pressing infrastructural shortcomings in the area 

through its hardware projects. Notably, most health and education facilities that exist in the area 

have been financed by the Danish NGO. Nevertheless, much still remains to be done. Particularly, the 

lack of economic opportunities in the area is leading to increased migration and expatriation of the 

younger generations. Perhaps due to both perceived and actual lack of opportunities, people also 

appear to take little initiative to take change this current situation. Better strategies both for 

economic growth and for improving social protection in the area are desperately needed. However, 

such changes take time and are hard to achieve, and in the foreseeable future, the people of Bakanje 

VDC will most likely remain dependent on non-governmental organizations such as Himalayan 

Project and the Poverty Alleviation Fund to fill some of the many institutional voids in the area.  

Furthermore, despite Himalayan Project's important improvements to the area's infrastructure, 

certain challenges remain. An example of this is that although Bakanje now has a few primary schools 

and one secondary school providing free education under the national "Education for all" program, 

children from poorer families are often taken out of school, mostly due to the opportunity costs of 

sending children to school when they could be helping out at home, but sometimes also due to costs 

for e.g. school uniforms. If not addressed, this could lead to an evil cycle preserving social and 

economic inequalities in the area, since the children of poorer families will receive less schooling 

than their classmates. 
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As highlighted in figure 11.1, we find that the key factors driving the progression of vulnerability in 

Bakanje lies in the social exclusion and deep economic inequalities that characterize the whole 

Nepalese society, both on central and local levels. Encompassing these are the prevailing cultural and 

traditionalist values in the area that act as the powerful preservers of the status quo.  

Figure 11.1: The progression of vulnerability in Bakanje VDC, based on the PAR-model.  

Source: Own production, based on Wisner (2003) 
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11.2 What do demand patterns look like for different types of microinsurance 
products in the area? 
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11.2.1 Need and demand study results 
As mentioned above, our study of the need and demand for microinsurance services in Bakanje 

found that earthquakes in combination with landslides, as well as costs arising from health problems 

and the death of a family member, are the kind of events that tend to cause most economic difficulty 

and distress for the local population. Accordingly, insurance products related to these types of risks 

turned out to be the most popular among the inhabitants, as depicted in figure 11.2. Interestingly, 

death of livestock or bad harvests appeared to have a very limited economic impact on the Bakanje 

households, explaining the relatively low popularity of these insurance products. 
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Figure 11.2: Insurance product chosen as a first priority by the sample group 

Source: Own production based on fieldtrip results 

As described in chapter 4, the more complex the design of a microinsurance product, the more 

difficult its implementation, and the more prone it will be to suffer from classical insurance 

problems, like moral hazard and fraud. Thus, when comparing the three most popular concepts; life, 

health and house insurance, with each other, life insurance strikes us as an especially promising 

concept to reduce the level of vulnerability among the inhabitants of Bakanje VDC. Since life 

insurance is a relatively simple product, it has a higher likelihood of success in target markets with 

little formal education or knowledge of insurance products, such as Bakanje VDC. Furthermore, 

whereas the economic effects of landslides, earthquakes and health issues varied depending on 

location, the death of a family member appeared to be having a detrimental effect on households in 

all of the different villages we visited, regardless of ethnicity, religion or caste. For households that 

are dependent on one or two main breadwinners, the consequences of losing an important income 

source are especially disastrous, and can be particularly difficult to cope with.  
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Finally, our preliminary study of willingness to pay for insurance services indicated that the estimated 

given by the sample group was well within the limits of what could be considered reasonable from 

the perspective of an insurance provider. At this point, our recommendation to HIPRON as well as 

other stakeholders wanting to explore the possibilities for introducing a microinsurance scheme in 

the area, would therefore be to start by looking more closely at life insurance.  

However, as mentioned in chapter 4, there are several kinds of sub-products within life insurance. 

Consequently, before such a scheme could be introduced, a concrete insurance product would have 

to be developed. This process should aim at identifying a specific benefit package through 

participatory consultations with the potential beneficiaries, and provide information about the 

relevant options. Furthermore, we agree with the Microinsurance Academy that providing insurance 

education throughout the product development process could greatly enhance the scheme's 

likelihood of success.  

As the target group becomes increasingly familiar with the insurance concept, we also believe that 

house insurance could be a promising follow-up on life insurance, based on the experiences made 

with the first scheme. In the field study, a number of households in the sample population expressed 

a need for such a product, and decreasing vulnerability to earthquakes and landslides could be 

beneficial to the inhabitants in several of the villages. Another point in fact is that although it is 

perhaps not as simple as life insurance, house insurance is still a relatively simple insurance product.  

11.3 What are the political, cultural and operational issues that could have 
an impact on the feasibility of the scheme? 
In order to specify what constitutes feasibility, we formulated three feasibility and sustainability 

criteria, building on DFID's Sustainable Livelihoods Framework. These criteria guided our assessment 

of the feasibility of introducing a microinsurance scheme in Bakanje VDC; 

 It needs to contribute to the resilience of livelihoods towards external shocks and should 

address those types of events that lead to a progression of households' vulnerability 

 It needs to be a profitable project on a long-term basis for the implementing NGO 

 In addition to these overarching objectives, the microinsurance scheme should contribute 

towards creating more economic opportunities and promoting social inclusion/cohesion. 

Taking a holistic view of the factors affecting the feasibility of microinsurance schemes, we looked 

first at the prevailing institutional and legal environment surrounding insurance on the country level, 
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cultural issues related to social protection as well as operational issues related to service delivery and 

economic performance.  

From our literature review on microinsurance in Nepal, we know that most current microinsurance 

providers in Nepal are cooperatives, microfinance institutions or other NGOs. Most of the schemes 

already in place are related to healthcare, and appear to be run on a semi-commercial basis212, which 

makes their long term sustainability uncertain. Furthermore, there generally appears to be relatively 

little knowledge about the concept of microinsurance in the population, many people being of the 

belief that all microfinance related services are charitable activities213.  

In order to be sustainable in the long term, we believe any microinsurance scheme should aim at 

being financially viable. According to our sources, an easy, practical and operationally sound way to 

achieve sustainability is through partnerships between a formal insurance or reinsurance company 

on one side and a NGO/MFI/Cooperative operating in the target area on the other. In chapter 6, we 

have argued that the potential for cooperation between formal and informal insurance providers in 

Nepal has so far not been exploited sufficiently, and that these types of organizations could have 

much to gain from working together. Nonetheless, most commercial insurance companies have so 

far been opposed to engaging in microinsurance schemes, largely due to limited financial capacity 

and perceived high risks. 

This could be about to change, as a new piece of insurance legislation that would make it mandatory 

for all insurance companies to include a certain percentage of microinsurance policies in their 

portfolio is under development. If implemented, this new directive would entail great opportunities 

for expanding microinsurance in Nepal. However, in Nepal it is often rather the lack of implementing 

capacity than the lack of proper legislation that poses the biggest challenge. Hence, it remains to be 

seen whether this new directive would actually be properly enforced. If they would not, this could 

greatly limit the benefits to those insurance companies that plan to comply with the new legislation. 

In fact, we believe it to be unlikely that all Nepalese insurance companies that do not offer 

microinsurance at present, will start doing so immediately after the IB's new directive is introduced. 

Probably, at least some insurance companies will wait to see what the consequences of non-

compliance will be (and whether there will be any at all) before they take serious steps to introduce 

microinsurance. 
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Another important issue to consider when discussing feasibility in the Nepalese setting is that for 

many Nepalese people, insurance products represent an unfamiliar form of social protection. 

Traditionally, rather than seeking formal social protection in the form of rights, contracts or the like, 

most have sought protection based on trust, i.e. in social capital. In the discussion above, we have 

argued that when social capital becomes the primary mechanism for social protection, it can put 

those that are excluded from these mechanisms in a precarious situation. As we have argued above, 

social capital in Nepal is not something that is expressed in the form of social cohesion and high 

levels of general trust (i.e. binding social capital), but rather through small groups with high degrees 

of trust, (i.e. bonding social capital), a situation which is likely to lead to more, rather than less social 

exclusion.  

This is an important reason why we believe that microinsurance has great potential as an alternative 

or an addition to the existing forms of informal social protection, both in Bakanje VDC and in the 

country as a whole. In fact, the strong growth of the Nepalese insurance sector in recent years is 

evidence that formal insurance is increasingly gaining acceptance as a tool to complement 

preexisting mechanisms for social protection in Nepal, be it social capital or government welfare 

programs. Furthermore, the fact that large segments of the population, both on the local and 

country level, find themselves excluded from social protection altogether, makes the concept of 

microinsurance particularly interesting. As there is a desperate need for more inclusive social 

protection mechanisms in the country, microinsurance is a promising tool to reach out to poor and 

socially excluded people and counter the progression of vulnerability. 

However, broadening and expanding the scope of microinsurance services in the country to reach 

larger and socially excluded segments of the population remains a big challenge, especially in rural 

areas. On the macro level, important reasons for this include a lack of adequate infrastructure in 

large parts of the country and in all aspects, lack of skilled and experienced insurance professionals, a 

weak regulatory framework as well as a poor implementing capacity in the regulative bodies of the 

state. Furthermore, most organizations currently offering microinsurance products lack the financial 

capacity or the access to reinsurance needed to operate on a bigger scale, or even to invest in the 

technological innovations that would make this possible. 

On the local level, the low levels of education in poor, rural communities in Nepal, combined with 

low levels of awareness and familiarity with insurance products, is a challenge for insurance 

providers of all types. Additionally, the limited information about the target group available creates 

high administrative transaction costs, especially when compared to the high risks and the low 

premiums involved. On the whole, insurance companies have consequently been quite reluctant to 
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tap into rural markets so far. In order to address some of the latter challenges, commercial insurance 

companies, whose lack of local knowledge and trust from the population constitute major 

weaknesses, would have a lot to gain from cooperating with local NGOs or MFIs. Conversely, for such 

organizations these same factors often represent big strengths. 

11.4 How could Himalayan Project use microinsurance as a tool to reduce the 
vulnerability of Bakanje VDC's population? 
Our research has shown that there is a need for better mechanisms for social protection in the 

Bakanje area, and that there is a demand for microinsurance services. However, certain institutional, 

cultural and operational issues may pose challenges or limitations to the feasibility of introducing a 

microinsurance scheme in the area. As part of our discussion on whether it would be feasible for 

Himalayan Project to use microinsurance as a tool for social protection in Bakanje VDC, our thesis has 

also included an assessment of the strengths and weaknesses of the organization that we believe 

could have an influence on the feasibility of the scheme. 

Himalayan Project's thorough knowledge of local context, as well as the high degree of trust it enjoys 

from the local population, are important strengths that would count to its advantage and be a 

valuable asset if the organization would decide to develop a microinsurance scheme. However, 

looking at other operational issues, Himalayan Project still has somewhat limited administrative 

capacity, which is arguably already close to exhaustion at its current level of activity. In particular, the 

organization needs to improve its technical capacity and identify solutions that would increase its 

administrative efficiency.  

Furthermore, due to lack of financial capacity, Himalayan Project could not assume the role of a 

guarantor for a potential scheme. Indeed, should a major earthquake or similar type of disaster 

affect Bakanje, there can be little doubt that a scheme would find itself in a difficult situation, and 

maybe even go under, unless it would have the support of an insurance or reinsurance company with 

a strong financial capacity.  

Based on this assessment, as well the rest of our discussions above, the short answer to our 

research question is that in order to successfully use microinsurance as a tool to decrease 

vulnerability, Himalayan Project would need to engage in a partnership with a commercial 

insurance or reinsurance company.  

A partner/agent delivery model for microinsurance has been highlighted as a promising concept by 

several sources214. If the right kind of partnership can be initiated, this could prove beneficial to both 
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parties. Whereas the insurance company would ideally provide the financial capacity and technical 

solutions and know-how, HP could function as the local administrator and "branch" of the insurance 

company. The fact that HP is now always present in the Bakanje area would facilitate quick, 

responsive and transparent claim verification and settlement. 

Furthermore, both the parties would have clear motives and incentives for engaging in this kind of 

partnership. For Himalayan Project, an important motive would be the prospect of providing the 

inhabitants of Bakanje with improved access to formal social protection, as well as the economic 

interests that the organization itself would have in the scheme through provisions. In addition to 

economic motives, the insurance company may have a more or less powerful legal incentive to enter 

into a partnership, depending on whether and how the Insurance Board's new microinsurance 

directive would be implemented. 

However, for HP, the partner/agent model has certain inherent risks and drawbacks. After all, due to 

the low levels of public trust in the Nepalese insurance industry, some people in Bakanje might react 

negatively to a partnership between Himalayan Project and an insurance company. Nothing less than 

the credibility, reputation and good name of the organization are at stake, at risk of tainting. 

Furthermore, as we have mentioned above, the Nepalese insurance sector already has considerable 

exposure to disasters and catastrophic events, which is a factor that naturally has to be taken into 

account in the process of selecting a partner. Ideally, the partner would therefore be an established 

and reputable insurance company with access to foreign reinsurance and a strict policy of no 

tolerance towards corruption.  

Finally, certain preconditions on the local level have to be met for microinsurance to fulfill its 

potential as a risk management tool to decrease the vulnerability of the people in Bakanje. During 

the work on our thesis, we have become convinced that rather than taking a top-down approach, 

presupposing demand for any given type of microinsurance product, one should involve the potential 

clients in the choice of product types, designs and payment plans. By including the target group 

beneficiaries already from the early stages of product development, one also increases the likelihood 

of product acceptance and familiarity with the concept. The best way to do this, and thus the most 

important precondition, is that some form of education on microinsurance and basic financial 

knowledge is provided. Himalayan Project also would need to continue and strengthen its recent 

efforts to improve disaster preparedness and mitigation in the area. 
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Annexes  
 

Annex 1: Map of Bakanje VDC  
 

 

 

Annex 2: Questionnaire for the household interviews in Bakanje VDC  
 

General data & economic situation 

Interview date:        Village:  

The interviewed:  

 Age  

 Profession  

 Education 

 Caste 

 

Household composition:  
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 Number of household members  

 Relation to the interviewed  

 Profession 

 

Income and Assets:  

 What sources of income does your household have?  

 How often are you receiving income? Is income seasonal?  

 Do you save money? How much per month? And where?  

◦ What, if anything, are you currently saving for? (if relevant) 

 Do you sometimes have to borrow money? From who? And for what purpose?  

◦ If you have borrowed money, have you paid back the loan already?  

 How much do you spend on average per month? How much of this on food?  

 Do you own a house or land? If yes do you have documentation for it? 

 Do you own any animals? What type of animals? And how many? 

 

Risk & Vulnerability 

How would you describe the economic situation of your household?  

If you think back 5 years ago, was the economic situation of your household better, worse or the 

same? If there was a change what are the reasons for the improvement/decline of economic 

well-being? 

What is the most valuable asset/property in your household?  

Do you sometimes think about what might happen in the future? Any worries? What are you 

most afraid of?  

Are there a lot of natural disasters in the area?  

Did your most valuable asset (see answer of question above) ever get damaged or destroyed? 

What about other assets?  

 

Coping strategies:  

 What did you do to manage the situation?  

 How much time did it approx. take to recover from the shock?  

 Did you receive any help?   
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Operational issues:  

 Have you ever heard about insurance? If yes what kind of insurance? And what do you think 

about the concept?  

Explain the concept with the model figures and houses in the following way: 

We have here a group of five inhabitants of a village. Of these five people four people decide to 

participate in insurance pot. You are one of these four. All four pay a certain sum of money 

continuously into a common pot for emergencies. After some time, a fire occurs and a house of one 

of the four participants burns down. In order to help the person in coping with the loss of his house 

and to finance rebuilding money from the fund will be used. A couple month later the house of the 

person, who did not want to participate, is burning down. He has not participated and paid in money 

so he will not get support. 

And then ask: 

 Do you think the concept is a good idea?  

 Where do you see problems/what are you afraid of?  

Now, imagine that one of the other participants sets fire to his house, because he wants the 

insurance money. An investigator will come and find out about what he did. In the end he will not get 

the money. * 

 Do you think this is fair? Should the person have gotten the money? 

Now assume the same situation happens, but the investigator does not find out about the participant 

setting fire to his own house.  

 How would you have felt about the situation if he would have gotten the money? 

 Would you have informed the investigator?  

Now, suppose you would be taken part in insurance and pay a premium, a certain sum of money, for 

property insurance and if you have bills the insurance pays and if you do not have bills the insurance 

does not pay.  

 What do you think of that?  

Suppose you pay a premium for the insurance, and so does your neighbor. The house of the neighbor 

burns down and the insurance picks up the bills, your house remains intact and hence the insurance 

does not pick up a bill for you. 
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 What do you think of that?  

 Do you want property insurance even though it is possible that you may pay a 

premium and not get any money back because the insured asset does not get 

damaged or destroyed?  

Suppose your house is insured against fire. After some years and earthquake destroys your house, 

but because you only insured your house against fire, the insurance company will not cover the 

losses. 

 What do you think of that? 

 

Demand for insurance  

Use the model figures to explain other types of insurance. After each presentation ask the participant 

which of the presented concepts he thinks is the most useful. Create a ranking of the top three. 

Types of insurances that should be explained:  

 Livestock insurance  

 Crop insurance  

 Life insurance  

 Health insurance  

 House insurance  

After you have created the ranking ask about how much the interviewed would be willing to pay for 

the top three insurances.  

* Depending on the situation we used different insurance types e.g. the interviewed person does not own a house only some 

cows, we drafted the scenarios around livestock insurance  

 

Annex 3: Summary of the results of the field trip 
General data and economic situation:  

 Overall number of participants: 26 households (143 persons) in Kinja (7 households), SD (5 

households), SB (4 households), CH (5 households) and Sete (5 households) 

 Two additionally interviewed household are counted as outliers and  not relevant for the 

study (included: 1 household from a different area that was only temporarily living in 

Bakanje, an elderly man living alone of his pension)  
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Figure A5: Diversity of income sources in the different villages 

 

 Education levels were especially high in Sagar Bakanje and education levels were generally 
higher for Sherpa households.  

 

  Most households spread their income 

generation over several sources 

(livestock and farming contribute to most 

households’  income). 

 The richer the household, the more 

diverse its income sources.  

 Income for almost all households is 

seasonal 

  Figure A1: Caste distribution in the sample  
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Figure A2: Level of education of the sample group in the 
different villages 
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Figure A3: The variety of income sources of the 
interviewed in the different settlements  
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Figure A4: The variety of income sources of the entire sample 
group 
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Expenditures 

 

 Sete seemed to be the most unequal 

community in terms of spending per 

month. Sagar Bakanje overall appears to 

be the richest community in terms of 

money spend on other thinks than food.  

 

 

 
Savings:  

 

 Kinja is the only location with women's groups managing the saving and borrowing of the 

community 

 In SB and Sete, some prosperous households manage to save high amounts of money per 

month.  

 Overall lack of investment spirit in all communities, most people only save for future 

expenses or were unsure what it is they are saving for. 
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Figure A6: Money spend on average per month per 
household and village    
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Figure A11: Where households in Bakanje save money 

 

 

 

 

 

 

 

 
Borrowing:  

 Investments are except for only one 

case always linked to the activities of 

the PAF. 

 Investment spirit is largely absent in 

the communities 

 2/3 of the households in the sample 

have borrowed money for different 

reasons. Proportions are fairly equal 

among the different communities with 

the exception of SD where all of the 

interviewed households had borrowed money. The reason for this might be that SD is an 

overwhelmingly Hindu community, with borrowing usually taking place for rites of 

passage, lifetime events in Hindu communities (SD) 
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Figure A9: Monthly savings per household in the 
sample group 
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Figure A10:  The purpose the interviewed are saving for  
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Figure A12: Have you borrowed money in the past?  
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 Women's group borrowing is unique to Kinja. 

 PAF targets only the poorest households in the area with their loans (Chhimbu and Sete). 

Household's assets:  

 A huge majority owns house, land and 

livestock, only the poorest of the poor in 

the community are land- and houseless. 

 Inequalities are quite high among the 

sample group. Whereas some people own 

only a few Rupani of land, some own as 

much as 80 Rupani. 

 Same observation is true for the house 

category: assets rank from very small 

homes to big houses and even ownership 

of up to 4 properties  

 Hotel owners were mostly found along the trekking route (Kinja, Chhimbu, Sete) 

 Proper documentation is available in all households that own their own houses, except for 

one household in Kinja (1 household did not provide an answer) 

Risk and Vulnerability:  

Kinja:  

 The economy is mostly tourist based; however, business from tourism has been decreasing. 

House and land are the most valuable assets for those involved in tourism.  

 Farming is the second biggest source of income; consequently, for the farmers livestock is 

the most valuable asset. 
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Figure A14: Who did you borrow money from?  
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Figure A15: Assets owned by the interviewed 
households  
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Figure A13: For what purpose have you borrowed money? 
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 Kinja is not situated in a very natural disaster prone area: earthquake and flooding have been 

mentioned only by one household each. 

 Two farmer household struggled economically after the death of a family member. 

 Some  families’  livestock  have  died.   

SD: 

 SD is positioned in an area that is very prone to natural disasters. The village is situated on a 

steep hill. Landslides, earthquakes as well as fires have been mentioned by almost all 

households, causing damages to property but also health.  

 Only 2 households said that they were not affected by natural disasters, but reported that 

their neighbors were. 

 The most valuable asset to households was mostly house or land, followed by livestock and 

crop. 

SB:  

 House and land were the most valuable assets mentioned.  

 The area is not as prone to natural disasters as SD.  

 One house got damaged due to an earthquake. A household stated that the neighbor's house 

burned down and one man died during the incident.  

 Another household that never has been affected by natural disasters, talked about a 

landslide that affected the neighbors  

 The other households had no experience with bigger damages or loss.  

CH: 

  Two households' houses got a little damaged in an earthquake. 

 Two other households were talking about a landslide that did only cause damage to the 

neighbors.  

 Most important assets: house, livestock  

 One household was never affected by any disasters.  

Sete: 

 A landless farmer's goat died. 

 Another household's goats died and the house got damaged in an earthquake.  

 Another household's house got a little damaged in an earthquake.   

 Two house's solar panel got damaged in a landslide; one of these houses also got damaged a 

bit by the earthquake triggering the slide.  
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 Livestock was mentioned by the poor and landless as their most valuable asset, House and 

land by all other households.  

Coping strategies:  

Kinja: 

 For smaller property damages households were using savings or borrowing from the 

neighbors in the aftermath.  

 Death of family member: One of the poorer families cut down in their own milk consumption 

to make more money selling it on the market. The other borrowed money, but cannot pay 

back the loan in the near future, as the main breadwinner died and they have a lot less 

money to live off after his death.   

 Death of livestock: all of the affected households either sell the meat in the market or eat the 

meat themselves. There were no economic consequences for households in most cases.  

Only in one case the goat fell down a cliff so the household could not sell or eat the meat.  

SD:  

 After an earthquake had occurred one household needed to sell its land to pay for the 

mother's health bills and the repair of the house.  

 Another household had to use its savings to repair an in an earthquake damaged house (4-5 

days, costs: 10.000 NPR) 

 Another affected household had to borrow money from the neighbors to repair the damaged 

house (15 days, 10.000NPR). It took one year to repay the loan.  

SB: 

 After an earthquake one household repaired the house themselves (5 month) no borrowing 

necessary.  

CH:  

 One household repaired the earthquake damaged house themselves, used savings (15 days) 

 A second one just kept the house as it was, no bis damage at all just a crack in the facade.  

Sete: 

 PAF gave a landless farmer and a second household money for a new goat (10.000 NPR loan, 

5% interest) 

 Earthquake: one household fixed the house itself using savings (5 days), a second household 

paid others to repair it (20.000NPR used savings) 

 Landslides: the first household did not have enough money to buy a new solar panel, now 
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coping without it; the second affected household bought a new panel (15.000 NPR) and did 

not repair the house as the damages were only marginal 

Operational issues and understanding of the concept:  

 8 out of 26 households have heard of insurance before, but most do not have a deeper 

understanding of the concept. The households that have heard of insurance are the better 

off ones with higher levels of education (mostly Sherpa). 

 Only one person in the entire VDC has commercial insurance (Ang Dawa Sherpa's wife: life 

insurance in KTM, National life insurance, pays 7000 NPR/year).  

 Teachers and government employees enjoy certain social benefits by the state: health 

benefits and retirement.  

 When explained, most households showed general understanding of the basic principles with 

the exception of 2 households (poor households).  

 Understanding seemed to be generally higher in the Sherpa communities.  

 Collectivistic behavior was exhibited in most of the villages (if in the example a big group of 

people was insured, the interviewed always thought it would be better to follow the group).  

 Fraud: most people understood that fraud is not good and agreed that the fraudster should 

not get money from the insurance. However, when asked if they would tell the investigator, 

who did not find out about it, some households stated the following:  

o One man stated that he would not tell the police in case they do not find out about 

the fraud 

o Another person said that it depends on who it is that committed the fraud, 

relationship based  

o One man stated that probably the investigator is corrupt 

o The rest of the interviewed understood it and said that they would call the police. 

 The possibility of never getting any money back was largely accepted with a few exceptions:  

o In one household in Chhimbu (Sherpa), a man stated that savings are better; the 

insurance company should pay back all the money with interest if nothing happens  

 The possibility of not getting any money back in the case of damages caused by an uninsured 

risk was largely accepted with some exceptions: 

o One household in Kinja (Jogi) and one household in Sete (Sherpa) were not satisfied 

and expected the insurance company to cover the loss 

o One household in Sete (Sherpa) understood the question only after a second 

explanation  
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Demand patterns for microinsurance products:   
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Figure A18: Demand for different insurance products in 
Kinja 
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Figure A19: Demand for different insurance products in 
Sagar Danda 
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Figure A16: Demand for different insurance products in 
Bakanje VDC 
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Figure A17: Demand for different insurance products in 
Sete 
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Figure A20: Demand for different insurance products in 
Sagar Bakanje 

House insurance

Crop insurance 

Livestock insurance 

Health insurance 

Life Insurance 

No answer 

0 1 2 3 4 5 6

1st Priority
2nd Priority
3rd Priority

Figure A21: Demand for different insurance products in 
Chhimbu 
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 Life insurance is the overall favorite, especially in SB; It is however fairly popular across the 

board in all villages. 

 Health insurance is the follow up. In Chhimbu and Sete demand was especially high.  

 House insurance is the third most popular concept, it is especially appealing to people in SD 

as they live in a natural disaster prone area and have experienced losses caused by these in 

the past. It is also fairly popular in Kinja, where people make a living of their hotels, a reason 

for the low popularity in Sete could be the fact that for the large majority tourism is not the 

main contributor to people's income, it is not the mainstay of the economy. 

 Crop insurance ranks number four; this type of insurance is popular with the poorest of the 

poor, who do not own house or land. Their economic situation depends on the harvest and 

sometimes also livestock (Kinja, Chhimbu and Sete), most people grow very diversified crops, 

so that if the harvest of one crop is bad they can live of the other.  

 Livestock insurance is the least popular of all the concepts presented; throughout our study 

we also questioned the relevance of it, as losing one's livestock does not affect the economic 

situation to a great extent, if an animal dies this is a good event for the Buddhist population, 

who are by religion not allowed to kill animals themselves, once the animal dies they can eat 

it. For the Hindu communities this does not cause a lot of problems either, as they can sell 

the meat to the Buddhists (in case a cow dies) or eat it themselves; therefore only 2 

households chose livestock insurance as a first priority.  

Willingness to pay:  

 

 Differences are big, especially in SB and Sete 

people are willing to spend a lot on life 

insurance, in Kinja willingness to pay is the 

lowest  

 Mostly the richer households are interested 

in this type of product  
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Figure A22: Maximum amount households are willing to 
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  There are very few results for crop and livestock insurance (crop: 40 NPR/month: 1 

household, 200 NPR/month: 2 households, 300 NPR/month: 1 household), (livestock: 200 

NPR/month: 1 household, 300 NPR/month: 1 household)  

 Only one household asked about the benefits included in the package.  

 The big disparities also are a sign that there is little knowledge about the relationship 

between pricing and benefits of insurance services. 

 

Annex 4: HIPRON's report on the treasure pot game  
 

PILOT-WEP III REPORT 

on MICRO INSURANCE 

by Kurt Lomborg 

November 2011 

 

A Danish couple, Eirik Vole and Inga Reker(eivo10ab@student.cbs.dk /inre10ab@student.cbs.dk ), 

actually Norwegian-German, completing their Masters Education at Copenhagen Business School 

with optional subjects on Micro Economy in developing countries, did show a sincere interest in 

collecting  data  for  their  thesis  with  Himalayan  Project’s  involvement in Women Empowerment 

Project (WEP) in Bakanje VDC during spring 2012. But due to the delay from Danish Embassy side to 

approve our application for Bakanje-WEP, which now could be expected by spring 2012, it seemed to 

them that our program could be late according to their schedule. Maybe therefore their interest 

were cooled a little down when I asked them for their proposal on, what we could do to prepare 

their involvement. From our side the interest in involving them is still in a very high level, as our WEP 
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Figure A23: Maximum amount households are willing 
to pay for house insurance per month 
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includes giving information and training on all aspects of Micro Economy. According to our schedule 

it would be a little early to give a massive emphasis on this subject already from the very beginning of 

WEP, but during Pilot-WEP III we found that most  of  the  Women  Groups  (WG’s)  was  very  eager  to  
know more about cooperative formation and Micro Economy, even we all the time have emphasized 

that we will not involve directly in forming groups on economic activities, but only giving knowledge 

and information on how it could be operated and how it can give both positive and negative impact 

on the society and on individuals. 

Therefore we received a too insufficient proposal on what they could expect from us, but they 

anyhow suggested us to try giving some program on Micro Insurance to experience how it could be 

perceived by the women and how far they could understand the economic aspects of the insurance 

association itself, and the impact on their life when a situation occurs where they would have 

compensation  and  also  when  their  situation  wasn’t  covered  and  no  compensation  were  given. 

For os to vil det imidlertid b yde på et par udfordringer, hvis WEP først kommer til at starte 

næste sommer, eftersom en evt. survey med data vi har brug for så først vil blive færdig langt 

ude i skriveforløbet. Det kan derfor blive nødvendigt at ændre problemstillingen for at undgå 

at blive for afhængige af en survey. 

Endvidere har vi også indset, at udbyttet af en survey om mikroforsikring, hvad enten det 

drejer sig om brandforsikring eller en traditionel sygekasse vil afhænge tungt af, i hvilken grad 

vi er i stand til at forklare konceptet for de lokale. Dette bliver sandsynligvis ikke nemt, og vil 

nok også kræve tid og tålmodighed, hvis man skal have noget håb om at få det til at fungere i 

fremtiden. Og hvis vores survey vil finde sted samtidig som HP er i fuld gang med at 

implementere WEP kan vi forestille os at situationen hurtigt kan blive forvirrende og 

uoverskuelig for kvinderne, som så vil have to forskellige og forholdsvis abstrakte temaer at 

forholde sig til på samme tid.  

Vi sender dig et par links til projekter som er blevet udført af the Micro Insurance Academy i 

Nepal. To af dem er korte Youtube-videoer som beskriver hvordan man gennem leg, sang og 

undervisning lykkedes med at forklare de lokale hvad en mikro-sundhedsforsikring er og 

hvordan en slags form for sygekasse vil bidrage til øget velfærd for alle i lokalsamfundet. 

 

Micorinsurance in Nepal: http://www.youtube.com/microinsurance#p/u/3/GY3UtNvj278 

The Treasure Pot Game:http://www.youtube.com/microinsurance#p/u/8/08wjsmV0MbM Den 

sidste link er et kort dokument forfattet af David Dror og Ralf Rademacher, to af forskerne der 

var involveret i projektet i Nepal. 

Explanation of Community Based Insurance (sygekasse): 

http://issuu.com/microinsuranceacademy/docs/rural21_2010?mode=a_p&wmode=0 

Her er de så de centrale spørgsmål, der er vigtige for os med henblik på at teste forståelsen for 

forsikring som koncept: 

Aims: 

http://issuu.com/microinsuranceacademy/docs/rural21_2010?mode=a_p&wmode=0
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- Measuring  people’s  understanding  of  community  based  insurance  methods. 

- Make  them  understand  the  need  for  a  “sygekasse”/  fire  insurance,  and  find out which of the 

two that is more attractive 

How? 

Provide  an  initial  explanation  of  community  based  insurance  (“sygekasse”)  using  simple  
methods like storytelling, examples and scenarios that are adapted to the local setting. Playing 

the Treasure Pot Game could be one way of doing this. 

Example A: Serves  to  illustrate  the  consequences  of  someone’s  house  burning  down  or  
someone getting severely ill, without any form of insurance coverage 

Example B: Serves to illustrate how, if everyone would pool their resources in a community-

based insurance scheme based on mutual interest, they would all be better off.  

Important questions concerning understanding of insurance as a concept: 

- Do you think it is all right to pay a premium for insurance when you know that the insurance 

(treasure pot) only pays you back if a situation occurs (you get sick/your house burns down) 

and does not pay you back if not? All right? Indifferent? Not all right? 

- Your neighbor gets sick or his house burns down, and he therefore gets money back from the 

insurance (treasure pot), but you did not get sick/your house did not burn down, so you do not 

get anything back. Is this: All right? Indifferent? Not all right? 

- What if you pay a premium to the insurance scheme (treasure pot) and do not receive money 

back because the situation that occurred was not covered by it (house destroyed by other 

causes than fire/illness or healthcare costs not covered). Is this: All right? Indifferent? Not all 

right? 

- Type of reimbursement? Only big bills, only small bills or all bills up to a certain sum every 

year? 

Neither Ambika nor I have sufficient knowledge on how a Micro Insurance Association can operate 

and how it can work for the benefit of a rural population. But as we really wished to know about the 

perception of our women and as we really wish that the two students can join our program, we 

decided to give it a central role in our Pilot-WEP III, second phase program. We found that going into 

Health Insurance (Sygekasse) would be too complicated, as we already are dealing with upgrading 

the health infrastructure and understanding of the sustainability of those structures in Bakanje in a 

very  preliminary  stage.  We  would  therefore  have  to  create  an  understanding  about  the  population’s  
personal involvement in giving life to their four clinics and their staffs before we could give such an 

example on one of the ways to achieve this goal. We therefore decided to give an example on Fire 

Insurance for Family Home instead, as HP is already conducting a program on forming Fire Brigades 

in all villages, so we in that way already have given attention to that quite regularly occurring 

incident.  This  Fire  Brigade  program  isn’t  particularly  successful  as  it  seems  difficult  to  pay  so  much  
attention towards a situation which  hasn’t  occurred  and  which  might  never  occur  for  individual  



 
 

131 

families. Therefore we found that a game about Fire Insurance could give a new view on being alert 

on the future. 

Before our trek started Ambika and I produced a heavy stack of play money, 20-50-100-500-1000 

rupee notes. Furthermore we bought small toy houses and toy people to resemble the village and 

the women. But we had too less idea on what and how to perform, so we decided just to go there to 

see what could happen and then to adjust. 

Our first WG-meeting was in Kinja. Ambika gave lectures on Right Base Approach. Even though it is a 

quite abstract subject, and I only understood less than 3% of the language, I became impressed by 

the way women interacted, gave examples, nodded, agreed, understood. But anyhow they needed 

some refreshment, so when we started building a village on the table they laughed and shouted out 

about the imaginary situations which could occur in such a village. We asked 5 women to join the 

drama of Fire Insurance and immediately we had more than enough participants. They one by one 

went to the Insurance Association Office where I was waiting as an arrogant officer. They gave the 

value of their house and I produced an insurance policy mentioning the yearly premium of 2% of the 

house value, and monthly premium as 10% of yearly. They immediately understood this concept and 

paid from the game money for some months and up to a year. They were told that they have to 

remember payment at right time by own effort. Now we did let time pass month by month, and 

suddenly a house caught fire. A male doll was running around trying to find the fire equipment, 

which we delivered last year, without success because actually no one actually had no idea where it 

is stored. The women were suddenly  aware  about  their  husband’s  lack  of  awareness  and  
commitment towards fire protection. Later they expressed that now they will push their husbands to 

give proper effort to that issue. The house burned down and the crying woman approached the 

insurance association to have her insurance to pay her compensation, which it did, and she went 

home quite happy. Immediately after next house caught fire, but this time the woman had forgotten 

to renew her payment, so she had no compensation even she begged and cried. Next house were 

falling down due to earthquake and even the owner quarreled a lot, there were no compensation. 

Next house burned down and compensation was paid. This encouraged the last woman to put fire on 

her house to have money in hand, but now again the male doll came in action as a policeman doing 

investigation on the case. When he found the criminal act, the lady doll was put in jail in a small box. 

For her comfort the policeman jumped into the box followed by a lot of laughing and naughty 

comments. 

The women claimed that they understood the concept of insurance and a majority expressed that 

now they were very interested in having this kind of insurance and other insurances as well. We 

found from this game, that full insurance can create temptation to set fire by purpose or being 

careless with their kitchen fire, so in the following women groups, we did set the sum of insurance to 

the half value to half of the real value of the house. We also realized that the houses had to be 

evaluated by the Insurance Association to give a realistic value of the house. And also that all fire 

incidents has to be investigated by the association itself or by police. 

This game was a nice break and entertainment in the regular training by Ambika. And it was a success 

in all the 6 women groups. But in future it has to be better elaborated and prepared by people who 

have full knowledge about the concept of insurance. Likewise similar dramas and games can be done 

about microcredit, saving-loan and other Cooperative Associations. But again it have to be prepared 
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and explained by people who have full knowledge about the subject and who know about all the 

dangers and mistakes which can occur in such activities. Other organizations are working in this field, 

such as Poverty Alleviation Fund (PAF), an UN supported NGO, but we found that even they do good 

efforts there still are confusion and lack of understanding on the concepts. Our WEP program can 

support the work of PAF and the women groups by giving lectures, training and games to explain 

more details. And probably our WEP can give a more fulfilling training, as we are not providing any 

direct economic support which could misguide the understanding, as the support then would come 

in more focus that the understanding itself. 

We did meet Dorje Jangbu Sherpa (PAF coordinator) on our way, and he did show very great interest 

in cooperating with Eirik and Inga in case they would find sufficient time beside of WEP. In Bakanje 

PAF is working in Chhirringkharka, Dakchhu and Sete. Besides they are wrking in Beni VDC and 

Trakshindu VDC. 

All in all we found the women very much interested to learn about economic transactions. Therefore 

it will have an important position in the WEP program. And we hope very much that Eirik and Inga 

will join us and give their knowledge for the women of Bakanje VDC. 

Annex 5: Interview with Namgyal Sherpa, Manager of HIPRON 
 

How often are you in touch with the people in Bakanje VDC?  

I usually go to Solu once every three months, and I spend about 2 weeks each trip visiting project 

area (including Bakanje) to monitor the projects and meet the people. Besides, Bakanje people visit 

me at HIPRON, I am also regularly contact with them on phone. 

What is in your opinion the main objective of HIPRON? What is the long-term strategy to reach this 

objective? 

HIPRON and HP have common objective that is to improve livelihood and uplift the backward society 

of upper Solu. This can be achieved by empowering the people by giving them education and 

awareness. Right now people of this area are very much dependent on government and foreign aid 

for the development and development is rather slow in this region. This is because consciousness 

among the people is very low. So we encourage community people to be active and participate for 

their own development using their own resources available in their community being independent, 

and that is more sustainable. Moreover we want to encourage them to dedicate more to the social 

issues along with their personal issues, and also their having mentality of poorness, primitive should 

be removed. That is why now our effort is more focused on awareness, skill development as well as 

advocacy program. We hope this will help to make people more active and independent for their 

development.  

What kind of programs are you running right now that need constant administration? What tasks do 

you perform for these? 
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We have started with scholarships program, and then teacher salary, building and rebuilding 

infrastructure such as school, health post, water flour fill, community toilet and shower house and 

drinking water supply. We are still continuing these projects. In addition, we have implemented 

women empowerment project in Bakanje for three years with support of Danish embassy. These 

projects need a lot of administration in the organization.  

How often do you evaluate the impact of the organization's activities? Do these activities reach the 

overall aim of the NGO? 

We evaluate the impact of the organization activities once a year. We are satisfied with the progress 

and achievement. So I think we are reaching the aim of the NGO over all.  

How are these programs financed? Is the budget balanced? 

The programs are financed by the donors according to the plan program in the proposal. So the 

budget is usually balanced. 

What does a normal work day look like for you? What kind of tasks do you perform?  

My work is mainly look after the management in the organization and in the project field to keep all 

the things happening. Corresponding, reporting to all the concerned stakeholders is other major part 

of my work. 

How much of your time do you spend on administration per week? 

It depends on how much work loads we have, we usually spend 8 hours per day, and we have leave 

on Saturday. But sometimes I spend more than 8 hours a day it all depends on the work load.  

In the last year, do you believe the organization has become more efficient in administration?  

In the organization, we are not from the professional background, and nor are we trained in this 

field. So, we are doing what we can do on the basis of what we know, we are doing and learning at 

the same time. So our efficiency is not that high, but better and better every year. 

What about the amount of work? Do you currently find that you have too much work or too little?  

We are few employees in the organization and there is always lots of work and administration. In 

Nepal, there is strict rule for NGO. Furthermore, we need to get government approval to implement 

the program. Each time we have to go through all these process which is rather lengthy. So there is 

lot of administration to have the legal existence of our program. Besides, our own project also needs 

lot of administration toward to donor.  

How does the cooperation with HP Denmark work? In which areas and on which tasks do you work 

together?  

Our cooperation is going very well. We have been working together for long time, actually since the 

beginning  of   the  both  organization.  HIPRON  supports   in   the  implementation  of  HP’s  entire  project,  
and HP provide most part of the HIPRON administrative expenses. Moreover, our mutual 

understanding and trust between the two organizations is quite strong.  
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How do you decide on what programs/projects to take on? And who makes the final decision? 

HIPRON has a board, and it takes the decision consulting with the project partner, like HP. But day to 

day administration and other issues I as the Manager take the decision consulting with board. And of 

course we inform to the board about the minor decision  I  and  chairman  take  without  having  board’s  
consent.   

Do you cooperate with any other organizations? What does the cooperation look like? On what tasks 

do you cooperate?   

Yes of course we cooperate with other organizations who are work in the same area, and the entire 

stakeholder. We share the information, knowledge and experience. For example in Bakanje, WEP and 

PAF meet frequently, and share the information and provide feedback to each other.   

What do you think are the strength and weaknesses of HIPRON?  

The people involved at HIPRON are honest, social minded and dedicated. They want to do something 

for the benefit of the society, all the activities carried out by HIPRON is fully transparent, and our 

relation with other stakeholder and beneficiary group is very strong, these are the strength of 

HIPRON. On the other side, HIPRON is more dependent on HP in terms of organizational 

administration and decision making process which are the weakness of HIPRON. 

What do you think the organization will look like in 5 years time?  

I think 5 years is a long time, in this time span, we will have changed and improved a lot, especially in 

professionalism of the organization, and  more organizational independency have achieved. So I 

believe HIPRON will be running on our own capacity.  

You  were  writing  about  having  more  independence  for  HIPRON  in  the  members’  magazine,  how  do  
you think HIPRON will benefit from more independence? What will improve? 

HIPRON has been working with HP for long time, and it has been heavily dependent on HP in terms 

of the organizational existence which is not good. I think having independence is very important. And 

for that HIPRON have to improve its professionalism and build the organizational capacity. These two 

are the key for independency.  

Do you have any educational background within finance and/or dealing with financial products? Do 

you have any personal or professional experience with such products?  

I am students of social science, so my educational background is no relevant to this context. 

Do you think a microinsurance scheme could be beneficial to the people in Bakanje VDC? 

This concept is very new for the people of Bakanje, and their understanding level is weak. So it will be 

difficult to introduce the concept.  But when they understand the concept and ready to follow, it is 

undoubtedly beneficial to them. 
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Do you think HIPRON would be capable of administering such a scheme? 

HIPRON has few staff at the moment. We may be able to hire more personnel who are relevant to 

the project in the future with the growth of the organization, so yes HIPRON can administer the 

micro insurance scheme. 

Would you be ready to deal with a commercial partner e.g. an insurance or reinsurance company? 

Yes I would be ready to deal with insurance company in the context of this concept. 

What is your perception of commercial insurance companies? 

I think commercial insurance is good only if they are reliable. Still most people do not believe in 

insurance due to their too much commercial, lengthy process and cheating attitude. I heard many 

insurance company are not trustworthy, they are cheating people. So, Nepalese people think that 

insurance companies are there not to benefit them but to earn money. That is way, insurance 

company need to gain trust of the people that they are not only to earn the money but also to 

benefit the insured parties.     

What do you believe should be HIPRON's requirements to a potential commercial partner? 

I have not got much idea about the commercial insurance, but I think HIPRON need more clear of the 

concept how it can be the partner of the commercial insurance.  

 

Annex 6: Interview with Kurt Lomborg, founder and manager of HP  
 

For how long have you been working with HP? What was the reason for founding the organization? 

 

Since 1998 I have been working with HP. The primary reason for founding the organization was to 

make money for projects ideas. 

What is in your opinion the main objective of HP? What is the long-term strategy to reach this 

objective? 

The primary objective is to support those people of Upper Solu, whom I am so fond of. In the 

beginning it was about giving the children an opportunity for studying. Schools and creating 

infrastructure for proper education is key. Later we found out that the children, who completed 

schooling, were not able to find a job in the area and had to leave for Kathmandu or abroad. 

Therefore we decided to try to develop the society through WEP also focusing on health, but mainly 

on developing the local economy and create employment opportunities. Our long term strategy is 

social development of the area.  

In 2007 HP decided to establish a Nepalese subsidiary organization, HIPRON. What was the reason for 

this?  
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Before we founded HIPRON we already had established another local partner organization in 2002 

called HCDO. The cooperation did not work, as HCDO was very independent from HP and was only 

interested in making money for them. As a consequence we decided to stop the cooperation and 

founded HIPRON instead. The main reason for having a local partner organization is access to funding 

and administration. 

How do you feel that the cooperation between HP Denmark and HIPRON works? In which areas and 

on which tasks do you work together? How has the relationship developed over time? 

HP is the mother organization and HIPRON its daughter. The cooperation is very close. HIPRON is 

doing everything that HP is doing and nothing that is unrelated to the mother organizations activities. 

What do you think are the strengths and weaknesses of HP and HIPRON, respectively? 

I think our strength is that we are a pure grass root organization. At the same time this is also a 

weakness, as we are not formally educated for the purpose and rely on learning by doing. Our 

biggest strength I believe is committed employees, honesty and transparency.  

In  the  members’  magazine,  there  has  been  a  discussion  on  more  independence  for  HIPRON.  What  is  
your point of view on this issue? What opportunities and challenges do you see? 

I am pushing for more independence. HIRON will break down if I break down without more 

independence. If they want more than I can offer them, they will have to become more independent. 

So far I think it is not possible, as they don't have the capabilities needed in place. This is in my eyes 

the main reason for HIPRON's dependence on HP.  

How much time do you spend on HP per week? Have you taken more or less responsibilities over 

time? What kind of tasks do you perform for the organization? 

Sometimes it amounts to more than a full time position and in other periods it equals a half time 

position. Seldom is it less than that. From 1998 my engagement has slowly increased. The last two to 

three years it has been equally high. Most of the tasks I do involve administration and project 

development, as well as budgeting and financing. I would say half of the time is dedicated to 

accounting, and the other half I am working on developing projects and the administration related to 

that. 

How often do you evaluate the impact of the organization's activities? Do these activities reach the 

overall aim of the NGO? 

We are evaluating our projects online all the time. I am cooperating on this with Namgyal. Right now 

we are also working on increasing efficiency of administration. I believe that we are overall reaching 

our aim. For about 90 % of our projects we are reaching our preset goals and sometimes even more 

than that.  

How are these programs financed? Is the budget balanced?  

You can check that online. We have all of our balance sheets uploaded to the homepage. The latest 

one has just come up some days ago.   
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Do you feel the organization has become more efficient in administration over time?  

I believe the organization has become more efficient over time. However, since our administration is 

primarily based on Excel sheets, this is not convenient for big projects and accounts. This can make it 

a time consuming activity for some projects, and has become more difficult and challenging as the 

projects have grown bigger  

How does HP decide on what programs/projects to take on? And who makes the final decision? What 

does the decision-making process look like, from idea to implementation? 

It is a stepwise process. We are usually approached by the people in Solu first. If Namgyal and I then 

like the idea and see the benefit for the people we will try to realize the project. The next step is to 

generate funding for the project. Financial means are not always easy to find. If we are able to 

generate the funding we implement it. During the WEP we have trained the locals in proposal 

writing, so that they can get their own projects started. The final decision is however the money. The 

providers of funding decide in the final instance.  

Do you cooperate with any other organizations? What does the cooperation look like? On what tasks 

do you cooperate?  

There is not really a close cooperation with other organizations, but also no competition either. We 

coordinate our activities with the other organizations. For the scholarships program for example 

coordination is important, as some scholarships are also provided by other organization. 

What are your hopes and fears concerning the future of the organization? Best scenario – worst case 

scenario? 

The worst case scenario for me would be not be able to continue the work in the area. As well as the 

organization growing too big too fast.  

The best case scenario would be to continue our work, with more people joining in Denmark as well 

as in Nepal. It would be good if we would manage to scale up our activities to reach more people in 

the area and finding more support for our projects. As long as I am the only one taking on so many 

responsibilities, growth is bad, because it is not sustainable and too much work for me in the long 

run.  

Do you think a microinsurance scheme could be beneficial to the people in Bakanje VDC? 

I unfortunately have too little of an idea about the concept, but I am looking forward to see your 

report. I think the primary need of the people in Bakanje is to create more economic activity. 

Insurance for me is rather a 3rd or 4th priority, first comes creating more economic opportunity in 

the area. 

Do you think HIPRON would be capable of administering such a scheme? 

Yes, I think they would. First they would have to learn about the concept and its functioning. They 

are motivated to learn new thinks and with the right support and education they will be able to 

administer such a scheme. 
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What is your perception of commercial insurance companies in Nepal? 

I have very little experience with insurance companies in Nepal. Only very few people are involved in 

insurance in Bakanje so far. I think corruption could be a problem. Rural people are weak in 

defending their rights and this weakness could be exploited by an insurance company. Furthermore, 

there are a lot of unclear points in their policies. People in Bakanje are only insured, if someone like 

for example the school they are working for is insuring them.  

Would you be ready to deal with a commercial partner e.g. an insurance or reinsurance company? 

Yes, if we can make everything clear. Complete transparency and a clear line against corruption 

would be needed, as well as clear policies.  

 

Annex 7: Interview with Ambika Maharjan, WEP project coordinator, 
HIPRON 
 

For how long have you been working with HIPRON? 

For about 5-6 years. 

Can you describe your tasks at HIPRON? 

I  am  the  project  coordinator  of  HIPRON’s  WEP,  this  includes  tasks  like  stakeholder  coordination,  
reporting for the Danish Embassy, accounting and budgeting, the organization of women's groups 

meetings in the field and hiring experts for the meetings. 

If you think of a normal work day, what would a normal day at the office look like for you?  

There is no standard work day. We are a lot out in the field and tasks vary from day to day. I am also 

changing between our Kathmandu office and our Kinja office. During the month in Kathmandu my 

tasks usually include accounting, reporting and making the new budget for the Danish Embassy. I also 

try to meet a lot of the WEP stakeholders while I am in Kathmandu.  

So do you spend 100% of your time on the WEP?  

When I am in the field, I would say yes. When I am in Kathmandu it remains my main focus but is 

probably about 55%. I have little free time and am very busy with my job.  

Is there a lot of administration to handle for the WEP? 

Yes, I do most of it. I get help from my project assistant and mobilizers. Administrator Janaki Khadka 

and our manager Mr Namgyal Sherpa also help out in Kathmandu.  

How many percent of the time you spend on the women empowerment project, would you say you 

spend on administration? 
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It is about 80% administration, mostly including reporting and accounting. About 20% of the time I 

spend on communication with different project stakeholders and the beneficiaries.  

Do you have any prior experience with administration?  

I started at HIPRON as an administrative officer, so i have knowledge from my prior position and also 

worked on the completion all of the WEP pilot projects.  

Do you feel that you have spent more or less time with administration over time? 

The responsibilities are increasing but overall I spend the same time on administration.  

After you started your partnership with the Danish embassy did administration go up? 

Yes, of course it did.  

What do you think is the main objective of HIPRON?  

We are following the project description and hope to meet the goals described in there. 

Do you feel that the work you do is contributing to reaching the overall objectives of the 

organization? 

WEP is the first big project for HIPRON, and we hope to learn from it for the future. We are all trying 

to make the project a success. Our main aim is to ensure that HIPRON can be active also in the 

future. 

How will you ensure the organizations future?  

We are all dedicated and work a lot, even if it takes overtime, and especially so in the field. Here we 

are 24/7 alert if a problem arises.  

Imagine HIPRON in 5 years from now, what do you think the organization will look like?  

I hope the organization will have many more projects in Solu and will maybe even have expanded 

beyond Bakanje. I hope we as an organization will grow, hire more and more employees and engage 

in bigger projects.  

How do you feel the relationship between HP and HIPRON has developed over time? 

HP is our only partner and Mr Kurt Lomborg is our main contact in HP. For the WEP, we have for the 

first time worked with another partner, the Danish embassy, and we are open for more partnerships 

with different organizations in the future.  

Looking at financial reports we noticed that a lot of the project financing is dependent on HP, what is 

HIPRON doing to become more independent from its mother organization? 

We do not have much other income, and are dependent on HP. We are however planning to launch 

different projects financed by other organizations. Recently we have made a preliminary survey in 

Basa for a new WEP and hope to be able to get funding for it. We are trying to be more independent.  

How are project decisions made? Where does the initiative come from? 
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It has been mainly reconstruction projects before and now we have implemented more software 

focused projects. When we are making project proposals we focus on the local population and their 

living conditions. Therefore we make surveys to assess the situation. Project ideas are mostly joined 

ideas; HP is a source for ideas as well as Namgyal and me. We are learning by doing. We also assess 

the need of the people in the area and if there simply is no need for it than it does not make sense to 

have a project. If however we discover after our analysis that there is a need, we try to launch a 

project. We do need assessments and priority rankings to find out what is really important for the 

people of Bakanje. 

What do you think are the strength and weaknesses of HIPRON?  

I think our strength is the positive development and growth the organization has been experiencing. 

We are progressing constantly. Furthermore, we are all very dedicated to the organization and work 

hard to reach our aims. Our weaknesses are that we are not that well educated and experienced, but 

we are learning over time. 

What do you feel is the local people's perception of HP and HIPRON? 

People want our organization and projects in the area. It has been a long term engagement we have 

become well known over time.  The little project failure has led to a good reputation and especially 

the help provided through the scholarship program is much appreciated by the local population. The 

people feel they benefit from our projects.   

What do you believe is HIPRON's biggest success? 

Success is hard to achieve, we need to make big efforts to do so. Until now I would say the 

scholarship project has been the biggest success. Otherwise rebuilding of schools was a very 

successful project, as well as the health program. Now we are of course hoping that the WEP will also 

be one, so far the women show great interest in the project.  

Do you have any knowledge about insurance?  

I have some basic knowledge and personally have accidental insurance. I do do not know much about 

the details involved though. 

What is your perception of insurance companies?  

It is good and necessary to have insurance. Some people think insurance companies are connected to 

fraud, which of course might be true for some. A lot of companies have also disappeared with 

people's money, so it depends what kind of a company it is.  

Do you believe insurance is needed in Bakanje? 

It is necessary. It is a remote area, people are struggling with risk in their life. Different types of 

insurance products I could imagine to be useful.  

 

Do you see any problems with implementing insurance in Bakanje?  
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I think it is a challenging task. First of all there is no infrastructure in the area. Also people in Bakanje 

are not so rich. Most of them have too low of an income to afford insurance at present. Maybe ones 

economical activities in the area have increased, they will. So far insurance is not available in 

Bakanje, people would have to go to Kathmandu to buy insurance.  

What does HIPRON do to expand its partner network? 

Now we are very focussed on the Embassy, as our new partner and would like to implement more 

projects with them in the future. But of course others are also welcome partners.  

What criteria should the partner fulfill? 

We are not in the position to choose so much. Of course a potential partner should not be involved in 

fraud or economic trouble. It needs to be a strong organization as any bad acts on their behalf will 

reflect also badly on us.   

 

Annex 9: Interview with Beema Samiti, the Nepalese Insurance Board  
Name/position 

 My name is Pujan Dhungel and I am an Assistant Director at the Insurance Board. 

 My name is Kundan Sapkota and I am also an Assistant Director. 

  

For how many years have you been working with the insurance board?  

 I have been working here for 14 years. 

 And I worked here for six and a half years. 
 

Are you familiar with/ have any experience working with microinsurance? 

 Yes, we are quite familiar with microinsurance, because microinsurance has been discussed 
in Beema Samiti this year. This is due to the new directive by Beema Samiti, which we will 
issue very soon. And especially also as I am involved in product approval and policies 
department. So some insurance companies are doing microinsurance already. Actually it was 
not improved as microinsurance, but they are doing it as a form of microinsurance in rural 
areas only.  

 I am also on that committee as well and have been working with this for maybe one year. We 
have developed six product types, 2 from life and 4 from the non-life side. These include 
cattle, health, personal accident and self employment and from the life part endowment and 
death. We are forcing the insurance company to do this type of microinsurance in different 
parts of the country. But we are waiting for approval from the cabinet for now.  

 

For how long have you been waiting? 

 We have already signed it, but it might take 1 – 2 month, depending on the circumstances. 
And the main target group is also people living in rural areas?  

 Yes, rural areas. In the cities commercial insurance is doing well.  
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What do you believe are the most important areas for microinsurance to cover? 

 I think the biggest potential lies with non-life insurances. 

 We believe that especially cattle insurance could be very useful in rural areas.  
 

To your knowledge, does the Insurance Board supervise any microinsurance schemes or organizations 

offering such schemes?  

 It is not officially been titled microinsurance, but there are insurance companies engaging 
into a sort of microinsurance. There is for example a company called ALICO and they are 
active in credit care insurances, as a type of microinsurance, and they are doing well.  

 

Do you have an estimate of how many such schemes are in operation in Nepal? 

 We do not have any numbers, as the new directive is still in the process of approval 

 In our new act NGOs, MFIs or companies to the same extent will have to apply for the 
permission to engage in the insurance business. Whether it is regular insurance or 
microinsurance does not matter. There is no record up until now because microinsurance has 
not officially been recognized as insurance. It is more community-based.  

 Yes and we are not supervising these, as they are not our responsibility for now.  

 We only supervise the officially registered insurances.  
 

In order for microinsurance schemes to be considered insurance the organization offering them  

would have to be officially registered as an insurance company, is that correct? 

 With the new insurance act we want to legalize organizations like NGOs or MFIs, and include 
them I the legal framework. So that if something happens, we have the authority to regulate. 
Up until now they are outside this framework, but we are trying to include them. 

 

According to our sources, one important problem is that the legal framework concerning 

microinsurance, and that the current Insurance Act governing insurance in Nepal does not formally 

recognize microinsurance as an insurance product. Is this likely to change in a reformed Insurance 

Act? How will the legislation be revised? 

 What we are doing in our directive is, that we want to use organizations like NGO's and MFIs. 
They now the people in rural areas, as they are working with community based schemes. So 
we want to legalize them and use them as a part of insurance, like an agent so to speak. We 
want to use them as a mediator. So they can sell the product, but as an agent.  

 

One of our sources states that the Insurance Board has actually confirmed that although insurance 

products offered by NGOs and MFIs are not formally considered insurance, such organizations are 

permitted to act as insurance agents for regular insurance companies. Is this correct?  

 Yes exactly. They can sell insurance products, but under an officially registered insurance 
company, and in cooperation with them. So they can take the role of a mediator. They can 
however not do it by themselves and act like an independent insurance company.   
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Many of our sources have suggested this partnering model between insurance company and 

NGO/MFI as a promising operational model for microinsurance schemes. To your knowledge, do you 

have any examples of such cooperation actually taking place? 

 We believe it is a good option, but cannot do anything before the new directive has been 
approved.  

 

But in the directive you will force insurance companies to include microinsurance, will there be a 

certain percentage that they will have to include?  

 Yes, three percent of their business.  
 

We have read that the Insurance Board's first proposal for insurance companies to include a certain 

percentage of microinsurance policies as part of their portfolio was unanimously rejected by 

insurance companies. In your eyes, what do you think are the main reasons for companies not 

including microinsurance product in portfolio? 

 The microinsurance business is not a very profitable business that is why a lot of companies 
are not so interested in it.  

 

We have also understood that talks are taking place between the Insurance Board and insurance 

companies are taking place to reach a settlement on this issue. Can you say about the progress so 

far? What are the main issues being discussed. Will a new proposal be made sometime in the 

foreseeable future? 

 Yes we have discussed it with them. Most of the insurance companies have even submitted 
their proposal for microinsurance products. We asked them what type of product they can 
offer. It is a very new concept, and there is very little resources and experiences with this 
available for the companies. They are also very worried about reinsurance. Another worry for 
them is moral hazard. But they told us that they are ready for the new product. So there has 
been progress. We also agreed with them on the six products and they are ready to work 
with these. We have now sent the products to the board, which has to approve them, but 
the board has not made the decision yet. We hope they will approve these products soon.  

 

For how long have you been waiting now for approval?  

 2-3 month I think.  
 

So will the new directive also be brought before parliament? 

 The products are approved by the insurance board, but the directive as a whole will need 
approval by the cabinet.  
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Annex 10: Interview with an informant from ALICO, American Life 
Insurance Company   
 

The informant did not allow us to tape the conversation. The record below is therefore based on 

note taking during the interview. 

 

What kind of microinsurance products have you included in your product range? 

 So far only microcredit insurance is included, but ALICO is intending to broaden the range of 
microinsurance products once the new directive by the Insurance Board has been passed. 

 

Since when have you been active in the Nepalese market and at what point in time did you decide to 

include microinsurance services into your portfolio? 

 The company entered the Nepalese insurance market in 2002. 

 Microinsurance as a product has been offered since 2009. 
 

What does your delivery model look like?  

 The company cooperates with seven different MFI's covering different parts of the country. 
This includes rural, as well as urban clients. 

 Credit insurance is offered as a byproduct to the loans their partner MFIs sell. 

  The MFI introduces ALICO to the client and takes care of the claim processing and 
administers the scheme.  

 ALICO is responsible for the product design and contributes with the financial capabilities 
needed to absorb bigger economic shocks to the scheme. 

 Furthermore, the company provides training to the employees of the MFI. 
 

How many customers do you service? And what does the typical customer look like?  

 ALICO is servicing more than 100.000 customers from diverse backgrounds. There is no 
typical customer profile as such. 

 The company has been constantly growing in customer numbers and is hoping to 
continuously do so in the future.  

 

Are the microinsurance products your company offers financially viable? 

 

 It is challenging to run these schemes profitable, as claim ratio is high and the premium low. 
Classical insurance risks such as moral hazard, fraud, etc are a problem.  

 However, it is a way of doing CSR for the company. Although it is barely breaking even it is a 
success from a social responsibility point of view. Overall the schemes run are sustainable.  

 High amounts of administration are necessary and these are difficult to manage, considering 
the low profitability.  
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How big a strain is administration? How many people dedicate their time to microinsurance at ALICO?  

 About eight people are working on microinsurance in the company at present. 

 Although administration naturally gets more efficient over time, new issues and challenges 
arise constantly. 

 Especially, as we are obliged to operate within the legal framework set by Beema Samiti, a 
lot of education about legal issues needs to be provided to the MFI's employees. 

 

Would it be possible for you to run the scheme without the MFI? 

 It would be very difficult. 
 

Why do you think not more commercial insurers are offering microinsurance up to date? 

 The schemes we run are barely profitable and therefore not very attractive to other 
companies 

 Claim verification has proven to be especially complicated in rural areas that are 
difficult to reach. 

 Moreover, awareness about the benefits on the customer side is not sufficiently in 
place. Most people do not understand the necessity of insurance.  

 

Did the MFIs you are cooperating with offer microinsurance services before you became a partner? 

 Yes, they did. They however realized that they lack financial capabilities to absorb 
bigger shocks, which is crucial to a viable scheme. 

 Without the participation, financial means and experience of a commercial insurer, I 
believe it is difficult to run such a scheme in a sustainable way. 

 The MFIs have recognized the need for reinsurance.  
 

Do you have conducted any impact evaluations after the three years of activity? 

 The company's evaluation has shown that the customers are very satisfied with the 
services offered. 

 Once they have experienced themselves how a claim is verified, their perception of 
insurance is very positive. 

 

What are your criteria in selecting partner organizations? 

 The company selects partners very carefully. 

 Among others, a strong administrative system is the most important criterion for ALICO. 

 The target market size does not matter.  

 ALICO's partner organizations include big to very small MFIs.  

 Additionally, the MFIs perception of microinsurance is important. They must be positive 
about the concept and believe in its contribution to decreasing poverty. 
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How much of the profit do your partners get? 

 Some of the partners do not get anything. 

 Some do get a share of the profits, according to the regulations. 
 

One of the problems in the insurance industry is the lack of experienced and well educated man 

power, is that a challenge for ALICO as well?  

 Skilled labor is hard to find in Nepal. 

 Furthermore, competition is constantly increasing in the market.  
 

More and more small insurers are trying to get a foot into the Nepali market, what do you think the 

market will look like in three years time? 

 ALICO is hoping for positive growth. Too many small insurance companies in the market have 
created unhealthy competition. A consolidation of those smaller players could happen. 

 One of our future worries is also related to the new directive the Insurance board plans on 
passing. There is no clear framework and guidelines on how microinsurance can be 
integrated, should this directive pass. Better guidelines are needed.  
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Executive Summary 
 

Disasters can have a devastating impact on poor people's livelihoods, as they are in a more 

vulnerable position than the rest of the population. In fact, the vulnerability of poor households to 

adverse shocks and their inability to cope with them has been identified as one of the core aspects in 

attacking poverty. Various events can lead to a sudden disruption in the ability of such households to 

generate income, erase their savings over night and require a prompt reallocation of resources, 

leaving these households in an even more vulnerable position.  

It has been argued that this progression of vulnerability can be countered by increasing the ability 

and capacity of people to construct safeguards before such an event occurs, as well as reinforce 

these after the event. However, people's abilities to protect themselves from such shocks are subject 

to social, economic and political processes which can hinder access to vital resources, leading to low 

levels of social protection. 

In Nepal, one in four people live in poverty, with high and increasing economic disparities between 

urban and rural households. In most rural areas, such as Bakanje VDC, almost no formal mechanisms 

for social protection or precautionary measures against disasters exist. Various calamities, such as 

earthquakes, landslides, the death of a family member or health issues, have the potential to create 

a situation of progressing vulnerability for households in Bakanje VDC. Traditionally, social networks 

have been the primary risk mitigation method. These networks may be able to absorb smaller 

economic shocks, but bigger disasters are often undermine these coping mechanisms, leaving 

households with few options for economic recovery. Whereas certain richer households in Bakanje 

benefit from larger networks that are able to handle bigger disasters, other household's networks are 

rather small, due to social exclusion based on caste, ethnicity and religion. Large inequalities are 

found in most of the communities in the area.   

Himalayan Project Denmark (HP), a Danish NGO, has been active in the area for almost 15 years and 

has implemented numerous hardware and software projects to help develop the communities in 

Bakanje. The organization seeks to contribute to improving people's health and livelihoods by 

strengthening civil society in the area, working closely together with its Nepali counterpart 

Himalayan Project Nepal (HIPRON). Lately, the organization has also focused its attention to risks and 

their effects on the livelihoods of the people living in the area. 

Microinsurance is a concept that can serve as a tool for poor people to mitigate risks more 

effectively. If the concept is implemented under the right preconditions it could also create a more 

inclusive and reliable way to mitigate risk in Bakanje VDC. Our field study in the area has shown that 
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there is a need for better mechanisms for social protection in the Bakanje area, and that there is a 

demand for microinsurance services. However, in a community that is largely unfamiliar with the 

concept itself, the implementation of such a scheme is far from easy, and more research is needed to 

identify the right product and better evaluate the risks connected to a potential implementation. 

From the range of different microinsurance services presented in our field study, the people of 

Bakanje valued life insurance most, followed by health and house insurance. Since life insurance is a 

fairly easy product to implement, and one that is less prone to suffer from classical insurance 

problems, it is a product well suited for beneficiaries with little prior knowledge of insurance, and has 

had quite high success rates in the past.  

Nevertheless, in order for such a microinsurance scheme to be sustainable and feasible from an 

economic point of view, it not only needs to contribute to the resilience of the potential 

beneficiaries' livelihoods, but should also be profitable on a long-term basis for the implementing 

NGO, and seek to promote social inclusion and economic opportunities. Many different stakeholders, 

including the people of Bakanje, Himalayan Project, and commercial insurers will influence to which 

extent these criteria are matched within the prevailing institutional and cultural setting context. In 

this master thesis, we provide a first estimate of the need and demand for insurance in Bakanje VDC, 

as well as an analysis of basic feasibility. Issues that need consideration and further research before 

implementation include education for the local population, product and pricing model design, the 

establishment of a cooperation of HIPRON and a knowledgeable and resourceful partner, e.g. a 

commercial insurer, the changing legal and political context, as well as cultural factors influencing the 

acceptance of the concept. 

 

 

 


